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SUPPLY & DEMAND

The USDA CHOICE beef cutout closed higher last Friday for the 3 consecutive
week, rising 1% from the previous week. The cutout was +20% from pre-CoVID
2019 levels for this time of year. Values of most primals rose last week even as
average beef retail prices drifted slightly lower. There has been a rebound in
chuck roll prices after volatile price movements during the 1st 5 months of the
year, although top blades are at a one year low and priced extremely favorably
compared to other steak items (see GRAPH below). June is the most active time
of the year for backyard grilling & institutional buyers are focused on preparing
for Father's Day (June 19). That said, inflation continues to make consumers
more cautious about their protein choices, and some retailers are reporting
larger chicken sales, despite overall high poultry prices. Live fed cattle prices
softened marginally on the lower holiday-shortened harvest week. Fed cattle
prices normally fall in the summer as slaughter peaks between May and August,
but then rise in Q4. Cattle futures have been trading on the firm side as
markets see tighter cattle inventories ahead. There has been some
improvement in drought conditions in grazing areas such as Colorado, but the
west and Southwest remain abnormally dry. Still, any improvement in pastures
could see a decline in the movement of cattle into feedlots, which will be bullish
to prices. Through the end of May, beef export activity was brisk, with Jan-May
shipments to China, Korea, Taiwan, and Indonesia proceeding at a record
pace. China lockdowns are easing, and wholesale markets in Shanghai, a major
imported beef consumption center, have re-opened. This should help the
movement of some inventories that have been stuck over the past 2 months.
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Beef Choice Beef Cutout Value: 6/6/2022 - US$269.58/cwt. (+2% from
23/5/2022)

The pork cutout closed 2% higher last Friday, the 3rd consecutive week of
increases. Wholesale pork prices are at their highest level in 6 weeks, driven by
solid retail demand for summer grilling items and in part because of lower YOY
hog slaughter numbers. Heavy bone-in ham demand from #1 market Mexico
continues to be strong, with prices last week moving to their highest level since
last July (see GRAPH below). New export sales of pork to Mexico during the
week ending May 26t were the largest since March. In addition to hams, values
of loins, butts and picnics also increased last week, while bellies held steady
amid some concern that consumers are shunning high bacon prices. Pork
demand is also receiving a boost from a HPAI-induced turkey shortage. Turkey
supplies are expected to be tight during the critically high demand period of the
next 3 months in the lead up to the early November Thanksgiving holiday.
Through last week, 2022 pork slaughter in the U.S. totaled 53.052 million head,
down 4.6% YOY. Pork exports to non-Mexico markets continue to be
handicapped by low EU pricing, but U.S. competitiveness may improve in H2.
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ACTIVITIES:
Food & Hotel Asia, Singapore: September 5-8, 2022

FHC Shanghai Global Food Trade Show: Nov 8-10, 2022
SIAL, Shanghai: December 7-9, 2022

MOVING AHEAD

Last week, USDA issued an announcement highlighting new agency
investments to shore up U.S. agriculture by strengthening critical supply
chains, while addressing what it says are structural impediments - that
became manifest during the pandemic - to the smooth production and
distribution of U.S. agricultural & food products. The breadth of the
initiatives, totaling U.S. $2.8+ billion, signals a more aggressive policy effort
to provide more robust food security to all Americans. Almost all U.S. food
production, distribution and retail market activities are in private hands,
with the U.S. government role restricted to regulatory issues such as
ensuring food is safe and that commercial practices remain fair and
competitive. USDA also directly subsidizes food purchases by America’s
needy & implements programs to mitigate agricultural production risk; e.g.,
crop insurance, conservation programs, farm safety net programs, lending,
and disaster programs. But USDA investment in supply chains resiliency is
relatively new. The fresh effort involves U.S. government investment in 4
specific buckets: food production, food processing, food distribution and
food markets. On the meat side, USDA will allocate up to $675 million in
supporting private investment in new meat & poultry (M&P) processing
capacity, with funds earmarked for smaller more geographically dispersed
facilities. Another $600 million is being earmarked for investment in other
non-M&P supply chain infrastructure, such as cold-storage facilities,
refrigerated trucks, and processing facilities. On the food distribution side,
USDA announced investments of $550 million in “regional food business
centers” & other initiatives to ensure smaller producers have resilient
access to markets. There has been significant debate about how resilient the
U.S. M&P supply chain is, with the North American Meat Institute stating
last week that “throughout the pandemic, regardless of slowdowns in
processing, there was record beef production. This is resiliency by
definition.”

TRADE

Korea is the latest country to announce tariff reductions to tackle growing
inflation. Korea has announced it will eliminate import duties on 7 essential
food items including wheat, flour and cooking oil until the end of the year.
As part of import tax relief package, Korea will also establish a tariff-rate
quota (TRQ) of 50K tons on pork imports with a zero in-quota duty rate.
The finance ministry estimates that the removal of import duties will
reduce average import prices of pork by 20%. (Total 2021 pork imports
were 421K tons.) Details of the TRQ have yet to be published but Korea
waived pork duties on 60K of imports in Jan 2011 when an outbreak of
FMD caused a third of the Korean hog herd to be culled. At that time, the
TRQ was divided into a 10K ton retail pork belly sub-quota and a 50K ton
tranche for processors. Since then, free trade agreements have seen import
duties for main suppliers the U.S. the EU and Chile fall to zero, but frozen
pork from Canada and Mexico are currently assessed duties of 9.6% and
25% respectively. Korea’s Jan-Apr pork imports of 191K tons (muscle cuts)
are +38% from the pace of last year but slightly off the peak activity of Jan-
April 2019 prior to the start of China’s ASF related buying spree. High
imports this year are being driven by a post CoVID spending boom and
more recently, by a new ASF finding in a domesticated hog herd, the 1stin 7
months. Korea’s May average carcass price of U.S. $2.66/1b. was +38% YOY
and approximately 140% higher than current U.S. carcass prices.
Interestingly, forecasters are still predicting near record 2022 Korean pork
production. Back on the trade side, U.S. exporters have seen their market
share fall the 15t 4 months of the year due to competitive Spanish picnic
prices (see graph below). Bellies for BBQ and picnics for further processing
account for over 80% of total pork imports, with collar butt imports taking
an additional 14% share. Traditionally, the EU has supplied most of the
bellies, while the U.S. is competitive in picnics. Since last fall, weak China
buying activity has seen EU picnic prices trade 20+% lower than U.S. offers,
but the price gap has since narrowed, fueling optimism that U.S. exports to
Korea could accelerate in the 214 half of the year.
Korea chilled and frozen pork imports
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