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SUPPLY & DEMAND

As beef production has recovered, wholesale beef values continued to drop
last week. The all-primal USDA CHOICE cutout value fell another 19% last
week from the previous week, with all primals softening, especially briskets,
rounds and chucks. The cutout dropped another 1% yesterday, and is now at
levels just slightly above its 5-year average value for this time of year. U.S.
meat processing capacity has rebounded quickly as companies have
implemented more comprehensive CoVID mitigation measures, including in
some large processors, mass free on-demand testing for all employees and
aggressive contact tracing. Last week’s slaughter of 658,000 head - down just
1.6% from the same week in 2019 - yielded beef production that was up 2.1%
from that of last year because of heavier cattle weights. Last month, USDA
lowered its 2020 U.S. beef production forecast to 11.69 million tons, a 5.1%
estimated decrease from 2019 output. But because of the faster recovery of
slaughter, USDA has recently revised its 2020 forecast back upward to 12.10
million tons, down just 1.8% from last year. As supply issues abate, analysts
are now focused on beef demand prospects. Despite the continuing
reopening of restaurants nationwide, surveys conducted during the 1st week
of June estimate that business transactions at full service restaurants that
week were down 30% from year ago levels, while that of QSR outlets was -
13%. On the positive side, for the week ending June 4, new U.S. beef export
sales were the highest since mid-March, a reflection of new overseas buying
activity stimulated by falling U.S. prices. Some wholesale cut values -
including those for briskets and skirts - are far below year-ago levels
although overseas pricing trends will lag U.S. market activity (see next
column).  Although fed cattle prices continue to soften because of an
estimated 700,000 head backlog, reported values are showing a divergence,
in part due to a widening range of fed cattle weights, which are averaging
anywhere from 1,125 to 1,600 pounds for finished steers (live weight).
U.S. Choice Beef Retail Values, $/lb.
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Beef Choice Beef Cutout Value: 15/6/2020 - US$228.61/cwt. (-10%
from 8/6/2020)

The pork cutout continues to drop as production recovers to near pre-CoVID
levels. The cutout closed last Friday at -16% of its value a year earlier. Last
week’s slaughter reached 2.457 million head, up 0.7% from last year. Pork
cut values have moderated, with loin prices easing back to the levels of late
February prior to the prior panic-buying price surge. A continued labor
shortage in plants is evidenced by the steep drop in bone-in ham values while
trimmed boneless hams remain at levels about 30% above the most recent 5
year average. Values of pork tenderloins, another labor intensive item to
produce, also remain elevated & despite the fall in loin prices. New export
sales ticked up the 15t week of June, but due to lofty prices, May saw a large
drop in U.S. export activity, especially to #1 market China.
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Hog Carcass Cutout Value: 15/6/2020 - US$65.46/cwt. (-8% from
8/6/2020)

ACTIVITIES:
Restaurant & Bar, Hong Kong: Sep 1-3, 2020
SIAL, Shanghai: September 28-30, 2020

Food Taipei, Taiwan: December 17-20, 2020

CORONAVIRUS AND THE U.S. RED MEAT SUPPLY CHAIN

We have been reporting about how wholesale red meat prices in the U.S,, as
represented by the USDA AMS cutout values, have been steadily dropping
since they peaked in mid-May. We also have received questions by importers
and end-users here in Asia about why U.S. meat export prices have not
dropped in tandem with the U.S. beef wholesale reference values. There is a
significant time lag between the time meat is sold and the time it reaches
export markets in Asia. Assume an Asian buyer placed an order for U.S. beef
in mid-May - at the peak of high prices - and that meat took 4-5 weeks from
the date of production to reach the warehouse of the importer after its ocean
voyage across the Pacific ocean. That importer/distributor could be in the
position of offering that meat to end-users in mid-to-late June, a
demonstration of how prices overseas can lag market movements in the U.S.
by weeks. The same dynamic plays out in U.S. domestic meat markets. The
average all-cut U.S. beef retail price (all USDA grades) hit a record level of U.S.
$7.04/1b in May, but some analysts are expecting this average price to rise
again in June despite the wholesale average cutout price dropping sharply the
last 2 weeks of May. Even in the U.S, it takes 2-3 weeks from the time
supermarkets order beef from processors to the time it is delivered to stores
for sale. Moreover, in May, the price increases at the wholesale level were so
sharp that retailers tolerated margin losses that month in order to reduce
consumer sticker shock & preserve sales. Last month, the ratio of wholesale-
to-retail prices as expressed by the cutout value divided by the average all-cut
U.S. beef retail price rose to over 59% from its normal level of around 40%. It
is expected that supermarket operators will try and recoup those margin
losses in the next month or two by keeping retail prices somewhat elevated in
comparison to wholesale prices. As it turns out, the 40+% year-on-year
increase in May meat prices accounted for a large percentage of the 6.0%
increase in all U.S. wholesale food prices, which in turn accounted in part to
the unexpected increase in all U.S. goods prices during the month. The overall
U.S. inflation rate for the past 12 months has been a tepid 0.1%. In 2018,
USDA estimates that Americans spent an average of 9.7% of their disposable
personal incomes on food. Of that, 5% was spent on food consumed at home
and 4.7% on outside dining. Of the approximate U.S. $4,049 spent during
2018 on food consumed at home by the average household in the U.S, $960
consisted of meat and seafood purchases.

TRADE

According to official statements, Vietnam has lost one-fifth of its 31 million
head swine herd to African Swine Fever (ASF), leading to high pork prices
and higher imports. Several weeks ago, live hog prices hit a 20-year-high of
VND103,000 (U.S. $4.44) per kilogram as the supply imbalance roiled
domestic markets. Prices in the last few weeks have eased slightly, as
Vietnam announced it would allow imports of live hogs from Thailand where
animals can be procured for roughly half the cost as current Vietnam prices.
However, animals will need to be transported through Cambodia and/or Laos
and large scale imports have yet to begin. Vietnam’s Ministry of Agriculture
has stated that Vietnam’s pork imports through the end of May were up
298% from the pace of a year ago, but MEF statistics do not show that level of
growth. In 2019, Vietnam imported a record 152,163 tons of pork, excluding
re-exports from HK. Data this year from exporters is lagging, but through
April, trade of 51+ thousand tons from main suppliers the EU, Canada, U.S,,
Brazil and Russia was up 31%. Vietnam announced on May 25th that it
would reduce its MFN duty rate on frozen pork from 15% to 10% starting
July 10, with the lower rate remaining in effect through the end of this year.
The MFN rate for frozen variety meat imports will remain at 8%. The chilled
pork import duty would also decline from 25% to 22%, with no expiration
date announced for the lower rate. Members of CPTPP, including U.S.
competitor Canada, are already paying the lower frozen pork duty rate of
9.3% this year (with variety meats at 4%) according to reductions negotiated
under the trade pact. The EU Vietnam Free Trade Agreement (EVFTA) was
ratified by Vietnam’s National Assembly last week and after implementation
later this summer will see import duties on EU pork & other goods be phased
down similar to the schedule negotiated under CPTPP.
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