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SUPPLY & DEMAND

Last Friday, the USDA CHOICE cutout value closed lower week on week for the
1st time since March. The completion of institutional buying for the upcoming
July 4t holiday saw an easing in spot demand after torrid domestic purchasing
in April and May (see MOVING AHEAD next column). Primal values dropped
for ribs, loins and briskets, although continued robust demand by steakhouses
saw tenderloins edge upward to reach a new record. Domestic 90% beef trim
prices were also the highest since the 2014/15 records. Ground beef processors
remain active in seeking rounds and chucks as imported lean trim supplies
remain tight. Last week also saw the 2n consecutive week of large slaughter
and production, with the U.S. industry harvesting 663,000 head. Live fed spot
cattle prices firmed on expectations that there will be tighter cattle supplies
ahead but both fed and feeder cattle futures continue to seesaw due to volatile
grain markets. Reports of drought in the far west were interspersed with much
needed rain in the corn belt, causing corn futures to seesaw last week. This is
challenging to feedlot operators as they try and calculate break-evens while
keeping feeding pens full. Exacerbating this risk is the sizeable recent flows of
non-agricultural investment funds into commodities, driven in part to efforts by
investors to find inflation hedges. Observers believe current grain & livestock
volatility is due in part to computer trading magnifying what is a confusing
picture of both crop weather conditions and the overall macroeconomic
outlook.

Choice Tenderloin

+107%;
+92% from 2019

~==5-year avg
2020
——2021

Source: USDA/AMS, trimmed heavy
Beef Choice Beef Cutout Value: 21/6/2021 - US$321.20/cwt. (-4% from
15/6/2021)

The pork cutout saw a significant correction last week, sliding 8% from the
close of the previous Friday. Still, wholesale pork prices are up 90% from last
year and up 32% from the mid-June 2019 levels. Spot hams and bellies saw
double digit falls, with the belly primal falling nearly 25% on June 15t%. Heavy
bone-in ham values were down 17% from the previous week’s close to hit their
lowest values since March. Butts remain at record levels, evidence that
backyard BBQ hobbyists are snapping them up for the upcoming July 4t
holidays, and rib prices, which sagged last week, remain at historically high
levels. Futures markets were choppy last week and moved sharply lower
yesterday. Speculators are evaluating the Federal Reserve’s comments about
possible interest rate hikes next year, news that has helped cool all commodity
markets and drive lean hog futures lower. Analysts were also examining the
abrupt drop in Chinese pork prices, which could have major repercussions for
the international pork trade; China last year accounted for nearly half of global
imports. Reports from China last week indicated that current international
offers for items such as carcasses and hams were U.S. $500+ higher than the
value of current inventories because of the weakening market (see TRADE next
column). New net U.S. export sales to China the week ending June 10t were
negative, indicating the drop off in demand there. But total new pork bookings
were up from the most recent 4-week average with strong new sales to Mexico
and Japan. U.S. pork prices often soften after the July 4th holiday as domestic
demand and live supplies seasonally build.
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MOVING AHEAD

Coverage in U.S. business media about China’s falling hog & other
commodity prices was widespread last week. The Fed’s announcement of a
possible tightening also drove some commodities lower. On the meat side,
prices in the U.S. though softening last week, remain high and more
evidence has surfaced about how domestic demand has been the major
driver rather than exports. To be sure, U.S. exports are still strong with
total overseas shipments through June 10 +18% for beef and -2% for pork,
the latter still high considering last year’s record shipments. But beef and
pork exports only accounted for 12% and 27% of U.S. beef and pork
production respectively for the 1st 4 months of the year, and China demand
is a much smaller portion of that (see TRADE below). Rather, it has been
domestic demand that has propelled some meat prices to record levels.
Analysts assumed that the re-opening of restaurants would cannibalize
retail food sales, but so far that has not been the case. Total U.S. foodservice
receipts in May reached an all-time record monthly high due to both a quick
return in traffic and menu inflation. The record performance has surprised
observers since according to some estimates, CoVID forced 66,000 U.S.
restaurants to close, or nearly 9% of the national total. To be sure, many
restaurants that rode out the pandemic did so by increasing delivery
services and by expanding physical capacity due to a relaxation of outdoor
dining rules. And restaurant performance - ranging from fast food outlets
to steakhouses - over the last 12 weeks has been outstanding. Although the
growth curve in restaurant traffic has leveled off in recent weeks, average
check sizes remain record large for many operators. On the retail side,
April and May 2021 grocery stores sales nationwide surprisingly were
nearly as large as last year’s levels during the peak CoVID shutdown period.
Food inflation, including that of meat, accounts for some of the robustness,
but supermarkets have also increased offerings of ready-to-eat/heat
offerings which have helped sales. Although retail sales of all types fell
month-on-month in May, combined U.S. grocery store and restaurant sales
reached a record $133.3 billion, nearly 6% higher than the previous one-
month record set in January 2020. U.S. consumer prices reached their
highest level in 13 years last month, jumping 5% from May 2020. Meat
products and baked goods led the surge in food prices, according to U.S.
Department of Labor statistics.

TRADE

Will the steep drop in China’s pork prices result in a subsequent drop in
pork imports and global pork price adjustments? It is too early to say and
May global hog prices do not reflect the precipitous downturn in China
values. Nor would currently available trade numbers, which are now 2
months old. There are many factors at work in world pork supply &
demand beyond China’s market correction, including economic re-openings
in the U.S. and Europe, and the continued demand support that various
CoVID relief & stimulus packages are providing. Last week’s sharp fall-off in
the U.S. cutout was driven by a correction in belly values, not a decline in
China demand; moreover, the U.S. is not a major belly exporter. The U.S.
pork demand portfolio is less dependent on China as a market than other
suppliers (see graph below). Although only 14% of EU pork production is
exported to China, the market constitutes 57% of the EU’s total pork export
portfolio (Jan-April 2021), far less than the 29% for the U.S. Year-to-date,
the EU accounts for roughly 64% of China’s total pork imports, suggesting
that any major fall in imports is going to hit European exporters harder.
Stellar U.S. domestic demand drove U.S. pork carcass prices above those of
the EU in February, where they have remained at a premium ever since. EU
prices have also risen since the beginning of the year, but on a less steep
curve. In early June, EU price growth started to moderate, but whether that
reflects the China slowdown or other factors is still unclear. But if China’s
pork imports swoon, there will be hundreds of thousands of tons of EU pork
searching for homes in other markets; the EU exported 2.29 million tons of
pork muscle cuts to China last year.
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