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SUPPLY & DEMAND

The average value of all wholesale beef cuts ended last Friday down on the previous
Friday’s close, the 4th consecutive week of what have been modest declines from
record high levels. Red-hot demand may be slightly cooling especially as consumers
encounter rising prices in supermarkets. Retail prices normally trail wholesale price
movements by weeks, and analysts believe that average US retail beef values will
continue to rise again in October. In the meantime, pork is getting cheaper and
attracting consumers who are becoming more budget conscious, especially as
government pandemic assistance has ended and equity markets have slumped. The
market weakening is occurring despite muted harvest activity; last week US beef
plants processed 641,000, down 2.4% from the previous week and -2.1% from last
year. Itis important to note that beef values remain elevated, with last week’s cutout
close of $3.09/Ib. +42% year-on-year. The much-watched USDA CHOICE ribeye
reference price of $14.18/1b. last Friday was only -4% from the record level of 2
weeks earlier. On the live cattle side, prices of fed steers dropped slightly last week,
with the market failing to get traction from the consensus view that the cattle supply
pipeline will tighten. Last Friday’s USDA cattle on feed report showed that total
cattle in feedlots on Sept 1 was the 2" highest ever (11.2 million head) and that
animals in lots over 120 days remained historically high. August placements were
also larger than forecast. That suggests large numbers of animals remain to be
worked through. Cattle futures have also been lackluster, with many non-industry
investors in commodity plays moving out of the market with the recent Wall Street
declines. Labor at plants remains constrained and there is new concern that vaccine
mandates for federal workers including USDA inspectors and graders will exacerbate
the tightness. Enforcement of the federal rules could start by mid-November.
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Beef Choice Beef Cutout Value: 27/9/2021 - US$302.70/cwt. (-7% from
13/9/2021)

After week on week declines, the pork cutout value ended last Friday higher than the
previous week. Last week’s wholesale market was supported by buyers taking
advantage of low bone-in ham values, while the belly and rib primal also saw some
strength. Interestingly, pork tenderloin values have been rising counterseasonally
and were trading last week at +35% of last year’ value. Average wholesale pork
prices across all cuts are approximately -20% from the annual peak reached in mid-
June but are at the 2"d highest level ever after the highs reached in 2014, when
animal health issues signficantly affected U.S. pork supplies. Pork prices - like
tenderloins - continue to benefit from high competitor meat prices, including almost
all popular beef cuts and boneless chicken breasts, the latter which are trading above
the value of boneless pork loins. Also putting a floor under prices has been relatively
tight cold storage stocks; at the end of August, total pork volumes in cold storage
were -19% from the previous 5-year average and -24% from 2019. Last Friday’s
quarterly USDA hogs and pigs report was also market-bullish as it showed a lower
total inventory of hogs, lower market hog inventories, and lower breeding sow
numbers than all analysts’ pre-report estimates. The USDA numbers provided
further evidence that the U.S. hog herd ran into health challenges this past winter,
but a return in growth to the average pigs sow figure for the June-August 2021
period (11.13) indicates those challenges could be in the rear view mirror. Still, the
report drove lean hog futures up the limit yesterday as it also revealed tighter
inventories of lighter weight hogs that will come to market later this year and early
in 2022. U.S. pork exports for the week ending September 16 were noticeably higher
than the previous weeks, with the largest shipments this year to Mexico helping to
offset continued weak sales to China. Chinese retail pork prices for some cuts have
fallen below the RMB 10 level per catty (1.1 pounds), a psychological level signaling
abundant supplies of pork are available to consumers.
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MOVING AHEAD

In addition to the labor tightness issues mentioned in last week’s Bulletin. U.S.
meat exporters are facing severe logistical challenges moving meat products
from plants to their overseas customers. Shipping has been particularly
problematic, with conditions exacerbated by the rush to move mainly Asian-
manufactured goods to the U.S. in advance of what is forecast to be record
Christmas holiday consumer spending. On Sept 13, 76 agricultural commodity
groups called upon the White House to address the skyrocketing costs of
transporting their goods overseas, as well as the delays. The Agriculture
Transportation Coalition (AgTC) is specifically asking for legislative changes
which would help control fees when importers and exporters fail to pick up or
return containers to terminals on time, even if delays are beyond their control.
According to AgTC, container shipping costs have risen 300-500% in the past 2
years, while US agricultural products, depending on the item, are losing 10-40%
of their value to these added costs. The pandemic upended already fragile
supply chains, with Asian exporters rushing to find containers and book shipping
slots to the U.S., where the demand for goods has skyrocketed. This year more
than ever, containers are being quickly unloaded and sent back to Asia empty in
order to increase velocity. The ocean shipping challenges are being compounded
by a shortage of U.S. truck drivers as well as U.S. tariffs on imports of Chinese-
made truck chassis that have slowed imports of this critical supply chain
component. Together, these developments have worked to delay the shipping of
many Midwest-produced ag products to west coast ports. And at ports,
operators are experiencing their own shortage of stevedores, which is slowing
down cargo onloading and offloading. As of last Friday, a record 157 vessels
were in or anchored off of the nation’s 2 largest ports of Long Beach and Lost
Angeles awaiting loading and unloading. Normally, ships need not to anchor and
await open port docks. Another complicating factor has been hurricane Ida’s
slowing of U.S. crop exports from the Mississippi River delta region. Shipping
delays can result in lead to large losses to meat traders, especially in falling
markets. For example, given that Chinese domestic pork prices fell 12% in
August alone, a 1-month delay in the arrival of imported pork cuts would have
resulted in a similar decline in value of those products. The White House (WH)
claims it is working hard to fix the nation’s transport infrastructure ills. The WH
Supply Chain Task Force has been meeting with food and agriculture industry
stakeholders to identify solutions to the logjams and a month ago appointed a
special envoy to address port congestion issue. The comment period for
President Biden’s Feb 2021 executive order directing Federal agencies -
including the USDA - to secure and strengthen American agriculture's supply
chains expired June 21 with concrete solutions to be recommended by early next
year. And on Sept 17, LA announced its ports are expanding the hours during
which trucks can pick up and return containers in order to maximize nighttime
operations. Although many believe the conditions will remain challenging into
next year, market forces should gradually work to reduce the logistical
bottlenecks. For example, the manufacturing of new shipping containers is
increasing; China, which accounts for over 95% of all shipping container
production, increased its output of 20-foot containers by 235% YOY during H1
2021, while the country’s refrigerated container production of 260,000 TEU was
up 100%.

TRADE

Although the U.S. beef cutout value has been declining from record highs in the
last few weeks, China’s ban on Brazilian beef imports have seen values of some
U.S. beef cuts, especially short plate and short ribs, soar to new highs as Chinese
buyers seek out any and all supplies. China’s peak beef consumption season is
normally delineated by the autumn solstice, which was widely celebrated in
China, HK, Taiwan and Korea last week. But export beef export prices were
already surging prior to Brazil’s BSE finding (see graph below). Australian cattle
& heavy steer carcass prices reached new records last week while Argentine
export restrictions have driven up offers on key China items like shin/shank.
Paraguay and Uruguay have faced their own logistical challenges getting beef to
ports for export, exacerbating the overall beef supply situation. China traders
had assumed that BSE related restrictions on Brazil beef imports would be lifted
within 2 weeks, but as that timeframe came and went, buyers have been
aggressively chasing supplies.
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