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SUPPLY & DEMAND

The USDA CHOICE cutout increased for the 11th consecutive week, reaching
historically high levels except during the brief CoVID related spike of spring 2020.
Last week’s big news was the brief shutdown of all operations of a major beef
processor, but the market impact of those shutdowns was fleeting. And although
retailers, restaurants and grinders were aggressive mid-week chasing supplies after
plants re-opened, analysts note that there is sustained demand for both spot and
forward supplies, especially as the U.S. prepares for what will be a big July 4"
holiday. Prices for grilling and smoking items such as skirts, hanging tenders and
briskets are historically high. On the live cattle side, futures prices have seesawed
over the last few weeks along with corn prices, but live fed cattle prices have stayed
steady to slightly firm and despite high processor margins driven by high wholesale
beef prices. Still, the live cattle industry is deeply concerned over the disconnect
between rising beef prices and flat live cattle prices (see MOVING AHEAD next
column). Last week’s holiday & cyberattack-shortened 538K head harvest level was
way below the 660K head-per-week pace the industry believes is needed to bring
more supply & demand equilibrium to fed cattle markets. Last week, the National
Cattlemen’s Beef Association (NCBA) sent a letter to Congress urging its leadership
to address what it sees as critical issues of competitiveness across the cattle and beef
industry. The letter asked for government assistance to expand national beef
processing capacity, broaden labor policies to strengthen the beef processing
workforce, and help to increase cattle market transparency through better cattle
market reporting. Beef processors meanwhile continue to report difficulty in finding
plant workers. Nebraska, the nation’s largest beef processing state, has an
unemployment rate of 2.8%, the lowest in the nation. In an interview several weeks
ago, senior management at the nation’s newest beef processing facility, Missouri
Prime Beef Packing Plant, said that the labor shortage was the key reason that
processing velocities had been restrained since the plant opening. Labor shortages
are also driving up the cost of other processing inputs, including packaging material
and lumber.

Beef Choice Beef Cutout Value: 7/6/2021 - US$338.60/cwt. (+3% from
24/5/2021)

Last week, the pork cutout increased by 5% from the previous week, reaching a
level 72% above a year ago, and the 24 highest value ever for this time of year.
The price rise was supported by the effects of last Monday’s Memorial Day
holiday and the cyber-attack which briefly closed down production at the 2nd
largest USA pork packer. Hams and butts led gains last week, while bellies also
rallied. Rib prices softened slightly last week, but still stand at record levels.
Although last week’s low kill was due to the holiday, weekly processing
numbers have slowly but steadily declined from the beginning of the year (see
chart below). This is also supporting futures prices, which last week set new
contract highs and are now near the record levels established in 2014. Analysts
think that further gains will depend on exports but sustained domestic
movement of items like ribs at record prices is also giving confidence to the
market. Moreover, retail buyers are now planning for a massive July 4t
weekend as coronavirus concerns further fade in the U.S. On the export side,
news was mixed last week. New net pork export sales weakened considerably
for the week ending May 27. Total orders during the week were -24% from the
previous 4-week average, with a big slip in sales to #1 market China, although
this was somewhat offset with robust new business from Mexico and
Colombia. Hog prices have fallen sharply in China and international offer
prices are now higher than wholesale prices for some items (see TRADE next
column). U.S. pork in China continues to be handicapped by a punitive 25%
duty, and the more domestic Chinese prices fall, the greater impact this
disadvantage will have.
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Hog Carcass Cutout Value: 7/6/2021- US$134.73/cwt.
24/5/2021)
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MOVING AHEAD

The confluence of high beef with low cattle prices has been a main topic of
U.S. beef industry conversations this spring. A new study by Rabobank has
concluded that the breakdown in correlation between beef and cattle values
is the result of a current imbalance between the nation’s slaughter capacity
and fed cattle supplies. With cattle numbers now cyclically abundant, the
imbalance results in lower market leverage for feedlot operators who must
accept lower prices to secure processing space for their market-ready
animals. In short, when supplies of cattle are large, feedlots are at a
disadvantage in negotiating prices. To remedy the situation, some are
calling for government regulation in the way cattle are marketed.
Specifically, there are proposals for mandating that a fixed portion of cattle
sold to packing plants be negotiated on a spot basis, which the proponents
of this proposal argue, will enhance price discovery. Over time, the % of
cattle sold through traditional spot negotiation has dropped. During the
2002-2011 decade, negotiated cash trade declined while formula
transactions increased. From 2012 to the recent period, negotiated cash
trade has not changed significantly while formula pricing held mostly
steady, but recently formula transactions have increased. Currently, 60%-
70% of cattle sold are done so by formula and another 10%-20% through
forward contracts, leading critics of the current marketplace to claim that
most pricing information is based on the thin 20%-30% of cattle traded
through spot negotiation. But Rabobank’s analysis of historical data shows
that prices of cattle - regardless of type of transaction - have moved closely
together. The four major types of transactions that must be reported by
processors to the USDA are: 1) negotiated cash (any purchase of cattle in
which the price is known at the time the deal is struck), negotiated grid
(base price is negotiated but a final net price is determined by applying
premiums and discounts based on carcass performance.), formula (base
price generally not be known at the time the transaction), or forward (cattle
purchased in advance of slaughter, where base price is determined by
reference prices quoted on the Chicago Mercantile Exchange). Rabobank
points out that more and more cattle transactions are now based on
formula and grid mechanisms which can better capture the value of the beef
that is being fabricated from each animal. Consequently, Rabobank argues
that establishing a minimum % of negotiated cash sales would further
disassociate the producer from the value of the beef that is produced from
him/her animals. In the research, Rabobank argues that a more mutually
beneficial pricing strategy would be to base live fed cattle prices on the
USDA beef cutout value, which would provide producers with a more direct
link to beef demand. Price discovery issues would be resolved as wholesale
beef prices reflect the decisions of millions of buyers, ranging from
restaurant & supermarket buyers to consumers.

TRADE

Is China’s latest ASF-driven hog cycle coming to the end, and if so, what are
the implication for pork imports? China’s hog market in recent history has
been characterized by pronounced boom & bust cycles. Last Friday, the
country’s average live hog price closed at RMB 16.9/kg, down a sharp 54%
from the winter high set on Jan 3 of this year. At the RMB 17 level, wean-to-
finish operators are losing money, while margins for farrow-to-finish
enterprises are also getting squeezed. Although some doubt remains over
the ASF situation, China’s government says the herd has rebounded to 94%
of its pre-ASF size. In the meantime, China’s total meat & poultry imports of
4.349 million tons during the 1st 5 months of 2020 surged 13% from last
year’s record pace, but the movement of imported pork at wholesale
markets has been slow recently due to falling domestic prices & increasing
domestic supplies. Some importers note that current international offers,
especially on pork carcasses and muscle cuts, are above wholesale prices, a
sign of market weakness. That said, because of rising domestic production
costs, imports will likely stay higher than during past cycles.
Live China Hog prices RMB /kg
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U.S. Hog Slaughter
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