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SUPPLY & DEMAND MOVING AHEAD

The beef cutout value continues to drift lower with seasonal summer weakness,
but prices still remain historically high and movement of product through
restaurants and supermarkets remains brisk (see pork section below). Brisket
and tenderloin wholesale prices noticeably eased through the week, while
ribs - which had fallen in recent weeks - moved sideways. Live fed cattle prices
seesawed last week but there is optimism about prices firming steadily in
coming months. That said, cattle futures dipped last week on investor
sentiment that the current high inflation rate will be temporary. Analysts
generally believe that the U.S. cattle herd is in the liquidation phase of its
current cycle. A severe drought in the west is exacerbating the female cull. U.S.
cow slaughter numbers during Q2 2021 were 17% higher than during the same
period last year and 12% over CoVID 2019. To be sure, not all cow-calf areas
are experiencing water challenges, with cow slaughter in Nebraska, lowa,
Missouri and Kansas below the pace of a year-ago. Although the placement of
cattle into feedlots during this June are expected to show a fall from June 2020,
analysts still believe that dry conditions will result in figures showing higher
June 2021 placements than the 2015-19 average. If so, fed cattle supplies
through the end of the year could be more abundant than originally forecasted.
Despite the possible impact of drought on cattle placements, USDA’s latest
forecasts call for YOY declines in Q3 and Q4 beef production, though quarterly
output will be equal to or larger than 2017-19.
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Beef Choice Beef Cutout Value 19/7/2021 US$266.49/cwt. (-3% from
12/7/2021)

Low harvest numbers, reports of renewed outbreaks of ASF in China and
strong consumer food buying at both retail and foodservice contributed to
firmness in the pork cutout last week. Last week’s slaughter volume of 2.28
million head was the lowest for a non-holiday week so far this year. Lower hog
slaughter weights are also underpinning price firmness as overall pork supplies
tighten. Domestic U.S. tourism numbers have been high so far this summer, a
trend which is supportive to sandwich meals and away-from-home breakfasts.
This in turn is driving strong demand for processed meats, including sausage
and especially bacon, which is seasonally popular in the summer as tomato
availability increases. Consumers continue to show a willingness to spend on
food; the value of combined June 2021 national grocery and foodservice sales
were up 20% year over year, accelerating from May. June retail food sales were
up 6% from last year, & up 16% from pre-pandemic 2019. June 2021
restaurant receipts were record high, +38% from last year and +7% from 2019.
Lean hog futures firmed last week on general market optimism, but pork
exports for the latest reporting week (week ending July 8t) were disappointing
at just over 25,000 tons, a marketing year low. The pace of exports has
weakened in the past 8 weeks with the collapse in Chinese hog prices and
slowdown in wholesaling activity for imported pork. China has also released
Q2 pork production data showing that output rose 30% in the April-June
period, putting H1 pork production at 26.74 million tons, up 34% from last year
and up 2% from pre-ASF 2018.

U.S. Pork, 2021 Weekly Exports and Net Sales
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Hog Carcass Cutout Value: 19/7/2021- US$121.85/cwt. (+4% from
12/7/2021)

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

The U.S. President signed a broad executive order (EO) on July 9 to promote
more competition in various sectors of the U.S. economy, ranging from
agriculture to healthcare to the internet. The EO contains 72 new initiatives
designed to “promote the interests of American workers, businesses, and
consumers.” The EO contained several directives aimed at the livestock
and meat sector. First, USDA will investigate the effectiveness of the 100-
year old Packers and Stockyards Act, which was originally formulated to
protect producers from unfair practices in livestock and meat markets.
Many U.S. cattle producers have been unhappy about the rising spread
between meat and live animal prices, citing growing processing industry
consolidation. The U.S. processing industry has claimed that labor and plant
capacity issues have handicapped slaughter levels, and that the market will
self-correct when cyclically high cattle numbers decline. (Although not
specifically part of the EO, USDA is investing U.S. $500 million into
expanding meat and poultry processing capacity.) The new EO also directs
USDA and the Federal Trade Commission to investigate and further define
“Product of USA” voluntary labeling on meat products. Country of origin
labeling has been a contentious issue within in the industry as some
livestock producers want the label only to be applied to product from
animals born and raised in the U.S. Current rules state that an item can be
labeled a “Product of the USA” so long as it was slaughtered and/or
processed domestically. Other mandates under the EO include directing the
USDA to determine - within 180 days - new and “alternative” ways to
market and distribute agricultural products. Additionally, the executive
order also includes a section on maritime shipping, specifically targeting
detention and demurrage fees and practices. The order encourages the
Federal Maritime Commission (FMC) to "vigorously enforce the prohibition
of unjust and unreasonable practices in the context of detention and
demurrage...” and asks the FMC to consider further rulemaking to improve
detention and demurrage practices. Global shipping capacity and
operations have been strained by post pandemic spikes in consumer
demand worldwide, which has led to all time high shipping rates. Capacity
has been further hindered by social distancing restrictions and labor
shortages on docks, in warehouses, and in trucking fleets. The EO cannot
itself put all these directives into effect, and none were enacted overnight.
Rather, the EO process directs federal agencies such as the USDA to begin
work on specific rules, a process that will likely include public comment
periods, which experts say could last 3-4 months. Executive Orders have
the force of law, much like regulations issued by federal agencies, but are
not legislation and do not require Congressional approval. That said,
Congress may pass legislation that might makes it difficult, or even
impossible, to carry out EOs, such as removing funding.
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Last week, Australian cattle prices reached new highs, a sign of tight
supplies as abundant rain incentivizes restocking. The reference Eastern
Young Cattle Indicator (EYCI) approached the A $10/kg (U.S. $7.50/kg)
market (dressed basis) for the first time since the index was established.
Comparing to U.S. cattle, average Queensland feeder steers (330-40 kgs)
last week were valued at U.S. $168/cwt, while a lot of Kansas feeder steers
with a similar average weight range sold for $163/cwt. Analysts believe
Australian prices will move even higher during H2, while the percentage of
beef finished on grain - 47% during Q1 2020 - will continue to increase, and
despite improving pasture conditions. In the meantime, lofty cattle prices
and tight supplies have slowed Australian beef exports. Australia’s total Jan-
June beef shipments were down 24% year on year, with exports to #2
market China down 40%. The largest declines in exports consist of grass-
fed frozen product, with Meat & Livestock Australia reporting that H1 2021
grain-fed exports were down only 5% year on year. Australia’s China
business remains handicapped by the continued suspension of 6 beef
plants. Chinese importers are also reporting customs and quarantine
clearance delays for Aussie product that are adding costs to importation.

Australia Monthly Feeder Cattle Prices
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USDA expects beef production to tighten during the second
half of 2021 compared to 2020
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