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SUPPLY & DEMAND

The unprecedented rise of wholesale beef prices came to an end last week, with the
beef cutout closing last Friday -2% from the previous week’s close. With the Labor
Day long weekend coming to a close yesterday, and schools re-opening, an unusual
summer of extraordinary demand will now transition into the fall buying season,
culminating in peak institutional purchasing for the Thanksgiving (November 25),
Christmas and New Year holidays. Due to continually rising prices, and new
concerns over the Delta variant, retailers have been buying much larger volumes of
beef for forward delivery, raising some concern among analysts about how spot
demand may play out in the coming months. Pork prices are also falling, creating
more reasonably priced protein options to beef. And because retail lag wholesale
prices, consumers may face higher priced beef in the weeks ahead even though
wholesale values are decreasing. Also, yesterday saw the end of pandemic-related
federal unemployment benefits. Although 26 states already scaled back those
benefits earlier this year, yesterday’s deadline marked the largest cutoff of
unemployment benefits in history, affecting approximately 7.5 million workers.
Federal benefits under the pandemic relief program provided U.S. $300 extra per
week to unemployed workers. Despite these headwinds, demand for beef remains
historically strong and wholesale beef prices of many cuts remain at unprecedented
levels. Moreover, beef export demand remains strong. Brazil’s BSE cases last week
(see TRADE next column) will see exports to China likely pause for at least several
weeks, while Argentina is extending its export restrictions until October. Live U.S.
cattle prices remained steady last week but are expected to firm next week as
packing plants resume a full week operating schedule and as the industry gears up
for its busiest harvest season of the year.
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Beef Choice Beef Cutout Value: 3/9/2021 - US$336.42/cwt. (-2% from
30/8/2021)

The pork cutout settled lower last Friday marking the 4t week of consecutive
declines. After reaching record levels in August, belly values have declined but are
still up 37% from 2019 at $3.53/1b. Heavy bone-in ham values stabilized after falling
for the last 4 weeks but are now attractively priced given the elevated prices of other
proteins. Boxed pork trim values have also corrected downward but closed last
Friday +44% from last year and up 87% from 2019. Year to date U.S. pork
production is still running below last year’s pace. Last week’s harvest was a weak
2.398 million head, down 2.8% from the same week last year. Live hog weights
averaged 280 lbs. (127 kgs.), down 2 Ibs. from the same time in 2020. Cash hog
prices are following the cutout lower (see story MOVING AHEAD next column). New
U.S. pork export orders for the week ending August 26" showed strong interest by
Mexican and Latin American buyers, including those in Colombia, Honduras, and
Costa Rica. But new orders from China of less than 2K tons demonstrated the
weakness in that market as domestic Chinese hog prices continue their slump. The
slow China business has pulled down the weekly pace of all U.S. pork muscle cut
exports from the 40K-per-week range that existed through early May to below 30K
tons over the last few months.
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Hog Carcass Cutout Value: 3/9/2021- US$108.15/cwt. (-1% from
30/8/2021)

ACTIVITIES:
Restaurant and Bar/HOFEX, Hongkong: September 7-9, 2021 (TODAY!)

MOVING AHEAD

There has been much focus on tight beef supplies and high prices, but despite
falling for over a month, current wholesale pork values are strong from a
historical perspective as well. As of last Friday, the value of the U.S. pork cutout
of U.S. $1.09/1b. was 42% above year-ago levels and 48% above pre-pandemic
2019. High prices have been driven by the same pandemic demand forces as
those for beef, but unlike its protein competitor, U.S. pork production has been
running lower than the pace of last year. And year-on-year output has been
noticeably slower over the last 3 months, with analysts claiming that labor
constraints have resulted in an 8.7% drop in harvest numbers since early June.
To be sure, expectations are that this year’s pork output of approximately 12.62
million tons will be the 2" largest output ever, but high pork prices and
processing margins suggest the market would remain healthy even with larger
harvests. Looking from the demand side, the average retail price of all pork
items in US supermarkets reached US $4.60/lb in July, the 4t consecutive
monthly record level. ~And despite CoVID restrictions and consumer
apprehension, national receipts from limited-service restaurants, large users of
pork-based bacon and sausage, were +11% during H1 2021 when compared to
pre-pandemic 2019. Low volumes of frozen pork in cold storage have
exacerbated market tightness, with August 1 stocks hitting the lowest July 31
level since 2010. The result has been unprecedented prices for items such as
bacon; branded retail bacon prices are currently averaging near $6.40 per lb., up
35% from last year, while in the southeast U.S., bacon features last week were
+265% above year-ago levels. Unlike U.S. cattle raisers who have been unhappy
about languishing fed cattle prices in the face of surging beef prices, hog raisers
are enjoying buoyant live hog prices (see light blue line below) and solid
profitability. According to lowa State University, farrow to finish profits in June
were over U.S. $62 head, the highest margins since 2014. As the graph below
shows, high profits are more due to high prices rather than lower production
costs. Grain - especially corn - remains expensive and estimated breakeven costs
during July of this year of U.S. $65/cwt. were the highest for any month since
November 2013. Looking ahead, the seasonal ramp up in the hog harvest is
already causing wholesale pork prices to fall, and lean hog futures suggest
carcass prices will further ease as the year progresses. The outlook for next year
is uncertain with major unknowns including grain prices, China demand and
whether frenetic U.S. consumer purchasing weakens.

Current corn and hog futures are indicating that higher feed and hog will ease
from the 2021 highs but will remain relatively high in 2022

Farmer Price Received for Corn & Hogs
0.0 Monthly data since Jan 2010

Source: USDA/NASS and CME closing futures prices on August 26, 2021

TRADE

Brazil, the world’s top beef exporter, has suspended exports to #1 import
market China following the confirmation of 2 atypical BSE cases announced
simultaneously. The cattle were found in two separate locations in the cattle
producing regions of Minas Gerais and Mato Grosso. Brazil's animal health
protocol with China calls for the suspension of exports in the event of a BSE case,
with exports to re-start once Chinese veterinary authorities have reviewed an
epidemiological dossier. Brazil ceased exports to China for 13 days following the
last atypical case in late May of 2019, with shipments to China in June of 2019
declining by only 30% before returning to normal trend levels. According to OIE
rules, atypical cases do not affect producing country’s official risk status for BSE.
Atypical BSE generally occurs in older cattle, usually 8 years of age or greater,
with scientists believing that it arises rarely and spontaneously in all cattle
populations. As of this morning, none of Brazil’s other main markets had
suspended imports. Brazil’s beef exports through July were down 3% from the
pace of 2020, but annual shipments are still on track to be the 2"d largest ever.
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