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SUPPLY & DEMAND

After falling 8% through the working week ending Friday June 19, the beef
cutout last week slid another 5% to close last Friday June 26 below year-ago
levels for the 1st time since early April. As of yesterday, the cutout’s value was
the lowest for this time in June since 2013. The return to more normal plant
operations was evident by the 680,000 head of cattle harvested last week, an
increase of 1.5% from the same week last year and the 2" largest weekly
cattle slaughter so far this year. End cuts including the round and chuck are
now valued similar to year-ago levels, enticing processors to purchase more
of these items for ground beef production. Buying is now complete for this
Saturday’s Independence day celebrations, and the remainder of July
seasonally sees an ebb in beef demand. With plants now operating near
capacity, analysts expect the industry to work through the backlog of cattle by
September, earlier than forecasts of just a few weeks ago. The ratio of heavier
market-ready cattle to all cattle in feedlots is likely now near its peak, with an
estimated 5.1 million head of cattle on feed more than 120 days being 900K
head higher than the similar number a year ago. With the industry gearing up
for H2 beef production that could be 7% higher than that in H1, demand will
need to stay solid. The outlook remains somewhat mixed. Restaurants are
again under pressure in many parts of the country as CoVID-19 case counts
increase again. But retail purchasing remains strong. According to 210
Analytics, the value of retail beef purchases for the week ending June 14t was
16% higher YOY, still in elevated territory. Exports have received a boost
from the dip in prices and could continue strong as Asia’s recovery from
CoVID accelerates in the 2nd half (see TRADE next column).
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The U.S. pork cutout value closed last Friday slightly higher than the previous
week as wholesale pork price volatility calmed. No wholesale values moved
more than single digits throughout the week. Harvest activity at plants has
returned to near-capacity levels, with the industry processing 2.641 million
hogs last week. Heavier animals are yielding more pork per head, with last
week’s U.S. production up 13.6% from year-ago levels, the 4t week of YOY
increases. Although harvest levels are high, more labor-intensive boning
activity in plants is still constrained, and heavy bone-in ham values remain at
extremely attractive levels compared to more fabricated boneless ham
specifications. Year to date pork production is up 0.6% from last year with
slaughter down 0.3% from last year, but the industry needs to catch up on the
sizeable backlog of hogs created during the production hole of April and May
(see next column). During May 2020, U.S. pork production dropped 8% when
compared to adjusted May 2019 levels (see unadjusted numbers in graph
below). Hog futures prices have see-sawed in recent sessions between
optimism of brighter economic conditions, and fear over 2m CoVID wave U.S.
restaurant closings and more plant suspensions by China.
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MOVING AHEAD

The much anticipated USDA June 1 Hogs & Pigs report was released last
week and it showed the USA’s 66,000+ hog operations held a record 79.6
million head of swine as of the beginning of last month. This number was 5%
higher than June 1 2019 and +3% to the numbers on Dec 1 last year. The
number of breeding animals on June 1 totaled 6.33 million head, down 1%
from a year ago and down 1% from March 1, but the average pigs saved per
litter of 11.01 was record high and demonstrated continued gains in industry
productivity, and despite the disruptions of the pandemic. Analysts were
most surprised by the 1.2% increase in March to May actual farrowings by
sows, an unexpected increase given that the CoVID activity in the U.S. hit a
peak during that period. That said, farrowing intentions for the June-to-
August and September-to- November quarters are well below 2019 levels
and indicate producers intend to pull back on production for the remainder of
the year. Farrowing intentions represent the number of sows producers
expect to give birth in the future time period and thus represent the best
estimate of what hog supplies will look like further in the future. The other
surprise to analysts was the higher-than-expected 11.2% year-on year
increase in the number of market hogs in the 120-179 pound category.
Although the number of heavier hogs (>180 pounds) was below analyst
estimates, it was still +12.8% higher than year-ago levels. All in all, the
inventory numbers suggest that there are still many hogs that need to come
to market during the remainder of 2020. The big jump in hog inventories in
the 120-179 pound category suggests that producers were able to slow
growth of animals through ration adjustments during the time of CoVID-
related plant closures and slowdowns. But given current large market hog
inventories, plants will need to process 2.7 million head per week for the rest
of the year in order for the industry to remain current and prevent further
backing up. Total current weekly U.S. harvest capacity under normal
processing conditions is estimated at 2.75 million head. Following the
report’s publication, one analyst stated that the industry had managed to
reduce the backlog in hog numbers from the 3+ million head level to
approximately 1.2 million head. It is unknown how many hogs have been
euthanized but an increase in direct sales of hogs for local slaughter and sales
could have helped shrink the numbers. Data from the Hogs and Pigs report is
derived through a questionnaire distributed to a random sample of
approximately 9,300 operations, most of which are located in the 17 states
that account for 95% of U.S. hog production.

TRADE

U.S. beef and pork exports, and new sales, have jumped following the
stabilization of slaughter activity and the downward adjustment in wholesale
prices. However, the recent pace of pork exports and new sales to China,
which through the 1st half year represent roughly 40% of total U.S. shipments
abroad, is below that of earlier this year. On the beef side, exports for the
week ending June 18 were the 2nd highest so far this year and up 84% from
the prior 4-week average. Exports were higher to all main destinations
including Japan (6,400 tons, +66%) and Taiwan (1,280 tons, +22%) where
shipments were the highest since the first week of April. Exports to Korea
(5,380 tons, +90%) were the highest since January, exports to Canada (1,830
tons, +482%) were the highest since 2015 and exports to Mexico (1,290 tons,
+240%) were the largest since mid-March. An uptick in pork exports to #2
market Mexico in June has not been able to offset the drop in activity to China.
Average weekly shipments to China (muscle cuts only) of 12,259 tons for the
3 weeks ending June 18t were noticeably lower than the 18,727 ton-per-
week average recorded during April. U.S. exporters hope that the easing of
prices will entice more buying by China, but note that the sales of all imported
meat and poultry has slowed in recent weeks following the new outbreak of
CoVID-19 at a Beijing agricultural product wholesale market where frozen
imported seafood tested positive for the virus. Last week, the USDA & FDA
issued a joint public statement claiming that “there is no evidence that people
can contract COVID-19 from food or from food packaging. The U.S. food safety
system, overseen by our agencies, is the global leader in ensuring the safety of

our food products, including product for export.”
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