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Source BEA, Urner Barry Consulting.
The question going forward is whether the
economy has already started to feel the negative effects
of the pandemic and to what extent. For example, how
much of government spending through the CARES act,
and the potential of the HEROES act has or will buffer the
negative effects of the pandemic? Which sectors are likely
to recover more rapidly than others once things return to
some sort of normal? i.e. tourism, wholesale distributors.
From this perspective, we can further analyze how this

relates to the food industry. For instance, taking the
foodservice sector as a proxy relative to disposable income,
we noticed how these two become much more highly
correlated during recessions. However, in 2020, though
restaurant sales remain suppressed, income levels remain
relatively high. What will the impact of a second stimulus
be? What happens after that cash injection dissipates? Is
inflation just around the corner or is it already happening?
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Therefore, it is important to acknowledge
that if economic hardship is possibly on
the horizon for many more unemployed
Americans, existing animal protein eating
habits will very likely change and so

will pricing dynamics at the wholesale
level. As such, competitive animal protein
prices to the consumer will likely play

an important role in the recovery of the
current recession.

One of our initial assessments back in
May 2020 was the inevitability of high
wholesale price volatility. The industry and
our group of analysts naturally saw this
coming due to the immediate shutdown
of the entire foodservice sector, an
inelastic demand at grocery stores, and
supply imbalances due to processing
plant closures both domestically and
abroad, among other reasons. When
prices came crashing down as soon as
the immediate effects of the lockdown
were over historical price volatility eased
considerably; supplies balanced out as
demand stabilized. Out of the main items,
only salmon remains above historical
volatility levels. All other items, particularly
protein staples like eggs, chicken, ground
beef, and many pork items, are back at
normal levels of historical volatility.

Analyzing each sector’s dependence

on foodservice, we can see why some
seafood items would be relatively more
exposed to any potential contraction in this
sector, relative to other proteins. Prices of
such “other proteins” like chicken, eggs,
and beef, have largely returned to some
sort of historical seasonal pattern.
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Figure 3. Avg. Retail Feature Ad Price per Ib. and dozen for Animal Proteins. Seafood is further broken down
in the Seafood section
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Figure 4. Historical wholesale market price volatility using Urner Barry quotations.
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Source: Nielsen, IRI, United Egg Producers, USDA, Urner Barry Consulting
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Figure 5. Urner Barry Consulting volume estimate of the Foodservice vs. Retail Share using data
from Nielsen, IRI, USDA; data from United Egg Producers is taken as is from unitedegg.com.
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O EGG MARKET

Production in Q2 decreased considerably (-5.3%) from the previous year, but overall volumes were comparable to those
seen during Q2 2018. After analyzing the egg market over the last seven years, a 5% decrease in production would have
caused prices to spike, everything else equal. However, when looking at the Midwest Large White Shell Egg quotation, we
saw prices falling to levels below those seen during Q2 2018 by about 5%; all this if we take into account the first week

of April 2020, which was an anomaly. Yet, if we remove the short-lived price anomaly caused by the lockdown as well as
seasonal Easter demand, average prices during Q2 declined by about 18%. Similarly, average prices in 2020 appear to be
behaving more like in 2018 and 2017, along with similar production levels.
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Figure 7. Average prices for Mid-West Large plotted linearly. Source: Urner Barry.

On that note, and reviewing our previous -
Shell Egg Prices, Shell Egg Inventory, and Cases Broken

analysis, we noticed that once prices stabilized Source. USDA, Drser Barry
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all this makes sense—the fact that cases broken 10
increased once outdoor dining expanded and
some states re-opened indoor dining—prices
remained relatively steady, albeit comparatively
low to the last three years. Currently, the market
appears to have lost steam after a short-lived
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the second week of October—supported by
post-summer retail purchasing. We suspect Figure 8. Shell Egg Inventory, number of Cases Broken, and UB Egg Price Index,

. ) i . indexed as a precent change. Source: USDA, Urner Barry.
that the increase in shell egg inventories

and a potential decrease in cases broken as
we approach winter will place some tamed
immediate downward pricing pressure in the
upcoming weeks.

Egg Market continued next page
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Egg Market continued from previous page

Nonetheless, eggs will continue to hold an advantage over all other proteins due to their large reliance on retail (grocery)
sales. After the initial rush of buying, we slowly saw prices and retail feature ads return to historical averages. Yet, as

we head into the winter, the overall retail sector is likely to strengthen and hence provide support to egg prices at the
wholesale level.
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Finally, eggs are one of the lower-priced animal proteins,
and if economic hardships of the pandemic arrive in the
next few months, eggs are likely to benefit from consumers
trading down to lower-priced alternatives. As such, our view
is that egg prices will be supported for the next six months.

