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SUPPLY & DEMAND

After falling 9 consecutive weeks, the beef cutout moved sideways through last
week, closing last Friday at -5% of its value a year ago. Demand is lackluster as a
resurging virus has resulted in fresh closures of restaurants and consumer
uncertainty prevails over if, when and how the U.S. government will stimulate the
economy and continue to protect the unemployed. There has been an uptick on
domestic beef retail promotions as lower wholesale prices adjust downwards, but
weak loin and rib primal values are testimony to the tepid state of the foodservice
sector. On the supply side, analysts are noting that the worst of the CoVID-19
impacts on the cattle markets and processing plants are past, but the sharp
disruption in harvest levels in April and May continues to weigh on the cattle
supply pipeline, with live cattle prices remaining low, hundreds of thousands of
cattle backed up in feedlots, and average cattle weights remaining high. To be
sure, live cattle prices inched higher last week, as packing plant margins remained
firmly in the black and futures values traded at a premium to current spot live
prices. Last Friday’s cattle on feed report yielded no surprises in terms of the
number of cattle placed into feedlots during June (+2% from June 2019) and the
total number of cattle on feed (13.6 million head, even with a year ago). But the
average time cattle are spending in feedlots of nearly 190 days remains high, and
the supply of front-end market-ready cattle is large (see graph below). To
accelerate the cleaning up of the full pipeline of cattle, analysts are hopeful that
weekly harvest levels can further increase; last week’s total of 646,000 head was
down 0.6% from the previous week and still short of what is viewed as full
capacity. This June, the total number of cattle harvested was 7% above June 2019
levels, but when adjusted to actual working days, average daily slaughter was -4%
below the 6/2019 rate.

Estimated Inventory of Cattle on Feed Over 120 Days
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Beef Choice Beef Cutout Value: 27/7/2020 - US$202.55/cwt. (<+1%
from 20/7/2020)

Last Friday, the pork cutout settled up 3% from the previous week, its highest level
since the 1st of June. That said, values remain -15% from a year ago. The ham
primal’s 11% appreciation drove most of last week’s value creation, similar to the
dynamics of the previous week. Loins gained as well. Weekly slaughter totaled
2.589 million head, up 2.8% from the previous week and up 9.7% from the same
week last year. With heavier slaughter hog weights, pork production is running
ahead of year-ago levels. Just released June meat production statistics show
national pork output increased 13% from June 2019, a sign that the industry has
mostly recovered from the CoVID impacts. Year-to-date U.S. pork production is up
1.4% from last year with slaughter up 0.6%. Export activity remains strong,
although sales and shipments to #1 market China have not been at the weekly
levels seen earlier in the year. Still, accumulated muscle cut exports to all
destinations through the week of July 16 were up 56% from last year’s record
setting pace and have now exceeded 1 million metric tons.
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Hog Carcass Cutout Value: 27/7/2020 - US$71.30/cwt. (+4% from
20/7/2020)

ACTIVITIES:
Restaurant & Bar, Hong Kong: postponed
SIAL, Shanghai: September 28-30, 2020

MOVING AHEAD

The U.S. cattle industry is holding its annual meeting this week and the topic of
market transparency and the ability of current marketing arrangements to allow
true price discovery of live cattle will be top of the agenda. The issue gains
attention as USDA issued a report last week on the cattle market disruptions that
took place following the August 2019 fire at one of the US.s largest beef
processing plants and the dislocations at plants that occurred this spring due to
CoVID-19. In both cases, cattle prices dropped while wholesale boxed beef prices
soared. USDA’s investigation was undertaken to determine whether any entities
may have violated USDA federal law under the federal Packers and Stockyard Act,
which forbids any price manipulation, collusion, restrictions of competition, or
other unfair practices by any market stakeholders. The report issued no
conclusions as to whether foul play ensued during these market crises noting that
those investigations fall under the purview of the Department of Justice. But
USDA’s descriptive report of how cattle & beef markets quickly dis-equilibrated
during these 2 episodes highlights the ongoing issues the industry has with price
discovery, ensuring vigorous competition, and the volatile relationship between
live cattle and beef prices in the wholesale market. There is little vertical
integration in the U.S. beef industry. Most meat packing companies do not own
cattle but purchase them on the market using several types of transaction
methods. Traditionally, meat plants negotiated the price of cattle for immediate or
near immediate delivery with feedlots, a system known as negotiated sales. But
that method has given way to more so-called formula sales whereby meat plants
and feedlots use an exogenous price - or formula - to determine the value of cattle.
The formula is normally tied to one or more values the USDA reports in its 300+
Livestock Mandatory Price Reporting (LMR) indices. While LMR was established
to promote market transparency and price discovery, as more cattle are now sold
under formula pricing arrangements, the number of negotiated cattle transactions
which determine the formulas have dwindled, raising questions about whether
USDA'’s pricing data reflects the true value of livestock. In some states and regions,
almost all marketing of cattle to plants takes place through formula arrangements,
a practice that has raised concerns about the efficacy of LMR. Only 10-15% of
cattle nationwide are traded under negotiated arrangements. Moreover, cattle
producers note that 80% of fed-cattle buying is being conducted by just 4 beef
packers. USDA’s report on the fire and CoVID-19 however found these market
shocks resulted in predictable free market behavior by all entities: cattle prices
dropped because the nation’s harvest capacity contracted, and demand for beef
surged, especially during CoVID, as retailers and consumers sought to stock up on
dwindling beef supplies. USDA noted the systemic problems with thin negotiated
cattle markets and added to a chorus of proposals already being promulgated by
the livestock industry on how to improve transparency and price discovery. These
include potential updates to LMR to reduce non-reporting, mandating minimum
percentages of negotiated cash transaction, and creating a new report of slaughter
intentions, which would provide producers an important indicator of packer
demand for fed cattle.

TRADE

China’s pork shortage and demand for protein as the economy recovers from
CoVID-19 drove record meat & poultry (M&P) exports to the market again in
May (see graph below). In the 15t 5 months of the year, the total global M&P
trade was +9% to 13+ million tons, with May’s trade the 4t largest ever, and
despite an acceleration of the pandemic across all major producing countries.
M&P trade by the rest of the world outside of China declined -6% during Jan-
May, resulting in China accounting for a historical high of 35% of total global
M&P trade during this period. China’s growing significance in global markets
come as world meat & poultry production is expected to contract 2% this
year, driven mainly by the pork shortfall in China. Excluding China, CY 2020
M&P production will likely be flat, with beef production declining by 2%,
pork growing by 2% and poultry output remaining stable.

China remains in the driver’s seat
Jan-May 4.59 mmt, +53% and set new records in May at 1.075 mmt, +60%

Meat & Poultry Exports from top 10 TO CHINA/HK
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