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SUPPLY & DEMAND

The beef cutout closed last Friday even with the previous week, as lower slaughter
numbers, the beginning of Labor Day (Sept 7) retail buying, and good export
demand helped prop up values. Although foodservice is facing new hurdles due to
resurging virus cases, retail is again poised to move larger volumes of protein to
consumers as a second round of hunkering-at-home continues. During this wave
though, sales may be supported by lower wholesale beef prices compared to April
and May. Larger supplies have helped restore healthier retail margins and this
should see more beef promotions & features at stores across the U.S. this month
(see MOVING AHEAD next column). Live cattle prices - though still low
historically - are seeing some support from data showing a decline in market-
ready - or ‘front end’ - supplies of cattle. A more normal trend-volume of cattle
were marketed in June (see graph below), and the number of cattle on feed over
120 days fell during the month, an indicator that the industry is working through
its still-large backlog of cattle. Moreover, average cattle and carcass weights are
dropping, another sign that the industry is becoming more current. Moving ahead
however, demand remains highly uncertain, with restaurants across the nation
reporting 11-15% declines in month-on-month sales from mid-June, according to
research group NPD. Weak restaurant performance is captured in the annual price
low realized last week for 81% coarse grind values. Overall, the question of
whether stronger retail sales help again offset weak foodservice demand moves to
the forefront of analysts’ discussions. Demand though is getting a push from
greater export activity, especially from Asia as lower U.S. prices, tight Australian
supplies, and a weak dollar support fresh buying interest (see TRADE next
column).
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Beef Choice Beef Cutout Value:3/8/2020 - US$204.66/cwt. (+1% from
27/7/2020)

The pork cutout fell last week as slaughter levels returned to near capacity levels.
Last week’s slaughter reached 2.543 million head, down 1.5% from the previous
week but up 8.4% from last year. Year to date U.S. pork production is up 1.7% from
last year with slaughter up 0.8%. As production returns to normal levels, analysts
are re-focusing on demand trends. To be sure, heavy bone-in ham values had
increased by 61% over the previous 2 weeks (from $0.35/1b. to $0.57/1b.), which
likely caused the retreat last week by commodity buyers and a 23% fall in heavy
bone-in ham prices. Bellies also dropped as CoVID again challenges foodservice
operators. A number of breakfast-serving QSR operators have announced new
store closures, including McDonald’s (-200 outlets), Dunkin’ Donuts (-800
outlets) and Starbucks (-400 outlets). Sandwich operator Pret A Manger has
also announced it is exiting from the Boston and Chicago markets. Along with beef
(see TRADE next column), the U.S. reported large new pork sales during the most
recent reporting week of July 17-23. Sales to all destinations were the highest
since the last week of April, and large new transactions were reported to #1 and
#2 markets China and Mexico.
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ACTIVITIES:
Restaurant & Bar, Hong Kong: postponed
SIAL, Shanghai: September 28-30, 2020

MARKET MAKERS

JBS USA has reacquired the Greeley, Colorado based lamb processing facilities
from lamb processor Mountain States Rosen. JBS did not purchase the business
and has announced that it will change the facility to a value-added case ready beef
processing facility. Mountain States Rosen became an early victim of CoVID-19,
filing for bankruptcy in March. Demand for lamb in restaurants, especially high
value racks, and wool for the fashion industry has weakened during the pandemic.

MOVING AHEAD

Changes in the CoVID epidemic continue to drive shifts in U.S. consumer food
consumption behavior. The latest surge in cases drove total food retail sales
up 14% during the week ending July 19, the highest year-on-year gains in a
month. Meat department sales (value) jumped 23% that same week, with
fresh beef, pork and lamb sales rising 30%, 17%, and 41% respectively.
Consumers are buying greater quantities of meat at retail due to closures and
other restrictions on restaurant patronage, but higher prices are also driving
the sales increase. According to 210 Analytics LLC surveys, U.S. meat and
poultry prices across all species were 13.6% higher during the 4-week period
ending July 19% compared to a year earlier. Moreover, consumer feedback
surveys indicate some discontent at high prices, and the lack of features and
price promotions. USDA is predicting that food price growth this year will
reach 3%, the highest increase the U.S. has seen since 2011. Higher sales are
not the only changes at retail. Stores have had to scramble themselves to
adjust to new CoVID risks. Prepared food & deli department sales at
supermarkets, which had been growing at over 8% annually and constituted
a growth spot for the whole industry, have been slammed by the outbreak as
stores closed down self-serve areas including salad bars, sandwich counters
& custom deli meat slicing. But recently, there are signs that the novelty of
the from-scratch pandemic cooking hobby is wearing off, with stores
reporting more sales of ready-to-cook and ready-to-heat items. Included in
this are meat items such as pre-packaged sliced deli meats and staples like
hot dogs. In addition, like in meat plants, deli counters have installed
plexiglass barriers at full-service areas in recognition of social distancing
imperatives. Although American supermarkets offer an amazingly wide
range of pre-packaged deli meats, some consumers are hankering for even
more choices such as lower weight packages for single servings. The other
category of retail sales that have jumped across the board is frozen foods;
frozen meat, poultry & seafood sales the week ending July 19% were up a
strong 30% from the same week a year ago, even though a large number of
consumers have provided feedback that frozen food offerings have been
lower than before the pandemic.

TRADE

Although there is demand uncertainty in the U.S. as indicated above, new U.S.
beef export sales for the week July 17-23rd reached a high for the year, with
the largest purchases reported in over a year by #1 and #2 markets Japan
and Korea. Analysts expect Asia demand and purchases could put a floor on
U.S. beef prices especially as Australia’s slaughter numbers contract in the 2nd
half of the year. Australian cattle slaughter this year is estimated to drop to 7
million head, down 17% compared to 2019 levels. Weekly U.S. beef exports
through the 1st 3 weeks of July have also rebounded to Mexico, Taiwan,
Hong Kong, and China. Although China remains a small market for U.S. beef,
accounting for less than 2% of total exports, weekly data shows that
shipments through the end of July are up 99% from the pace of a year ago.
Total U.S. beef exports worldwide so far this year - as measured by weekly
USDA data for muscle cuts only - are even with that of a year ago, with a drop
in shipments to #3 market Mexico being offset by the surprisingly robust
Asian sales. The US dollar strengthened in April and May but has fallen back
against a wide basket of currencies in recent weeks, a trend that will help U.S.
export competitiveness. The value of Mexico’s peso has been hit by CoVID,
affecting import demand for both U.S. beef and pork.
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