=—@—Price

Shell Egg Prices, MW White Large

=@ Forecast
Source: Urner Barry Consulting

$1.60
$1.50
$1.40
$1.30
$1.20
$1.10

$1.00
$0.90
$0.80

$0.70

$/dzn.

$0.60
Jul'20 Aug'20 Sep'20 Oct'20 Nov'20 Dec'20 Jan'21 Feb'21 Mar'21 Apr'21

Figure 10. Shell Egg Midwest White Large UB quotation plus Urner Barry
Consulting forecast.

Figure 9. Shell Egg Retail Feature Ads (Buying Opportunities = Retail ad x (times) the
number of stores) and Shell Egg Retail Feature Average Price.

Source: Urner Barry Consulting.

p CHICKEN MARKET

On the chicken side, it must be prefaced
that the industry had been expanding
continuously over the last five years.

In 2020, the market was already under
downward pricing pressure prior and
unrelated to the pandemic. Chicken
weights continue their week-after-
week record highs. This situation has
translated into more ready-to-cook
chicken (RTC) despite a decrease in the
number of young chickens slaughtered
compared to 2019.

Jan'20

Source: USDA, Urner Barry Consulting
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Figure 11. Chicken Wholesale prices using UB price Index vs. ready-to-Cook Chicken. Source: Urner Barry, USDA.

Chicken Market continued next page
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Chicken Market continued from previous page

In very simplistic terms, birds continue . . .
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year in the pOSt_ShOCk months throth Figure 12. Y-0-Y Change in Slaughter, Eggs Set, Chicks Placed. Source: USDA, Urner Barry Consulting.
October 2020.

Furthermore, export business (particularly to Mexico) has been shaky at best. This is quite important as this country
purchases a significant amount of leg quarters and thighs. Unfavorable exchange rates are one of the many reasons. As
a result, both sellers and buyers in the U.S. appear to have had—and probably still have—plenty of incentives to run retail
features for leg quarters; on one side, sellers need to move this extra volume and offer relatively low prices, and retailers
will run promotions and improve margins on low purchasing prices.
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Figure 13. Linear view of retail feature activity and price for Chicken Leg Quarters.
Source: Urner Barry Consulting.
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@\) RED MEAT Wholesale Prices
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the market is the continued presence

Figure 14. Linear view of wholesale prices using pork and beef cutout indexes. Source: Urner Barry.

of African Swine Fever (ASF). Like the
pandemic, the effects of ASF should be

assessed as a shock to the market. The rally observed over the past eight weeks, which intensified in September, also
comes as a disruptor out of historical seasonal patterns; China and South Korea placed a temporary ban on German pork,
and some of that demand shifted towards American pork. This comes in as a positive demand shock, possibly a welcoming
occurrence by pork processors to offset a contracted U.S. foodservice sector.
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Figure 15. Cyclical view of Hog Prices, Carcass Base. Source: USDA,
Urner Barry Consulting
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Figure 16. Cyclical view of Live Hog Weights. Source: USDA, Urner Barry Consulting.
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Figure 17. Cyclical view of Live Cattle Prices. Source: Cattle-Fax, Urner Barry Consulting.

Though both cattle and hog weights remain above last
year, it appears that the production backlog caused by the
slaughter reduction in April will take months to fully correct.

Red Meat Market continued next page
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Red Meat Market continued from previous page

In terms of retail, ground beef saw quite a strong
demand during the summer, possibly as people
grilled more than in years’ past. Average retail
feature prices for ground beef remained strong—
at a record high since this series began in 2012. In
a similar fashion to chicken breasts and eggs, retail
promotions for 80% lean ground beef (which we
will use as a bellwether item) have not returned to
previous levels as retail sales remain strong, but
are now near the 5-year average and comprise a
historical high number of features relative to all fresh
ground beef. Average retail ad prices have been
below the 5-year average for the past eight weeks.

For pork, the retail story is not that different. Retail
sales also remain strong, with some seasonal
patterns for both price and feature activity returning
to normal. Nevertheless, there are items that have
not returned to normal seasonal patterns such as
bacon, where demand remains strong.

On the beef side, demand remains strong, despite
the pandemic and an ongoing recession. Therefore,
we raise the question of whether we have already
felt the negative effects of the pandemic as demand
for high-priced items does not appear to have
weakened much, if any.

The pork market overview is less clear due to

the on-and-off effects of ASF in addition to other
ongoing issues, such as trade tensions between
the U.S. and China, lower exports to Mexico, labor
shortages at packing plants—some deboning
processes are highly manual—among others. Then
again, prices for pork are comparatively competitive
to beef and other higher-priced proteins like

some seafood items, and despite the pandemic,
demand for both lower and higher-priced pork
remains strong.

