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SUPPLY & DEMAND

Last Friday, the USDA CHOICE cutout closed down for the 2n consecutive week,
with values of both middle and end cuts softening. Historically, beef demand is
weak during March, and retailers have been hesitant to stock up in the hopes
that the larger supplies of fed cattle moving through the pipeline may translate
into even softer prices in the next week or 2. Exports to all main markets are
still running below year-ago levels. And new stimulus checks did not start
hitting consumer pocketbooks until the end of this past weekend. Finally, the
nation’s restaurants reported a dismal performance during February when
inclement weather and continued consumer CoVID related apprehension to
venture out saw major U.S. restaurant chain customer transactions decline by -
13% versus year ago, compared to a -9% decline in January. Despite these
recent negatives, optimism remains in the market as the U.S. vaccination rollout
accelerates and expectations that the 1t seasonal buying for the grilling season
is just weeks away. Live fed cattle prices have been remarkably steady for the
past 6 weeks, but the April live cattle futures contract closed firmly up last
Friday and yesterday on expectations for overall improved demand conditions
starting in the next few weeks. Moreover, the U.S. beef export picture looks
positive, with Australian exports stifled by the current low point in the cattle

cycle, and Brazil Jan-Feb overseas shipments dropping 8% year on year.

2016: 11.44 MMT, +6.4%
N 2017: 11.88 MMT, +3.8%
USDA expects 2021 beef production to reach a new record 2018: 12.19 MMT, +2.6%
2019: 12.32 MMT, +1.0%
2020est: 12.32 MIMT, +0%
2021F: 12.51 MMT, +1.6%
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Source: USDA/NASS & WASDE estimates

Beef Choice Beef Cutout Value: 15/3/2021 - US$224.77 /cwt. (-3% from
8/3/2021)

The pork cutout rose again last week, reaching the highest level since mid-
October of last year. Except for hams, the values of all primals strengthened
through last week. April, May, June and July lean hog futures prices all ended
last Friday at their contract highs. USDA’s most recent monthly supply &
demand report adjusted the 2021 U.S. pork production forecast down slightly
to 13 million tons, a volume which would still equal an 1.3% year-over-year
increase and would be the 7th consecutive year of record large production.
USDA is also predicting heavier year-over-year hog carcass weights in the first
half of the year. On the other hand, high grain prices - the result of surging
exports to China - are of growing concern to domestic producers this year.
Exports of both corn and soybeans are expected to reach record levels this year
and USDA is forecasting the average 2020/21 U.S. corn price will reach U.S.
$169/ton, 22% higher than the 2019/20 average of U.S. $138/ton. May corn
futures closed last Friday at $212/ton. After rallying since last August, corn
values have been trading in a steady range over the last few months as analysts
grasp for insights into China’s current animal disease challenges. China has
announced 6 new ASF cases in recent months, but some analysts are estimating
that up to 10-20% of China’s sow herd has been culled since the beginning of
the year due to disease problems. USDA on the other hand, in a report released
March 3, estimates China’s total swine inventories will increase 11% - or 43.5
million head - during 2021. Any herd losses would begin to hurt pig production
from May forward according to experts. And any hit to China’s pork production
would increase U.S. pork export prospects and lower those for grain & oilseed
exports and prices.

2016: +1.8% 11.31 MMT

Quarterly U.S. Pork Production Forecast
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Hog Carcass Cutout Value: 15/3/2021- US$102.44/cwt. (+8% from
8/3/2021)
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MOVING AHEAD

