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SUPPLY & DEMAND MARKET MAKERS

Wholesale beef values declined again last week as hot weather seasonally
weakened outdoor grilling and BBQ activity. The decline of the beef cutout
value from the mid-June high is now approximately 14% spread across all cuts.
The sharp decline in wholesale ribeye and striploin values slowed last week,
although tenderloin values saw continued weakness. In the live cattle trade,
prices were soft in the Texas region, while packers were paying noticeably
higher prices in lowa and Nebraska where the fed cattle pipeline is tighter.
Overall, live cattle futures weakened through the week, with analysts trying to
determine whether dropping beef prices would pressure fed cattle prices
lower. Almost all see higher fed cattle prices on the horizon however as
supplies tighten. Drought is driving increased beef cow slaughter activity;
through mid-June, beef cows harvested were 10% higher than a year ago and at
the highest levels since 2011. The cow culling has accelerated over the last 3
months as the drought has intensified in the west and SW U.S. To be sure, dairy
cow culling is significantly lower than in recent years but given beef cows
higher proportion in the total slaughter mix, some observers believe that the
number of all cows slaughtered this year could be 4% above 2020 levels. While
signs point to lower cattle numbers ahead, there are more announcements
about the construction of new beef harvest facilities. These announcements
don’t translate into new slaughter capacity overnight, but the stage is set for an
expansion in weekly slaughter space within the next few years (see MARKET
MAKERS next column). On the export side, U.S. trade data showed all-time
record U.S. beef exports during May of 133.4 thousand tons. The export value of
$900+ million also was a record. After sitting on the sidelines while China
helped drive up prices of many Asian beef cuts during Q1 and into April, Korea,
Japan and Taiwan all jumped into the market during May to secure supplies.
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A holiday shortened production week and a clear rebound in export interest led
to a firmer undertone for some pork cuts, which supported another week-on-
week increase in the overall cutout value. Bellies, trimmings and hams, the
latter supported by new export orders, all moved higher during the week.
However, loins, butts and ribs moved sharply lower and despite increased
retail promotions - especially of pork chops - at U.S. supermarkets. Futures
markets zigzagged during the week with bulls managing to stabilize the clear
drift lower in the past few weeks of most contract values. Although last
Monday’s holiday put a damper on total weekly harvest numbers, analysts
believe the pipeline of live hog supplies remains tight, evident in lower harvest-
ready hog weights. That said, the recent fall of pork prices from record highs
have helped drive new export orders. For the week ending July 1, new net pork
export sales were 65% above the previous 4- week average. Sales to China of
16,300 tons were the largest since March and new orders from Mexico posted
another solid week. Japan buyers were more active than they had been since
February while new purchases by Colombia were the largest since January.
The China sales come on the heels of a bounce in hog prices following the
Chinese government’s pledge to support the pork market through reserve
buying. Live Chinese hog prices have been relatively stable in the last 2 weeks
since the big rebound from the plunge to the post-ASF low on June 22.
Figure 2: Beef and Pork in Cold Storage
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Hog Carcass Cutout Value: 12/7/2021 - US$117.73/cwt. (+2% from
28/6/2021)

ACTIVITIES:

Restaurant and Bar/HOFEX, Hongkong: September 7-9, 2021

Yet another U.S. beef plant is in advanced planning stages. Newly formed
Cattlemen'’s Heritage has announced it will invest U.S. $325 million in a
1,500 head-per-day cattle harvest and fabrication facility in Southwest
Iowa. Construction is expected to begin during the 1st half of 2023.
According to industry journal Cattle Buyers Weekly (CBW), last week’s
news is the 8t new beef plant announcements in the last year. CBW says
that if all announcements come to fruition as planned, U.S. daily cattle
harvest capacity will increase by 6,700 head per day, which would
represent a 5-6% increase over current levels.

MOVING AHEAD

Record demand and prices for meat products have analysts scrambling to
explain the phenomenon, especially given that beef and pork output for Jan-
May 2021 is up 3.7% and 3.3% respectively from the pace of pre-pandemic
2019. A Dow Jones (D]) report last week claimed that supermarket chains
are maintaining higher stocks of a wide range of grocery items, including
frozen meat, in anticipation of higher prices later. The report claimed that
whereas consumers hoarded goods last year due to uncertainty about the
pandemic, this year it is retailers who are stockpiling, both in response to
uncertainty over producer price inflation and better-than-expected summer
retail sales. Some retailers told D] they were purchasing more products due
to being shorted by producers/manufacturers, who themselves have cited
supply chain challenges to meeting orders. Since March of this year,
restaurant spending has soared, but retail sales have also remained robust,
with sales even accelerating in late May and into early June, according to
Nielson and Morgan Stanley data. Bloomberg reported in mid-June that its
surveys show that 2/3rds of the nation’s consumers state that their current
level of grocery spending is the same as during the peak pandemic period.
A private survey by leading retailer Kroger revealed that 92% of its
customers were cooking at the same frequency or more than during peak
CoVID. It is not clear how retail stockpiling may affect wholesale meat
demand since most retail sales consist of chilled product, which cannot be
stored for long periods of time. Frozen meat in cold storage at the end of
May was clearly below pre-pandemic levels but mainly due to big declines
in chicken stocks. Beef stocking activity was not heavily affected by the
pandemic, but frozen pork stocks are markedly below recent average levels
(see GRAPH column 1). USDA’s Cold Storage Report (CSR) consists of data
gathered from 800+ commercial and public warehouses but is not believed
to include data from private retailers. In short, it is difficult to conclude
whether reported recent retailer stockpiling has exacerbated the tight meat
supply situation.

TRADE

Another contributor to recent high U.S. beef prices has been the drop-off of
U.S. beef imports, primarily due to low supplies from #3 supplier Australia.
According to weekly trade data, total U.S. beef imports during H1 2021
were down 8.1% from last year’s pace. Monthly data shows Jan-May U.S.
imports of fresh & frozen unprocessed beef totaled 394,000 tons, -7.6% on
last year’s pace and -6.2% from pre-pandemic 2019. That is a major volume
decrease considering that the U.S. historically imports approximately 8-
10% of the total beef it consumes. While the 519 thousand tons of beef
imported from free trade neighbors Canada and Mexico last year
represented 48.5% of all imports, historically, Australia has been a main
market driver for lean boneless manufacturing beef, the principal
ingredient for ground beef and hamburger production. Imported frozen
90CL prices have historically traded at a discount to domestic fresh 90CL,
but analysts believe that imported manufacturing beef will - on average
over this year - trade at the highest premium to domestic beef in nearly 20
years. And the average per ton value of beef imported into the U.S. during
Jan-May 2021 of $6,467/ton is the highest ever for this time period.
Through the 34 week of June, Australia’s beef exports to the U.S. of roughly
63K tons were off nearly half from the 110K ton pace of last year.
Australia’s Jan-May exports to all global markets were -20% YOY.
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