.5 ME.q)’

()

%7 pEpERP

August 10, 2021

U.S. Meat Bulletin

Volume XIII | Issue 8.2

SUPPLY & DEMAND

The beef cutout moved higher last week again as retailers chased supplies for
the Labor Day holiday and consumers stocked up in anticipation of fewer trips
out due to the spread of the Delta CoVID variant. Values of most primals
increased, with interest in ribs & loins especially high. The cutout was also
supported by strength in fatty trimmings and beef by-products, including hides.
Wholesale chuck roll prices are at record levels. Plants struggled last week in
their harvest activity with the nation managing to process only 641K head of
cattle, down 8K head from the previous week, and despite record high
processing margins for this time of year. Live fed cattle prices firmed, but to a
far lesser extent than the jump in boxed beef prices. Futures were choppy last
week. Near term supplies of fed cattle remain ample, with analysts forecasting
that a tightening of the pipeline will not start to become noticeable until the
beginning of Q4. The disconnect between live cattle and beef prices continues
to attract attention at the policy making level, and USDA announced last week
that it will publish several new cattle reports which it claims will provide the
market with greater pricing transparency. In the meantime, beef exports
continue to sizzle, with volumes shipped overseas through the end of July
+13% above the average pace of 2018-2020. Exports to Asia remain solidly
above recent five-year averages, driven by the explosion over the last year of
new China business. Some uncertainty lies ahead as main markets Japan and
Korea experience record new CoVID cases (see TRADE next column.)
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Wholesale pork prices continued to firm last week, and are now near the high
levels of 2 months ago. Record high prices for pork trimmings, the principal
ingredients in sausage and other processed meat production, helped propel the
overall pork cutout. Lighter dressed hog weights are also supporting prices.
Although weights normally decline in the summer months, this year’s drop,
especially since June, has been sharper than previous years. Positive processing
margins are driving plants to harvest as many hogs as possible, although last
week’s harvest of 2.327 million head was 200K below the same week last year.
Labor shortages continue to plague meat plants, and new policies by some
processors that workers must receive vaccinations could spell even tighter
worker availability. The availability of labor in rural areas is extremely tight,
and set to worsen, according to many experts. Last Friday, the U.S. Department
of Labor reported U.S. employers hired the most workers in nearly a year
during July while continuing to raise wages (see related story MOVING AHEAD
next column.) On the export side, there was encouraging news from the latest
USDA weekly export & sales report showing large new purchases by China
during the week ending July 29. Total U.S. pork muscle cut exports through the
end of July were down 3% from the pace of last year, but trends indicate 2021
will see the 2nd largest volume of U.S. exports ever.
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MOVING AHEAD

Labor has arguably become the #1 issue for the beef, pork & poultry
industries. Worker shortages slow down harvest & fabrication times, which
in turn have pushed up meat prices, especially of value-added items
requiring higher labor input (e.g, boneless vs bone-in hams). Analysts are
also pointing to labor shortages as the main factor driving a wedge between
live animal & meat prices, an issue that has grown politically contentious as
producers have watched meat prices surge while livestock prices remain
relatively flat. But problems persist across the entire pork supply chain,
including on farms. The National Pork Producers Council (NPPC) has just
published a study on the labor shortage problem in the U.S. pork industry.
Iowa State University economists conducting the study (ISU) concluded that
labor shortages are the result of several long-term changes to the pork
industry; 1) an increase in hired labor vs family labor on swine farms; 2)
slowing population growth and an aging of the work force in non-
metropolitan counties where most hog production and harvest/fabrication
facilities are located; and 3) a decline in the flow of immigrants into rural
labor markets. An overlay to these longer-term structural trends has been
the recent strengthening of the broader U.S. labor market. The U.S.
unemployment rate fell from the post-financial crisis level of 10% in 2009
to 3.5% in early 2020. CoVID initially caused unemployment rates in mid-
2020 to spike, but then rates declined steeply in early 2021 to the low rates
of today. Unemployment in the 8 main hog production states is even lower
at 1.3%, with labor force participation rates above the national average,
meaning there is little or no slack in these markets. Moreover, while the
labor force has declined in 5 of the 8 largest hog production states, the
number of firms employing workers in hog production has increased
significantly. Overall, ISU research showed that from 2001 to 2020,
employment in the swine industry - nationwide - grew by an annual rate of
1.5% or nearly 4X faster than employment growth in all U.S. industries. And
total and weekly wages in hog production jobs have also grown faster than
the average of all U.S. industries over the 20-year span. Finally, the
modernization of the hog production industry - e.g., the requirement that
labor be able to manage increasingly sophisticated farm procedures such as
antibiotic-use guidelines and other regulations and protocols - has created
demand for employees with higher levels of education and training. Late
last month, the NPPC testified to Congress concerning the industry’s labor
problems and are requesting reforms to the H-2A seasonal farm worker
visa program to allow year-round labor without a cap, while providing legal
status for agricultural workers already in the country.

TRADE

Trade data from H1 2021 for Japan and Korea shows declines in pork
imports by both markets during the Jan-June period, while beef shipments
to Korea increased year-on-year but fell in Japan (see GRAPH below). While
the pace of beef imports by Korea was record fast, Japan’s imports of frozen
beef noticeably slowed as China outbid it for supplies of price sensitive
Asian beef cuts such as short plate. The outlook for both markets during H2
remains murky as CoVID cases hit record high levels. Cases in Korea and
Japan are now hovering at 1,500/day and 12,000-15,000/day respectively,
both highs since the onset of the pandemic. Both countries have imposed
strict social distancing measures, crimping the operational flexibility of
most foodservice operations that account for the majority of imported beef
consumption. Japan’s measures have focused mainly on urging eateries
that serve alcohol to close and those that don’t to do so by 8 p.m. Korea’s
regulations ban private gatherings of more than two people after 6 p.m.,
including in restaurants. Korea has also placed restrictions on the
operating times & the number of visitors to retail outlets, which is expected
to curtail store traffic, especially in the evenings when 30% of sales are
recorded. In both markets, delivery and takeaway orders are now
increasing dramatically, but it remains to be seen how the new restrictions
may impact meat consumption behavior in the near future.
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