Recent media reports have highlighted a global rise in food prices. The
FAO’s global Food Price Index, a metric which tracks monthly changes in
the international prices of common food commodities - including grains,
oilseeds, dairy products, tropical crops, and meat - was up 26.5% in
February 2021 from a year ago. And according to Rabobank, prices of all
agricultural commodities - as measured by the Standard & Poor’s GS
Agricultural index - have jumped 50% since mid-2020. Rabobank cited 4
factors behind the sharp rise in agricultural commodity prices: 1) a La Nina
weather pattern that has affected crop harvests in North & South America
including those for wheat, soybeans, corn, cotton, and other tropical crops:
2) weakness of the U.S. dollar which causes prices of agricultural
commodities to inflate as most international trade in crops and livestock
products is dollar-based. 3) an inflow of speculative money into
agricultural commodities driven by current low interest rates and an
expectation that CoVID related stimulus packages will increase demand &
spending in the months ahead: and 4) a general increase in global food
demand. Contrary to what many analysts predicted a year ago when CoVID
began to disrupt social activity, the virus has not severely affected overall
food demand. And except for some tropical products & cotton, food
purchasing continued unabated throughout the pandemic and despite
dramatic decreases in foodservice sector activity. Stimulus spending has
also directly affected food demand. For example, in the U.S., the new $1.9
trillion relief package includes $1.15 billion to additional nutrition
assistance program subsidies (SNAP) through Q3 that will add $25 per
month of food spending by 40 million Americans. There have also been
some reports of food stockpiling amid fear over supply chain disruptions.
Although current frozen meat stocks are not high, last spring U.S. chain
store retailers rushed to stock meat following the short term - and
relatively minor - disruptions at slaughter plants last spring. So, given these
supply & demand changes, what is the current situation with meat prices?
On a global scale, global meat prices have been more stable than that of
other crops & foodstuffs; this February FAQ’s all meat & poultry price index
(2014-16 base years = 100) stood at 96, below the 100 value during pre-
pandemic 2019. Reasons for the reduction include a drop in European pork
prices due to Germany’s ban from the China market & stable to soft
poultry prices. And although foreign buyers are well aware of current
elevated U.S. pork & beef wholesale prices, U.S. beef and pork prices are not
at historical highs. In the U.S,, the all-fresh retail beef price - across all beef
items in the meat case - stood at $6.30/1b in February, up 6.2% from a year
ago. The average retail price of pork last month was $4.14/1b, up just 7.5%
from the level of a year ago. But analysts believe prices have room to move
higher. First, China’s aggressive grain purchases & adverse crop weather in
South America have driven up U.S. corn prices 40% over the past year while
soybean prices are +60%. Eventually, these livestock input price hikes
should feed through to meat. Re-openings from CoVID should stoke
demand, although U.S. retailers are reigning in their expectations as more
shoppers get vaccinated & head out to restaurants. Overall, bullish
sentiment is outpacing the bears, but the new uncertainty about the status
of China’s hog herd still makes meat & grain markets - and prices -
potentially volatile. As the #1 buyer of meat & grains, China’s influence
remains outsized.

TRADE

As highlighted by the FAO global food index, meat prices have shown more
stability than other agricultural products. Beef carcass prices of major
exporters in early March were mostly higher than year ago levels, except
those of Uruguay and the U.S. Australian cattle prices continue to be the
highest in the world among major exporters, and tight supplies have
affected exports. For the 1st 2 months of 2021, Australian exports were
down 32%, with the total volume of 116,421 tons the lowest for this time
period in recent history. Jan-Feb Australian exports to China of 37,800 tons
were off 45% YOY, while U.S. shipments of 16.2 thousand tons were up
1,600% through March 4.

Exporter beef carcass prices compared to one month ago
and last year
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2016: 11.44 MMT, +6.4%
2017: 11.88 MMT, +3.8%
2018: 12.19 MMT, +2.6%
2019: 12.32 MMT, +1.0%
2020est: 12.32 MMT, +0%
2021F: 12.51 MMT, +1.6%

USDA expects 2021 beef production to reach a new record
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Quarterly U.S. Pork Production Forecast

2016: +1.8% 11.31 MMT
2017: #2.6% 11.60 MMT
2018: +2.9% 11.94 MMT
2019: +#5.0% 12.54 MMT
2020est: +2.4% 12.84 MMT
2021F: +1.3% 13.01 MMT
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Exporter beef carcass prices compared to one month ago
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