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SUPPLY & DEMAND

The USDA CHOICE cutout finished higher again last week as exuberant demand
saw buyers willing to pay higher prices just to secure supplies. With the U.S. CDC
lifting the mask mandate for the vaccinated, analysts believe that the upcoming
Memorial Day (May 31) weekend will see a surge in grilling activity. Retail beef
prices reached a record in April (see MOVING AHEAD next column) and are set to
move higher this month given the uptick in the cutout value. Analysts remain
divided on the future near-term direction of the market. Some believe that retailers
are nearing a point where they will move away from advertising beef and focus on
other proteins. Moreover, at some point high prices cure high prices, resulting in a
drop in a willingness of consumers to pay. This may be happening internationally;
new net export orders during the 1% week of May dropped noticeably, with big
week-on-week decreases in sales to Japan, Korea, Mexico and Taiwan. On the
live cattle side, spot prices firmed slightly as packers look to harvest as many cattle
as possible as they enjoy near record margins. And the front-end supply of fed cattle
should start to taper as cattle moving to plants right now were placed into feedlots
during Q4 last year, when overall placements had moved lower from Q3, 2020. Still
cattle prices remain pressured by lower harvest activity, due in part to labor
shortages at plants. Fed cattle futures dipped at the end of last week, following a big
sell-off in grain futures driven by a favorable turnaround in U.S. crop weather. But
feeder cattle futures strengthened as last week’s rain drove corn prices lower in 3
successive trading sessions. Calf prices are showing new strength as much needed
moisture has increased interest in light cattle that have been cyclically declining.
This past week featured the first sign of a top in grain prices and the possibility that
the recent highs may have been the peak for the crop year. Despite the grain
challenges & the slower pace of harvests, USDA is still forecasting 2021 beef
production to be record large before falling 2% in 2022.

2017: 11.88 MMT, +3.8%
. 2018: 12.19 MMT, +2.6%
USDA expects 2021 beef production to reach a new record 2019: 12.32 MMT, +1.0%
2020: 12.33 MMT, +0.1%
2 ZlF 12, MMT, +2.
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Beef Choice Beef Cutout Value: 17/5/2021 - US$319.62/cwt. (+3% from
10/5/2021)

Last week saw the pork cutout move to within 1% of its all-time high set last
May during the CoVID related supply disruptions. The cutout is now
approximately up 32% from the same week in 2019. Bone-in and boneless butt
values have been moving seasonally higher, and last Friday’s boneless
specification close of $1.79/lb. was the highest since 2014. Trimmed rib
products such as St. Louis ribs also hit new record levels last week. Bone in
ham values have dropped nearly 17% in the last 2 weeks but boneless hams
last week moved in the opposite direction, reaching their highest values since
January. Like for beef, harvest levels remain well below what the industry
could reach if it weren’t for labor shortages. The industry processed 2.395
million head last week, well below its estimated capacity. After trading at
contract highs the previous week, lean hog futures had moved lower by last
Friday’s close, in part due to the broad commodity sell-off of last Thursday but
also due to growing concern that high prices are starting to pinch foreign
buying interest. Big drops in new weekly sales to China, Japan and Korea
were reported for the 1st week of May. The drop in corn prices is also
intuitively bearish to pork, as lower input prices would be supportive to
roduction sentiment.
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Hog Carcass Cutout Value: 17/5/2021- US$116.57/cwt. (+3% from
10/5/2021

ACTIVITIES:
SIAL, Shanghai: May 18-20, 2021 (TODAY!)
Restaurant and Bar/HOFEX, Hongkong: September 7-9, 2021

MARKET MAKERS

In a novel arrangement, a select group of livestock producers known as the
Producer Partnership is building the nation’s 1st non-profit slaughter
facility in Montana. The facility, to be constructed using a prefab design
from Friesla, will harvest culled animals, the meat of which will be donated
to local food banks.