Repeating the same premise, if the American
consumer is likely going to be cash-strapped in the
upcoming months—as a result from the potential
negative effects of the pandemic on the economy—
pork might not be as exposed as other higher-priced
proteins, like beef or certain seafood items.
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Figure 19. Cyclical view of Live Cattle Weights. Source: USDA, Urner Barry Consulting.
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Figure 20. Cyclical view of Retail Ad Features and Average Retail Feature Price.
Source: Urner Barry Consulting.
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> SEAFOOD MARKET

We are still holding to the previous thought
that seafood cannot be fairly analyzed as

a monolith. Each species’ dependence on
foodservice sales, as well as regional and
seasonal consumption, varies notably—

Retail Share

m Retail

mFoodservice // Hotel and Inst

resulting in different positions for different 72.5% 75.6% 69.6%
seafood species.
Shrimp, for instance, appears to be
weathering the storm despite its heav
9 ,p 4 27.5% 24.4% 30.4% 26.1%

dependence on foodservice thus far.
Taking the Urner Barry’s White Farmed . A

9 'y catfish lobster salmon shrimp tilapia
Headless Shell-on Price Index as a proxy,
Shrlmp has remained relatlvely Steady’ Figure 21. Urner Barry Consulting estimate of each seafood species’ volume sales by sector. Source: IR, U.S.

albeit oscillating at the lowest level since
May 2010. Now, taking the value-added

Census Bureau, National Marine Fisheries Service, and Urner Barry Consulting.

index, which covers cooked and peeled
shrimp that are destined for both retail and
foodservice, the market has remained flat

Source:

UB Value Added Index vs Value Added Import $/1b. wtd

U.S. Census Bureau, Urner Barry Consulting Cooked + Peeled

e JB Value Added Index
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from the second half of 2019 until now. $9.00 120
$8.00

From a supply standpoint, shrimp imports, $7.00 100
which comprise about 80% of the net $6.00 80
supply, increased about 6.4% through $5.00 4
August when compared to the same time $4.00 g
a year ago. At first glance, this is quite $3.00 | s 4
puzzling as increasing volumes amid a $2.00

. . . 20
pandemic in which foodservice demand $1.00
has considerably contracted, does $0.00 o
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not make sense, unless that volume is
ta rgeted fOI’ retail. Figure 22. Linear imports of value-added shrimp (cooked and peeled); import price per pound vs. UB value-

added index (cooked and peeled) price per pound. Source: U.S. Census Bureau, Urner Barry Consulting.

But, when we break it down by type, we can

see that imports of cooked shrimp through

August rose by 27% from a year ago, which translates
into 30 more million pounds; we suspect this trend
will continue. Conversely, peeled shrimp imports, are
down 5.5% through August, which translates into a 24
million pound reduction.

Shell-on imports, which include head-on shrimp as
well as easy-peel, are up 15% through August, which
translates into 48 more million pounds compared

to a year ago. This is where the shrimp market is
experiencing significant downward pressure on
pricing. Yet, much of the trend in extra volumes
coming in precedes the pandemic, largely caused
by trade tensions between China and Ecuador; here
we can assume that unsold or stranded product
destined for the Chinese market, would end up in
the U.S. market at a discount. During the pandemic,

U.S. Shrimp Imports
Warmwater, Cooked, Total
Year-to-date through (Aug)
Source: Customs, Urner Barry @
Ke)
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108.5
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Figure 23. Year-to-date U.S. imports of cooked shrimp. Source: U.S. Census Bureau,
Urner Barry Consulting.

Seafood Market continued next page
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Seafood Market continued from previous page

this situation just got exacerbated with even more volume
from Ecuador entering the U.S. at the lowest price seen
since April 2010. As a result, the shell-on market remains
under downward pressure possibly through the winter.

U.S. Shrimp Imports
Total Ecuador Million Ibs.
Linear Monthly
Source: Customs, Urner Barry *USD$/Ib.
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Figure 24. Linear shrimp imports from Ecuador in pounds and import price per pound.
Source: U.S. Census Bureau, Urner Barry Consulting.

So, while there is more shrimp in the market, a large portion
of this increase has been destined for the retail sector,
which has been capable of absorbing such a surge. And
while retail promotions declined during the initial stages

of the pandemic, feature activity has returned to previous
averages. Average retail ad price has remained steady just
under the 5-year average.

