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SUPPLY & DEMAND

Last week the USDA CHOICE cutout fell 8% to reach the level of a year ago.
After moving down for five straight weeks, downward pressure on the cutout
may be easing according to some analysts. Brisket, rib and loin primal values
increased last week as more consumers fired up outdoor grills and restaurant
re-openings continued. That said, the U.S. is now experiencing the dog days of
summer when beef demand is tepid. Retail and institutional buying activity
for the July 4t holiday should start to develop this week, although with social
distancing measures still in place in many communities, Independence Day
celebrations will be more muted than normal. Analysts are now focused on
forecasting whether the cutout will continue to drop or stabilize along the
recent five-year trend line. Heavier cattle are compensating for the continued
lower year-on-year slaughter numbers, meaning that weekly U.S. beef
production is now close to year-ago levels. U.S. beef production through the
week of June 19 is down approximately 3.8% from the pace of a year ago. Q1
beef output was strong, with tonnage up 8% from Q1 2019, but CoVID-19
disruptions saw Q2 output drop 14% from the level of Q2 2019. With cattle
backed up in feedlots (see graph below), Q3 beef production will likely be
significantly higher than the same quarter last year, and Oct-Dec output
should be higher as well (see story next column). With higher forecasted
production for the balance of the year, demand will be critical to determining
the direction of wholesale beef pricing. Demand is difficult to forecast, but in
general, the recession & continued CoVID outbreaks will likely curb
restaurant traffic. With prices moderating, overseas buyers have begun to
book more U.S. beef after weak export activity in May. New net export sales
for the week ending June 11t were up 67% from the pace of the previous 4
weeks.
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Beef Choice Beef Cutout Value:22/6/2020 - US$214.06/cwt. (-6% from
15/6/2020)

The pork cutout dropped again last week, closing Friday 7% below the
previous week. The recovery in harvest activity at plants has been sharp; last
week’s pork output from the 2.587 million hogs processed was 8% above the
same week a year ago, and year-to-date U.S. pork production is now slightly
above last year’s pace. Average live slaughter weights for market-ready hogs
last week of 293 pounds (133 kgs.) are noticeably heavier (+9 pounds) than a
year-ago. Most pork primal values are lower than year-ago levels (see TABLE
below). Lean hog futures have fallen on news that China is asking foreign
suppliers of meat & other foodstuffs for statements that products shipped to
China are CoVID-19 free (see TRADE next column). According to USDA’s
weekly export report, outstanding pork muscle cut sales (sold but not yet
shipped) to China now total 101,079 tons for 2020 delivery, while actual
shipments through June 11t totaled 378,973 tons.
Pork Primal Values

Rib
Primal

$2.00
$1.75
$1.50
$1.25
$1.00
$0.75
$0.50
$0.25
$0.00

$/lb.

Picnic
Primal

Loin
Primal

™ Jan - March 2020 Avg

= May 2019 = May 2020

® Week Ending June 12, 2020 = Week Ending June 19, 2020

US$64.84/cwt. (-1% from

Butt
Primal

Ham
Primal

Belly
Primal

= 2019 Avg
= April 2020
Week Ending June 5, 2020

Hog Carcass Cutout Value:22/6/2020 -

= April 2019

15/6/2020)

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

Last Friday’s USDA Cattle on Feed report numbers confirmed the existence of
a large backlog of cattle due to the slowdown in harvest activity in April and
May. Placements of cattle into feedlots during May at a level of 99% of the
same level as a year ago was evidence that feedlot activity is returning to
more normal levels. However, the sale of fed cattle out of feedlots of 1.5
million head was 28% below May 2019 levels, reflecting the slowdown in
harvest activity that occurred during May when plants were most affected by
the virus. The net result of the higher inflow and lower outflow of cattle from
feedlots meant that the total number of cattle on feed on June 1 of 11.7
million head was the 27 highest ever, but still below the level of June 1 2019.
The U.S. cattle market acted quite normally during Q1, but disruptions
developed quickly in early April with the spread of the outbreak into rural
areas. The week ending May 2 saw slaughter levels drop 41% from previous
year’s levels, but recovery has been relatively rapid, with last week’s harvest
reaching 656,000 head, just 1.7% below the same week a year ago. Still, up
to 1.1 million head of cattle remain backlogged, according to estimates. This
backlog is causing a sharp increase in slaughter cattle weights. To be sure,
cattle weights are now seasonally dropping but from the high base which
formed during the peak of the plant slowdowns. Average fed cattle weights
typically decline into May as more cattle harvested during this time entered
feedlots months earlier as young calves. Calves normally finish at lighter
weights and at the younger age of 12-16 months. Most yearling cattle are
harvested between 16 and 24 months. During the peak of CoVID in late April
and early May, feedlots were marketing as many cattle as they could, but
those that couldn’t find harvest space at plants were placed on special
management feeding regimes to slow growth. Nevertheless, these strategies
can only slow growth. Average steer weights (dressed basis) for the week
ending June 6 were 892 pounds, 46 pounds heavier than a year ago (see
graph below). The increase in weights is adding the equivalent of nearly 30
thousand head of cattle to weekly beef production. When the cattle backlog
will resolve itself is still in question, although low placements of cattle during
April should result in slightly tighter fed supplies sometime later in the
summer. But those cattle that didn’t enter feedlots in the spring still will have
to be worked through meaning that the supply impact of the early spring
CoVID disruptions could play out over months.
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TRADE

China is requesting all of its overseas approved suppliers of meat, poultry,
dairy, seafood, produce and other packaged foodstuffs to sign a statement
attesting that products shipped to China are not contaminated by the CoVID-
19 virus. The statements also request food processors to China to follow
FAO-WHO COVID-19 and food safety: guidance for food businesses guidelines
published April 7. Traces of CoVID-19 virus were found in environmental
testing at a major Beijing agricultural products wholesale market, and China
has undertaken sample testing of meat, poultry & seafood - both imported
and domestic - at ports, wholesale & retail markets. The FAO-WHO
guidelines are similar in scope and content to the U.S. CDC-OSHA interim
guidance for meat and poultry processing workers and employers announced
on April 28. USDA directed all U.S. meat and poultry facilities on April 28 to
operate in accordance with this CDC and OSHA guidance to ensure that
workplaces stay safe and exposure to the virus is minimized. FAO, WHO,
USDA, FDA and other national food safety agencies have noted that it is highly
unlikely that CoVID19 can be transmitted through food or food packaging
noting that the virus needs a human host to remain viable & replicate. Food
suppliers around the world are grappling with unanswered questions about
the new China requirement, including sanctions that may be imposed on
products imported to China if cases of CoVID-19 are found among plant
workers. As CoVID-19 has spread around the globe, a number of meat
facilities have reported infections among workers, many of who are
asymptomatic. China has suspended imports from a large German pork plant
and a U.S. poultry plant due to CoVID-19 infections among workers. U.S.
plants are now conducting intensive screenings of workers and CDC
guidelines call for plants to ensure that ill employees are not present in the
workplace.
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