MOVING AHEAD

Financial markets were shocked last week when the U.S.’s April inflation
rate was announced at 4.2%, the fastest growth since 2008. Food prices
rose 0.4% in April as both groceries and restaurant prices firmed. However,
food price growth is running at 2.4% annually, below the total inflation rate.
But analysts expect consumers’ food bills to rise further due to large
increases in grain prices and increases in other input costs including labor,
gas, and even cardboard, wood and other food packaging costs. China’s
growing grain and meat imports are also adding upward pressure to prices.
What is the latest data telling us about changes in meat prices? First, USDA
April meat price data show that retail beef & pork prices - averaged across
all cuts - of $6.76/lb (+4.2% from March) and $6.48/lb. (+3.8%)
respectively were record high outside the short spike in prices last spring
due to CoVID supply chain disruptions. Big data analytics company IRI
recently released their own retail meat price indices comparing average
pre-CoVID 2019 prices and April 2021 figures. IRI also published meat
department sales gains over the period. The table summarizing some of
those results below provides further evidence of the strong meat demand
that persisted throughout the pandemic and until today. Changes in
wholesale prices for the beef and pork, as represented by USDA cutout
values shown in blue, indicate that retail and wholesale prices have roughly
increased by the same level since 2019. The comparisons below represent
end points of a 2-year long time frame, and don’t show valleys and peaks in
the interim period. The continued upward movement in wholesale beef and
pork prices in the last 2 weeks will likely mean retail - and restaurant -
prices will move higher as well. That said, some analysts are forecasting
lower staple food sales at supermarkets as Americans head to restaurants
and the outdoors, but overall demand remains strong across all types of
establishments.

% sales revenue gains;
2019 April 2021 |% change April 2019 to 2021
All meat department (S per pound) $3.53 $3.94 %
Fresh beef (all cuts) $4.88 $5.57
Fresh pork $2.66 $2.94
Fresh chicken $2.33 $2.57
All processed meats $3.96 $4.01
Fresh lamb $7.79 $8.23
USDA CHOICE CUTOUT
(April 27, 2019 - April 26, 2021) $2.47 $2.85 +15.4% N/A
U.S. Pork Cutout
(April 27, 2019 - April 26, 2021) $94.05 $1.09 +15.9% N/A
Source: IRI & USDA AMS
TRADE

Last week we reported that March 2021 U.S. beef and pork export volumes
hit monthly records. China’s beef market continues to grow, with Jan-March
imports up +20% (+ 106 thousand tons), but the performance of other large
Asian import markets is mixed. Japan’s Q1 total beef imports have dropped
8% due to both shortages of Australian product and tight supplies - and
expensive prices - of U.S. beef short plate, the #1 U.S. beef export item to
that market. Korea'’s Jan-March beef imports were up slightly with reports
that buying has intensified since traders concluded that beef availability
could even be more constrained in H2 than H1 2021. Beef imports into
Hong Kong rose, with a surge in reported shipments of Indian product
offsetting lower trade from all other major supplies including Brazil, the
U.S., Australia and Argentina. Most Indian beef shipped to HK is believed to
be transshipped to 31 country markets. Finally, the pace of Taiwan beef
imports slowed during Q1 2021 for similar reasons as Japan; buyers were
hesitant to cover beef needs under far higher prices.

Q1 total beef imports by top Asian markets
("000 metric tons)
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" 2018: 12.19 MMT, +2.6%
USDA expects 2021 beef production to reach a new record 2019: 12.32 MMT, +1.0%
2020: 12.33 MMT, +0.1%
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Weekly Pork Cutout Values US$/pound
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% sales revenue gains;

2019 April 2021 | % change| April 2019 to 2021
All meat department ($ per pound) $3.53 $3.94 +11.6% +15.4%
Fresh beef (all cuts) $4.88 $5.57 +14.1% +21.4%
Fresh pork $2.66 $2.94 +10.5% +13.0%
Fresh chicken $2.33 $2.57 +10.3% +11.7%
All processed meats $3.96 $4.01 +1.2% +11.9%
Fresh lamb $7.79 $8.23 +5.3% +16.0%
USDA CHOICE CUTOUT
(April 27, 2019 - April 26, 2021) $2.47 $2.85 +15.4% N/A
U.S. Pork Cutout
(April 27, 2019 - April 26, 2021) $94.05 $1.09 +15.9% N/A
Source: IRI & USDA AMS
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