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SUPPLY & DEMAND

After 11 weeks of consecutive week-on-week increases, the USDA CHOICE cutout
closed even last Friday with that of the previous week. Last Friday’s cutout close
was 52% above the level of mid-June 2019. The USDA SELECT grade cutout value
dropped 1% from its record level, causing the value spread between the CHOICE
and SELECT average to reach a historical U.S. $30.56/cwt last Friday. Retail and
foodservice demand is exceptional as the U.S. continues to relax social distancing
restrictions; California eliminated remaining restrictions on a wide range of
businesses effective yesterday June 15. Domestic purchasing across all proteins is
described as very robust. In the beef category, middle meats are driving a large part
of the surge in overall wholesale prices, but other cuts such as briskets, short plates
and short ribs, in addition to grinding meat, are all trading at record or near record
levels. Moving forward, many analysts believe that the seasonal slowdown in beef
demand in July will push values lower, and the CHOICE cutout did fall slightly the
1% 2 days of this week. Last week’s 665,000 head harvest was encouraging to those
that blame limitations in current industry processing capacity for high beef prices
and steady live fed cattle values (see MOVING AHEAD next column). Year-to-
date slaughter levels are still 1% below those of pre-pandemic 2019, and harvest
weights are also below year-ago levels. But the USDA is still forecasting record
2021 beef production of 12.66 million tons (+2.7% YOY) and despite expected
slowdowns in the cattle harvest and beef output later this year (see graph below).
Beef exports are also propping up prices; total overseas shipments of beef muscle
cuts through early June were +15% from the pace of 2020 and 20% higher than pre-
CoVID 2019. In recent weeks, MEF has heard of more concern about record high
U.S. prices from foreign buyers.
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Beef Choice Beef Cutout Value: 15/6/2021 - US$334.43 /cwt. (-1% from
7/6/2021)

The pork cutout again moved higher last week, closing at a 32% premium to
the pre-pandemic mid-June 2019 value. A double-digit appreciation in spot
butt prices helped drive last week’s increase. The cutout value is now
approaching the record high set in July 2014 of U.S. $134/cwt. after
experiencing a 25% lift since early April. Wholesale pork prices are receiving
support from domestic retail and foodservice demand, seasonally lower
slaughter, and low cold storage stocks. Exports have been supporting values as
well, although shipments during the week ending June 314 were the lowest so
far this year. The export news, and a new emergency government
announcement out of China to arrest crashing hog prices (see TRADE next
column), caused the CME July lean hog futures contract value to fall yesterday
(Monday June 14) after drops in the previous 4 sessions. That comes after the
contract hit the second-highest level since trading began a half century ago
early last week. Looking forward, the USDA has slightly reduced its 2021
production forecast as it now sees higher expected slaughter being offset by
lighter carcass weights. This year’s pork production is estimated to drop 0.4%
from the 2020 record to total 12.79 million mt. During the second half of 2021,
pork production is expected to be down 2.3% from 2020. After dropping next
year, USDA now predicts 2022 pork production will be record large at 12.95
million mt, up 1.3% over this year’s output.

USDA expects 2021 U.S. pork production to hold roughly steady following six

years of record production
Production increased 24% from 2014 to 2020
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MOVING AHEAD

USDA is committing $4 billion in investments to strengthen the U.S. food
system and supply chains. The initiative is part of the White House’s Build
Back Better multi-pronged strategy to secure supply chains of critical
products including semiconductors, pharmaceuticals, industrial batteries
and other key commodities and inputs to manufacturing. The President is
also establishing a supply-chain disruptions task force to address
bottlenecks that arose during CoVID and now, the rapidly rebounding
economy. The U.S. Secretaries of Commerce, Transportation and
Agriculture will lead the team. USDA’s Build Back Better efforts seek to
improve fairness and competitiveness in agricultural markets, while
providing ongoing support for producers and workers, creating greater
resilience in U.S. food supply chains and improve access by by America’s
needy to nutritious food. Funding will include a mix of grants, loans, and
other “innovative” financing mechanisms to address obstacles that exist in
four major work areas; 1) food production, 2) food processing, 3) food
distribution and aggregation, and 4) the functioning of markets and
availability to all of nutritious food. As relates to livestock and meat, USDA
said that it will “seek to increase transparency and competition with
attention to how certain types of conduct in the livestock markets and the
meat processing sector have resulted in thinly-traded markets.” USDA also
says that it will seek ways to address what it sees as a shortage of small
meat processing facilities and the regional food system infrastructure
needed to support them. CoVID disrupted meat processing operations last
year but the market impact on meat supplies was relatively short lived.
That said, even very small meat processing facilities were fully booked last
year as large supplies of market-ready livestock looked for processing
space. It is not clear how Build Back Better funds will be utilized to expand
U.S. meat processing capacity, but there are already private investments
underway that should see beef harvest capacity increase by 4K head per
day over the next 2 years. JBS USA has just announced it will spend $130
million to increase annual processing capacity by 300,000 head at 2 of its
Nebraska beef plants, and a new 500-head-per-day facility is being built by
AB Foods in Idaho. In the meantime, labor tightness is holding recent daily
cattle harvest levels at about the 120K head-per-day level, below the
estimated daily capacity of 127K (for the 30 largest packers). Last week’s
Build Back Better announcement came on the heels of a June 4t USDA
announcement that it was allocating U.S. $500 million to purchase
domestically produced food for the Emergency Food Assistance Program.
Another $500 million will be used to assist small and disadvantaged U.S.
farmers and build storage capacity for local food banks.

TRADE

There was broad media attention last week on rising commodity prices in
China and a surging producer price index. Referencing high pork prices,
China’s central economic planning agency late last month warned that it
would crack down on commodity speculation, hoarding & false market
information. But just as these reports are starting to hit the financial press,
Chinese pork prices continue to nosedive, prompting the National
Development and Reform Commission (NDRC) to announce last week
that it could start buying pork - ostensibly domestic - for reserve
stockpiling and to set a floor on prices if the ratio of live hog to grain prices
fell below a certain threshold. For much of last year and until early March
this year, China sold reserves, mostly imported product. During 2020 and
through March 10 of this year, China sold 880,000 tons of frozen pork to
help temper prices. Counterintuitively, as its hog herd appears to be re-
populating, China’s corn futures prices have also dropped recently, likely
due to a large influx of imports. While domestic pork prices have dropped
over 50% since the beginning of the year, imported pork prices, at least
through April, remained steady (see GRAPH below). Analysts believe
China’s pork imports, especially of muscle cuts, will fall in the coming
months.
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USDA expects beef production to tighten during the second
half of 2021 compared to 2020
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USDA expects 2021 U.S. pork production to hold roughly steady following six

years of record production
Production increased 24% from 2014 to 2020
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