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Note: Due to upcoming Taiwan holidays, the next U.S. Meat Bulletin will
be published October 19.

SUPPLY & DEMAND

The USDA CHOICE cutout value continued to drift lower for the 5t consecutive
week as prices correct from record levels. It is more evident that the
unprecedented prices reached in early September destroyed at least some end-
user demand. Values moved lower last week for almost all primals, including
the big 3 steak items - ribeyes, striploins and tenderloins. As of last Friday, the
cutout had weakened by 12% from the U.S. $3.32/Ib. peak 5 weeks ago. Still,
analysts note the declines have been gentle, and the cutout is still +37% from
year-ago levels. Live fed cattle prices continued to hover in the U.S. $1.25Ib.
range last week, and despite predictions of just a month ago that live prices
would breakout to higher levels during Q4. There continues to be an overhang
of fed cattle and marketings of live market-ready fed cattle to plants, caused
both by large cattle on feed inventories but also constraints at plants.
Specifically, labor shortages continue to beguile processors, despite the
aggressive campaigns almost all are now undertaking to recruit workers. While
some have stated that the U.S. needs more plants, others point out that current
plant capacity is underutilized. For example, during the week ending Sept 18,
the nation harvested approximately 510 thousand fed steers and heifers,
accounting for roughly 80% of all cattle processed. Industry experts estimate
that the nation’s current processing capacity based on a 5.5-day work week is
approximately 575 thousand head of fed animals, meaning current activity is
using only 87% of capacity. Analysts also note that because of high beef prices,
processing margins have been record-high, meaning that there is a strong
incentive to move more animals through plants.
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Beef Choice Beef Cutout Value: 4/10/2021 - US$289. 18/cwt ( 5% from
27/9/2021)

The pork cutout closed last Friday higher than the previous week, buoyed by
lower production and the new bullish USDA hog inventory report (see MOVING
AHEAD next column). Belly and ham values jumped, the former due to strong
retail and foodservice interest in securing bacon supplies, and the latter due to
firm export interest. Pork loin, tenderloin and sparerib values also increased
week on week. October is national pork month, heralding back to pre-
industrial times when fall slaughter hogs were salted or converted into bacon
for winter storage. Now, October means more pork featuring at U.S.
supermarkets, and traditionally the month marks the largest pork production
period of the year. This year however is different; USDA’s most recent Hogs
and Pigs Report showed smaller inventories than pre-report forecasts, while
processing plants continue to struggle with labor shortages. Last week, the U.S.
industry harvested 2.524 million head of hogs, a decent but not large volume
representing just 94.5% of the numbers processed during the same week last
year. Lower hog and pork supplies are pushing up lean hog futures values, and
CME contracts all advanced through last week based on the bullish outlook.
New net U.S. pork export sales the week ending Sept 23t were noticeably
stronger than the previous 4 weeks, with large new orders from #1 and #2
markets China and Mexico. Recent weekly sales to China have been weaker
than earlier in the year, but a pattern has emerged whereby higher sales are
reported near the month-end.
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Hog Carcass Cutout Value 4/10/2021 - US$112.40/cwt. (+<1% from
7/9/2021)
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MOVING AHEAD

Once every 3 months, USDA publishes its Hogs and Pigs report, which
presents detailed data on U.S. swine inventories in 16 major states and the
entire U.S. Data is broken down by animal class, weight group, farrowings,
and farrowing intentions. The report also provides crucial numbers on
productivity including pigs per litter and the pig crop size. Data is gathered
from a random sample of approximately 7,500 U.S. producers of varying
sizes, though large operations are sampled more heavily. Analysts watch
these reports closely as they provide important clues to the status of the
herd and dynamics of the marketplace. Like with other USDA reports,
prominent swine industry analysts publish pre-report estimates, and more
often than not, these estimates align with the USDA figures. That was not
the case with the Sept 24t report, which showed a more significant drop in
swine numbers than consensus expectations. Specifically, the report
estimated the size of the total U.S. swine herd on Sept 1 at 75.352 million
head, a surprising 3.9% drop YOY and a smaller inventory number than all
pre-report estimates. The report also showed that summer (June-August)
farrowings, or the number of sows that gave birth, dropped 6.6% from the
same quarter last year. The latter figure suggests the pipeline of market
hogs in the coming months will be smaller than originally forecast. The U.S.
produced a record amount of pork last year, but output so far this year is
-1.2% from last year’s pace, with slaughter -1.3%. USDA currently forecasts
2021 pork production at 12.58 million tons, 2% below 2020’s record
output. USDA is forecasting an 1.5% increase in pork production next year,
but it will be interesting to see whether the new inventory numbers lead to
a change in that forecast. Supporting the USDA’s bullish outlook on 2022
production is improving sow productivity, which hit a record 11.16 pigs per
litter during the June-August quarter, and USDA’s survey of producer’s
intentions during the Dec 2021-Feb 2022 quarter which is forecasting that
the number of sow litters (farrowings) will increase this winter. In the
meantime, the report’s data on current market hog inventories by weight
groups imply that Q4 2021 hog slaughter will be down 3% from last year’s
pace, while slaughter from just-completed Q3 was likely down 6% YOY.
Fewer hogs would suggest higher hog prices in the months ahead, but
higher hog prices do not necessarily translate into higher pork prices.
Domestic U.S. demand for pork and all meat & poultry has been
exceptionally strong since the pandemic onset. Export demand, which
accounted for 31.2% of total US pork production through July (including
variety meats) has been exceptional, but U.S. & global pork prices are falling
in part due to a swooning in Chinese pork prices (see TRADE below) and
slowing trade there. For the 15t 7 months of 2021, China accounted for 43%
of total global pork trade. Excellent demand from Mexico has helped to
offset falling Chinese purchases, but prices have drifted lower from the
days - especially during Q2 of this year - when both markets were
exceptionally active.

TRADE

Hog and pork prices are declining worldwide, especially in countries who
have become dependent on Chinese pork imports (see GRAPH below).
USMEF is forecasting that total 2021 pork and pork variety meat exports to
China will drop 22% this year from the 5.741 million tons shipped there in
2020. That decline would translate into a 1.25 million ton drop,
representing about 10% of last year’s total global trade volume. To be sure,
lower prices are expected to stimulate purchases by other markets, but the
re-configuration of export destinations for such large volumes could be
difficult, especially for the EU where last year China purchased 60% of the
region’s total export volume; in contrast, the U.S. shipped 29% of its ports.
In August, the average per-ton value of pork muscle cuts imported by China
of US $2,365/ton was -7% month-on-month and -21% from March this
year. Wholesale values of imported muscle cuts sold throughout China in
mid-September were in the U.S. $2,481-2,636/ton range. Given that import
duties and VAT account for roughly 20% of the CIF value, exporters will
need to continue to adjust prices downward if they wish to sustain sales.
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