\-S'ME"I),

(e

=
R

o :
RT pppet?®

U.S. Meat Bulletin

March 23, 2021 Volume XIII | Issue 3.4

ayear ago.

5,400
5,200
5,000
4,800
4,600
4,400
4,200
4,000
3,800
3,600
3,400
3,200
3,000
2,800

Thousand Head

Jan

15/3/2021)

SUPPLY & DEMAND

the previous 5-year average.

Feb

Apr  May Jun  Jul  Aug Sep Oct

After softening about 5% from the high of $2.40/1b. reached in mid-February,
the USDA CHOICE beef cutout closed last Friday steady with the previous week,
and near the level of the most recent 5-year average value for this time of year.
There is a tug of war between bullish & bearish factors. USDA’s Cattle on Feed
report of last Friday was generally seen as neutral to the market, but showed -
as expected - that the March 1 inventory of cattle that had been on feed for
over 120 days was 4.8 million head, up 7.2% from last year and up 12.5% from
This suggests that at least in the near term,
supplies of slaughter ready cattle will be large. Although USDA estimated that
placements of cattle into feedlots during February were down 1.9% year on
year due to storms & freezing conditions, some analysts thought that number
was too high given that many feeder cattle auction markets were closed nearly
for a full work week during the middle of the month. But almost all agree that
March placements will be large. The plentiful supply of slaughter-ready cattle
has been pressuring cattle prices (which have been hovering around $114/cwt
for the last seven weeks), but most analysts see tighter cattle supplies during
H2 of the year given low placements during Q4, 2020. Another bullish factor
are declining average cattle slaughter weights. Still, cattle futures fell at the end
of last week, perhaps on the negative media coverage of the U.S.-China talks.
China has emerged to become the #3 export destination for U.S. beef so far this
year. And during the week ending March 11, USDA reported new U.S. beef sales
to China of 5,300 tons, the 2nd largest weekly total for China ever. A final factor
that is giving some bearish pressure to cattle prices, but supporting beef prices,
is the slower pace of slaughter this year; maintenance activity at some plants
has in part caused year to date U.S. cattle slaughter to fall 3.3% from the pace of
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Beef Choice Beef Cutout Value: 22/3/2021 - US$230.95/cwt. (+3% from

Last Friday the pork cutout again closed higher week-on-week, extending an
unprecedented contra-seasonal climb (see graph below). The U.S. $1.00+/1b.
close was the 15t time since the summer of 2017 the cutout breached the 1-
dollar-per-pound level except during the CoVID disruptions of last spring.
Compared to the previous week, prices were higher for all primals: picnics
were +7%, butts +7%, loins +6%, ribs +6%, hams +5%, and bellies +5%. Price
growth for bellies and hams are driving up the overall cutout value, but
analysts can’t entirely explain why prices continue to climb higher (see
MOVING AHEAD next column). Last week’s estimated slaughter was 2.524
million head, down 2.1% from last week and down 9.8% from last year.
Overall, the nation’s harvest pace is slightly below that of last year, with recent
activity notably slower than earlier this year. There is no talk of a market hog
backlog despite hog weights running a few pounds over year-ago levels; live
hog prices increased another 4% last week after rising a similar % the week
before. Overall, investors remain bullish, with lean hog futures traded at new
contract highs again last week.
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ACTIVITIES:

SIAL, Shanghai: May 18-20, 2021
Restaurant and Bar/HOFEX, Hongkong: September 7-9, 2021

Hog Carcass Cutout Value: 22/3/2021 - US$103.26/cwt. (<+1% from

Metric tons

MARKET MAKERS

National Beef has announced it will double the daily harvest & processing
capacity of its Tama, lowa beef plant by the end of next year through a U.S.
$100 million investment. The expansion will add a 2nd production shift
and enable the Jowa Premium facility to process 2,500 head per day.

MOVING AHEAD

Analysts are scrambling to explain the recent surge in U.S. pork prices, and
it appears significant changes to both supply & demand factors are at work.
This Thursday’s quarterly USDA Hogs & Pigs report will provide more clues
about the current herd size and status, but one of the 1st reasons cited is the
slower year-to-date harvest activity. Aligning the pace of 2021 weekly U.S.
hog slaughter with the same number of equivalent full weeks of last year
show that this year’s slaughter pace is -1.2% off that of 2020. Inclement
winter weather and its impact on logistics has been cited as one reason for
the small slowdown, but there have also been reports of animal health
challenges this winter on some farms. Disease data is lacking, although if
this week’s USDA report shows a dip in the Dec-Feb pig crop and swine
inventories in the under 50-pound category, that could imply producers
have experienced herd health issues. But most analysts believe very strong
demand - esp in the U.S. - for pork & pork items are behind high prices.
COSTCO stated in a recent investment call that sales of its bacon were up
45% year-on-year. During the pandemic, retail sales of pork grew
significantly, and a $1 spend on pork at retail results in greater volume
disappearance of product than a $1 spend on pork at a restaurant. The
recent price surge could also reflect stocking behavior, both by
supermarkets that may want to hedge against even higher prices later, but
also by pandemic related restaurant re-openings. On the export side, the
most recent USDA weekly export report saw the largest overseas shipments
during the week ending March 11 since mid-January. Because weekly
slaughter numbers are running 100 - 150 thousand head below the pace of
early in the year, aggressive export activity can work to quickly tighten
supplies and push pricing higher. Still, through mid-March total pork
export volumes were still running -12% to last year’s pace, with YOY
shipments to #1 and #2 markets China and Mexico off -25% and -13%
respectively. Recently though, optimism has increased that the pace of U.S.
pork exports will accelerate, especially to China where new reports have
surfaced of a ASF second wave.

TRADE

Although analysts are now projecting China’s hog herd will recover slower
than what was forecast as recently as Q4 last year, some are puzzled about
continued aggressive large volume China purchasing of feed grains. If China
has been hit by new ASF outbreaks, that would decrease feed-grain demand
the logic goes. Last week, China purchased 3.88 million tons of U.S. corn,
and outstanding exports and sales of both corn and soybeans are running
way ahead of year-ago levels (see chart below). But is this activity strategic
buying for stockpiles or genuine demand for feed by China’s livestock
sector? There is no clear answer although domestic prices for corn,
soymeal, and compound pre-mixed feed for hogs have all softened in recent
days. Chinese analysts cite slackening demand on the hog side due to ASF-
related herd culling, while high feed costs have started to crimp the
profitability of certain livestock production models, especially those for
poultry and wean-to-finish hog operations. Last week, China’s Ministry of
Agriculture announced a new initiative to encourage livestock producers
to adjust the corn and soy content of rations downward and increase the
feeding of other grains - including rice & wheat. (There are some reports
recent U.S. wheat imports are being channeled into feed use.) Current
Chinese corn prices are near U.S. $460/ton while U.S. May corn futures
prices are trading around $218/ton so corn importing still appears
profitable. And although Chinese live hog prices have dropped roughly
20% since reaching a pre-Chinese New Year high of approximately
$5.50/kg., they remain very high relative to global prices. U.S. live hog
prices last week averaged approximately $1.52/kg., suggesting pork
imports will stay strong as well.
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