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SUPPLY & DEMAND

The USDA CHOICE beef cutout drifted lower last week on higher slaughter
levels, tepid foodservice demand and increasing overall meat supplies.
Although year-to-date U.S. beef production is -3% the pace of last year,
slaughter levels & weekly beef output are now above year-ago levels. Loin
demand has been soft due to weak purchasing by restaurants, especially by
resorts and steakhouses where customer traffic has been decreasing due to
renewed social distancing measures. Retailers normally advertise beef
specials through the summer, but normal featuring has yet to fully recover
from the period of relative inactivity during the wholesale beef price spikes of
May. Moreover, with uncertainty over the CoVID-19 trajectory still prevalent
throughout the country, consumers are turning toward cheaper pork and
chicken. Wholesale beef prices are now at their lowest point this year, while
live fed cattle prices are trading at some of their lowest levels in 10 years.
Analysts are heavily focused on opportunities for a small rally later in Q3
related to the drop in placements of feeder cattle into lots in the spring. It
remains unclear whether this will materialize or whether feedlotters have
been able to successfully spread out finishing times of backed up cattle so as
to prevent short-term supply holes from developing. To be sure, live cattle
prices remained somewhat firm last week, in part due to aggressive slaughter
activity by packers who continue to enjoy good margins. And wholesale beef
prices only dropped 1% through last week even though beef production
increased 12% week-on-week, a sign that demand is holding. Beef exports
during the last week of June picked up from the previous 4-week average, but
new net sales were on the disappointing side. However, beef exports over the
past 3 weeks have risen back up to the 15K-per-week level after hovering at
the 10+K level from mid-May to mid-June.
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The pork cutout firmed 2% last week based on a strengthening of the ham
and belly primals. Heavy bone-in hams, which are at extremely attractive
levels, have attracted foreign buying interest of late. Although weekly data
show U.S. pork exports (muscle cuts only) for the 15t 6 months of the year up
59% over the pace of last year, the velocity of shipments since early May have
been at the 30K tons-per-week level, noticeably lower than the range of 40K
tons-per-week that prevailed through the end of April. Market pressure will
intensify for the remainder of this year as U.S. pork production ramps back
up. Last week, the nation harvested 2.606 million head of hogs, up 7.7% from
the same week in 2019. Q3 pork production is expected to spike +9%
compared to Q3 2019 (see graph below). Pork futures in the U.S.
strengthened yesterday on reports about flood related disruptions to swine
movements in China and increased disease outbreaks. ASF challenges in the
country. Live market hog prices in China of U.S. $2.50/Ib. are more than 8X
the price of U.S. hogs.

2016: +1.8% 11.31 MMT

Quarterly U.S. Pork Production Forecast 2017: +2.6% 11.60 MMT
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Source: USDA/WASDE July 2020, carcass weight equivalent, commercial production

Hog Carcass Cutout Value: 13/7/2020 - US$67.52/cwt.
6/7/2020)

ACTIVITIES:

Restaurant & Bar, Hong Kong: Sep 1-3, 2020
SIAL, Shanghai: September 28-30, 2020
Food Taipei, Taiwan: December 17-20, 2020

MOVING AHEAD

Although CoVID-19 is re-emerging in many urban areas that attempted to re-
open prematurely, America’s agricultural activity remains relatively
unscathed by the virus. Outbreaks at meat plants have been largely
contained, with the U.S. CDC commenting in a July 10 report that “many meat
and poultry processing facilities have implemented interventions to reduce
transmission or prevent ongoing exposure within the workplace.” On July 10,
USDA also released its latest World Agricultural Supply & Demand (WASDE)
estimates which forecast record U.S. meat output and abundant grain
supplies. During the April disruptions at meat facilities, USDA was predicting
that U.S. beef 2020 output could fall 5.1% from 2019, but a faster-than-
expected rebound has seen the agency revise upward its current year
production forecast to 12.22 million tons, down just 0.8% YOY. After surging
+5% to a record 12.54 million tons in 2019, USDA expects pork output this
year to hit a new record of 12.94 million tons, up 3.2% YOY. With a
forecasted 1.2% increases in U.S. poultry production, USDA is estimating total
U.S. red meat and poultry production will be record high again this year at
48.3 million tons, +1.2%. U.S. corn production during the 2020/21 (Sept
2020 - August 2021) marketing year is forecast at 15 billion bushels (381
million tons), up 10.2% from 2019/20 and the 2nd highest on record after the
2016/17 crop. Prices of corn throughout the year, the largest feed cost
component of hog and cattle rations, are expected to average 7% below the
value of the 2019/20 year. U.S. soybean output in 2020/21 is forecast to
sharply rebound from last year’s low crop to 4.135 billion bushels (112.5
million tons), up 16.4% year-over-year but not quite back to the 2016 - 2018
record highs. Soybean pricing will depend heavily on the volumes contracted
for export to China. Through early July, U.S. soybean export commitments
(sales + shipments) are running slightly above the pace of a year ago, but still
slow by historic standards. Moving ahead, agricultural analysts will be
watching U.S. Midwest weather as crop growth enters a sensitive stage and
the outlook calls for hot temperatures throughout the region. Analysts are
also watching the impact of the faster spread of CoVID-19 on U.S. food
purchasing patterns, and U.S. agricultural product export activity, particularly
to China, which is falling behind its buying commitments negotiated under
the trade deal.

TRADE

The main competitor of U.S. beef in Asia is product from Australia, especially
in the markets Japan, Korea, Taiwan, and to a certain extent Hong Kong and
Singapore. To be sure, while almost all U.S. beef exported to Asia consists of
grain-fed product, Australia exports both grass-fed and grain-fed, with the
latter competing the most directly with U.S. product. In 2019, grain-fed as a
percentage of total Australian beef export volume to Japan was 48% out of
287K tons shipped in total, 33% for Korea (total exports 162K tons), 27% in
China (out of 303K tons), and a little over 7% of the 27K tons Australia
exported to Taiwan. However, moving forward this year, even Australian
grass-fed product is expected to feel competitive pressure from the U.S.,
especially as Australia’s cyclical downturn in cattle supplies coincide with
sliding U.S. prices due to higher forecasted H2 production. While Australia’s
total beef export volume for H1 2020 was down only 3% from the pace of a
year ago, forecasts from Meat and Livestock Australia estimate beef exports
for the full year will contract by 16% to 1.03 million tons. As of early July,
Australia had the highest beef carcass prices among major producing
countries, including the U.S. During May, Australian beef output dropped a
seasonally adjusted 8.4% from May 2019 while slaughter fell 12.5% year on
year. Abundant rainfall early this year incentivized producers to hold onto
livestock, creating the current tight cattle conditions and near record high
prices. Live cattle exports of 537K head through the end of May - the fastest
pace in 5 years - are further contributing to the short market. Media stories
predict that Australia’s rising cattle prices cannot continue amidst the global
CoVID-19 induced economic slowdown, but Asian beef import demand has
been strong, driven primarily by another hefty 43% YOY (Jan-May) increase
in beef imports by China (to 831K tons). Moreover, despite a slowdown in
foodservice demand, total beef imports by Japan during the 1st 5 months of
this year of 294K tons was the fastest pace ever. Korea’s 204K tons of beef
imports during H1 were just slightly off the record pace of last year, while
Jan-June Taiwan beef imports of 67K tons were also record large.
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