Salmon, the second most consumed seafood species in the
U.S., has been nothing but volatile. Different from shrimp,

a much larger percentage of salmon is sold as fresh whole
fish or fillets either trucked from Canada or the U.S. West
Coast, or flown from Chile, Norway, the Faroe Islands, and
Scotland. With a large portion of fresh salmon being shipped
on passenger airline flights, sellers had to switch from
regular passenger flights to cargo shipments as commercial
air travel severely contracted during the pandemic. In
addition, shipments from the largest supplier, Chile, continue
to grow amidst a severely contracted foodservice sector.
Like shrimp, prices have not collapsed either, but they have
been highly volatile bouncing off several times on the lower
end of their 14-year historical support levels.
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Figure 25. Cyclical view of cooked shrimp retail feature activity and average retail
feature price. Source: Urner Barry Consulting.
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Source: Urner Barry
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Figure 26. Linear Urner Barry Quotation of Chilean Salmon 2-3lb. trim-D Fillet.
Source: Urner Barry Consulting.

Seafood Market continued next page
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Seafood Market continued from previous page

Retail feature activity for Atlantic Salmon was already sitting
at an all-time high prior to the pandemic, possibly due to
salmon being a good seller at grocery stores. Prior to the
pandemic, salmon fillet wholesale prices had been sitting
comfortably between $4.25 and $5.50, while average retail
feature pricing had been sitting at about $7.50 over the last
three years. This year, however, average retail price is at its
lowest level hovering around $6.60 through the 3rd week
of October.

Retail Feature Activity
Seafood - Atlantic Salmon Bnls Fillet
Source: Urner Barry Consulting
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Lobster I s23.53
All Crab (King, Snow, Dungeness) _ $11.46
Scallops _ $12.47
wild saimon |GGG $11.2°
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Tuna (Steaks, Portions) | NN $°.07
Haddock [N $s.01
Atlantic Saimon |G $7.47
shrimp | 744
Al Cod (Incl. Alaskan) [ $7.01
Catfish [ $5.69
Clams Oysters and Mussels _ $4.96
swai [ $3.87
Tilapia [ $4.6°
Poliock [ $3.82

Figure 28. Average retail feature ad price in 2020 per main seafood species.
Source: Urner Barry Consulting.

Figure 27. Atlantic Salmon Bnls Fillet retail feature activity and avg. retail feature price.
Source: Urner Barry Consulting.

Retail feature activity has been oscillating above the
3-year average since June, suggesting that salmon sellers
will continue to rely heavily on retail ads to continue
moving product.

Such situations will persist for many seafood items, possibly
intensifying somewhat going into the winter as many
restaurants will likely see a contraction in demand, go into
hibernation, or close out for good. While it appears that, to
some degree, many main seafood items have been able to
buffer the impacts throughout the summer, pricing to the
consumer will play a more important role than in normal
times in order to avoid drastic protein substitution effects.

As long as the savings of already low wholesale prices are
passed on to the consumer—whether it is through retail
ads, or attractive menu pricing at restaurants that can keep
decent traffic during the winter, or even through delivery
meal kits—many seafood items might be able offset some
of the negative impacts of a constrained foodservice sector.
On a price point level, as well as the amount of retail feature
activity, this is where seafood sits relative to other proteins.
See Figure 5 on page 2.

Retail Promotions, SEAFOOD
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Figure 29. Share of retail feature activity in 2020 per main seafood species.
Source: Urner Barry Consulting.
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@ CONCLUSION _ , .
Advance Retail Sales: Food Services and Drinking Places SA
It is likely that the resilience seen by 0000 e mer Bany
many operators during the summer
through outdoor dining transitions as

well as growth in food delivery and other
innovations will continue during the winter.

However, this resilience will very likely
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increase during the winter in addition to
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the normal seasonal bump. Still, there are
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in shaping the future of the foodservice
and retail sectors other than a return to
normal indoor dining capacity; these factors

Figure 30. Advance Retail Sales: Food Services and Drinking Places, SA. It adds Urner Barry Consulting
Forecast. Source: US Census, Urner Barry Consulting.

include unemployment, particularly in the Advance Retail Sales: Grocery Stores SA
foodservice sector, as well as disposable Source: U.S. Census, Urer Barry
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income, among others.
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Figure 31. Advance Retail Sales: Grocery Store Sales, SA. It adds Urner Barry Consulting Forecast.
Source: US Census, Urner Barry Consulting.
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Source: U.S. Census, Urner Barry
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Figure 32. Employment, Sales: Grocery Store Sales, SA. It adds Urner Barry Consulting Forecast.
Source: US Census, Urner Barry Consulting.
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Urner Barry Consulting provides tailored solutions to identify growth
opportunities within the fast-paced protein commodity sectors. Combining
the expertise of our analytical team, our warehouse of proprietary and
trusted data, and unparalleled insight into market forecasting, UBC will
not only pinpoint developing global trends but assist you in knowing
exactly when and how to adopt them to maximize your return.
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