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SUPPLY & DEMAND

The beef cutout closed lower week-on-week due to declines in primal rib, loin
and plate values. As in previous weeks, last week’s decline was a gentle, with
wholesale prices remaining elevated: e.g., primal rib prices closed last Friday
+22% from last year’s historically high level. There is circumstantial evidence
that recently rising wholesale and retail beef prices may be crimping
purchasing and consumption. Last week, the U.S. Department of Labor’s latest
consumer price index showed average retail beef prices in September rose
4.8% month-on-month, helping to push up the overall retail food price monthly
inflation rate 0.9% from August. Although US. beef demand remains
historically strong, new calculations from the Livestock Marketing Information
Center estimate that beef demand cooled during Q3 from Q2. Export demand
has been extraordinary, and exports are forecast to be record high this year, but
the export pace has moderated from the torrid pace of early summer - albeit
slightly - over the last 10 weeks or so. Looking ahead, U.S. institutional buyers
are beginning to plan Thanksgiving (November 25) and year-end holiday sales,
and with cattle harvest levels still somewhat constrained, the uptick in seasonal
demand should help limit sharp declines in wholesale beef prices. And
although pork prices are declining, competitive protein values remain elevated;
turkey prices are currently 15+% higher than year-ago levels and frozen stocks
are low. Finally, U.S. foodservice revenues, while continuing to move higher in
September, registered the slowest month-on-month growth since the economy
reopened from the lockdowns. Any shift back to at-home consumption would
be a boon to beef demand as a dollar of retail beef purchases will buy more
than a dollar spent in restaurants. Live cattle prices showed little movement
last week due to the relatively slow 646 thousand head harvest week.
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4/10/2021)

Weak bone-in ham export orders, continued concerns about labor availability
and supply chain resiliency combined to pressure the wholesale pork complex
last week. Although last week’s harvest of 2.597 million head was below year
ago levels, the market believes seasonally higher processing activity will mute
any potential gains in wholesale pork prices. Softness in bone-in hams & bellies
were the main drivers of last week’s weak market overtone. Lean hog futures
also declined last week based on what are seen as deteriorating pork market
fundamentals. The CME lean hog index stood at about $89/cwt. last Friday, the
lowest value since March 11. But lean hog futures suggest even lower prices lie
ahead; The December lean hog futures contract closed at a nearly $11.50/cwt.
discount to the index. As Biden announced new measures to alleviate supply
chain challenges, the general media focused on analysis suggesting that
trucking and shipping woes will last well into next year. Although supply chain
weaknesses were prominent in the news last week, pork exports for the latest
reporting week Oct 1-7 showed relatively large shipments and new orders.
Exports to Mexico were slightly off their most recent 4-week average, but new
weekly sales to Japan were historically large and Korean buyers also
purchased aggressively to take advantage of lower U.S. prices. And after falling
for months on end, Chinese pork prices have stabilized and turned upward
after the government made sizeable reserve purchases, and analysts are now
forecasting the opening of another pork supply hole next year due to this year’s
aggressive liquidation. In the 15t hint that domestic players may be eyeing that
shortage, Dalian hog futures rose sharply during several trading sessions last
week. In a new USDA report, the agency’s analysts are now pegging 2022
Chinese pork production at 5% below the level of this year. USDA says this
decline, equating to 2.25 million tons, will help drive 2022 Chinese pork
imports higher, and when combined with import growth from other markets,
will push 2022 next year’s global pork trade to another record high level.

Hog Carcass Cutout Value: 18/10/2021 - US$100.78/cwt. (-10% from

4/10/2021)

ACTIVITIES:
Food & Hotel China 2021, Shanghai: November 9-11, 2021
Food Taipei, Taiwan: December 22-25, 2021

MOVING AHEAD

On October 6 the USDA announced the allocation of another $100 million in
federal loan guarantees to help expand U.S. meat and poultry processing
capacity. The $100 million is on top of an earlier July 9th $500 million
pledge by the USDA to support “new competitive entrants in meat and
poultry processing” in the U.S. USDA has said the government assistance
will be leveraged with other private funding so as to be impactful to the
sector overall. The new round of federal support is part of the U.S.
administration’s $4 billion effort announced on June 8 to strengthen
agricultural supply chains announced. USDA says its funding is also being
allocated to ameliorate what it characterizes as excessive concentration in
the meat processing industry. So how far could U.S. $600 million go to
expand capacity? According to a 2020 Texas A&M study, the estimated cost
of constructing a 20-head per week small-scale 3,000 square feet beef
processing plant on a greenfield site would be in the region of $1.2 million.
Pre-occupational capital expenses, including the design costs of the facility,
consulting, utility prepayments, soil tests and an environment impact study
would likely add another $300,000. Processing equipment will cost another
$400,000, and once operations started, per head processing costs could
equal $675 per head. Other studies for slightly larger facilities estimate
start up expenditures at roughly $100,000 per slaughtering hook, meaning
that a 25-head-per-day facility would need to secure $2.5 million just to
turn on the lights. At this rate, USDA’s $600 million would translate into
roughly an additional 6,000 head of additional daily capacity, across an
industry that currently harvests approximately 128.5 thousand head per
day. Given that USDA believes its seed money will work to unlock
additional private capital, the impact could be higher. High slaughter
margins for existing facilities over the last few years have incentivized
private investment in expanding slaughtering capacity, and at least 7
projects are underway which will add an estimated 5,200 head-per-day in
additional harvest space (see TABLE below).

2020-2021 Publicly Announced Beef Packing Capacity Expansion
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Despite ongoing CoVID restrictions, Korea’s beef imports through
September of 331.6 thousand tons are on a record pace. The 9-month
import volume is up nearly 6% over last year’s previous record volume.
Importers are not only purchasing more but paying higher prices (see
graph below). Korea’s 2-decade long trend of year-on-year increases in
meat consumption has continued undeterred by the pandemic. Per capita
beef consumption of 13 kgs is now double that of Japan’s and USMEF
calculates that Korean consumers have the highest per capita intake of US
beef than any other U.S. export market. Through September, U.S. market
share was 57% vs. 34% for Australia. As in other markets, Korean
consumer food spending shifted to retail during the early uncertain stages
of the pandemic, but restaurants remained open - albeit with restrictions -
throughout much of the pandemic. And with 61+% of the population now
fully vaccinated, restaurant restrictions are set to further ease in the coming
weeks. In the meantime, retail spending is staying strong and online
spending has skyrocketed, with fresh food e-commerce sales growing 15%
for the 2-month period June to August 2021. USMEEF is forecasting total
Korean beef imports will grow to 475K tons in 2022 from a forecasted
record high level of about 470K tons this year. Despite record beef imports,

domestic Hanwoo cattle prices are the highest in at least 8 years.
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