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Note: The next U.S. Meat Bulletin will be published July 6.
SUPPLY & DEMAND

After increasing the previous 4 weeks, the USDA CHOICE cutout last Friday
settled 1% lower week-over-week to close at an average of $2.68/1b. The
CHOICE-to-SELECT spread value hit a new high for the year-to-date for the
second consecutive week as grading percentages dropped. The wholesale beef
trade was steady even as concerns grew about consumer food spending in the
face of the highest inflation in 40 years. Still, premium beef items including
strip loins traded steady last week, driven in part by last minute buying for last
Sunday’s Father’s Day and the upcoming July 4t long weekend. Last week, cash
fed cattle prices hit the highest levels so far this year. Extreme temperatures
across the Midwest & southern plains may have contributed to the rally; last
week heat stress caused some localized death losses in Kansas U.S. feedlots.
High heat raises the cost of gain and feeding costs, and feed costs were already
high, reflected in a noticeable drop in carcass quality. Some of this is seasonal,
but the drop in USDA carcass quality grading has been marked. The most
recent six-week Nebraska fed cattle average of 9.4% PRIME is way off last
year’s record of 15.7% for the same period (Nebraska generally reports the
highest percentage of PRIME of any state.) The drop in PRIME grading comes
after several years of buildup of consumer acceptance & appreciation of USDA’s
top grade. During the first week of June, there was an average U.S. $0.36/1b.
premium of PRIME carcasses over CHOICE, up 64% from the spread last year.
New beef export orders during the week ending June 9t were lower than the
previous 4 weeks, but new weekly China purchases of 4.6K tons were on the
high side. Weekly reported sales to China over the last 3 weeks have all been
over 4k tons, as buyers look to replenish supplies following the exit from
lockdowns. That said, the circulation of imported beef in China as of last week
remains lethargic due to lingering lockdown concerns and challenging logistics.

CHART 1A: THE INDEX OF CONSUMER SENTIMENT

INDEX VALUE (1966 = 100)
3 8 8 8 3

2

50 . . . N
1962 1966 1970 1974 1978 1982 1986 1990 1994 1998 2002 2006 2010 2014 2018 2022

Beef Choice Beef Cutout Value: 17/6/2022 - US$266.26 /cwt. (-2% from
13/6/2022)

The pork cutout value rose 2% last week to reach $1.10/lb. on stronger spot
interest in butt, ham, and picnics. Demand was described as mixed with
continued weakness on the export side, but high turkey prices are helping to
prop up pork values domestically. Consumers concerned with high food prices
continue to shun bacon, which has shown greater price growth than other
items. Lean hog futures followed the cash market higher toward the end of last
week. Also helping to propel values was news that a major U.S. packer intended
to close its 7,300 hogs-per-day California plant, a move which will take out an
estimated 1.5% of total U.S. slaughter capacity. The company cited high
operating costs in the state of California as a reason to shutter the plant.
Analysts also believe the state’s Proposition 12, a law mandating all pork sold
in the state originate from farms with minimum sow housing space, was also a
factor in the decision. New international sales of pork during the week of June
3rd were level with that of the previous 4 weeks, with continued large orders
coming from #1 market Mexico, but lackluster activity elsewhere.
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Hog Carcass Cutout Value: 17/6/2022 -US$114.61/cwt. (+3% from
13/6/2022)

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

The U.S. meat industry is closely watching demand indicators as interest
rates rise quickly and inflation continues to stress households. Demand had
been firm through April, but in just a matter of weeks, the Federal Reserve
has significantly raised the base interest rate and price of credit. Grocery
shopping behavior began to change in May, with more consumers reporting
they were switching stores to seek out sales, cutting back on non-essential
food items, buying more affordable private brands, and buying fewer items.
Latest data points from May don’t show a big shift away from dining out,
but take-away remains big, not so much for social distancing reasons as
much as for the cost savings compared to dining-in. On a more macro level,
an index of consumer sentiment measured by the Univ of Michigan fell to its
lowest level since 1980 in May, a sign of serious concern by consumers
about their financial outlook (see graph previous column). On the meat side,
surveys by analysts 210 Analytics found that the 11.2% rise in meat prices
in May YOY caused a 3.1% drop in pounds purchased in May, an
acceleration from the volume drop recorded in April. That month was the
1st since pre-pandemic times where the volume of meat purchases dropped
at retail. Consumers may also be trading down to cheaper protein options,
with chicken sales in May of 2022 +15.2% YOY. But with record poultry
prices, even demand for that protein category may be waning. According to
the Livestock Marketing Information Center (LMIC), values of the major
supermarket protein item boneless chicken breasts have fallen for the last 2
weeks, the only week-on-week declines in the past 6 months. In addition,
the volume of ground beef sales has declined while more affordable ground
pork, turkey and chicken sales have held. Looking ahead, consumers report
they plan to consume more meals at home in the future, a trend that may
start to impact restaurants.

TRADE

The U.S. is an agricultural export powerhouse, but it is also a large importer
of a range of agricultural products (and inputs), including meat. Last year,
the U.S. imported 1.201 million tons of beef and 528K tons of pork, the
largest volumes for both species in 20 years. (The U.S. exported 1.375
million tons of all beef products & 2.852 million tons in 2022). These
figures include both raw and processed products with neighbors and free
trading partners Canada and Mexico being the prominent suppliers (see
graph below). On the beef side, the U.S. imports large volumes of lean
trimmings for manufacturing ground beef, overwhelmingly the largest
category of beef consumed in the U.S. Last year, the total trimmings market,
including that derived from domestic cattle, reached a record 412K tons.
Sourcing for the trimmings market has remained roughly stable for
decades. Domestic 50/50 trim from feedlot raised domestic cattle accounts
for approximately 42% of total supply, while an additional 32% of product
comes from lean domestic cow/bull slaughter, with the remaining roughly
26% comprised of 90% lean imported beef. Beef imports account for an
estimated 12% of U.S. consumption, and about 75% of all beef imported
into the U.S. consists of lean beef trimmings. U.S. imports have swelled this
year due to high U.S. prices and solid demand for ground beef, both at retail
and quick service restaurants. For the Jan-April 2022 period, imports
(excluding variety meats) were on a record pace at 404K tons, with big
gains by non-traditional supplier Brazil. Most imported beef comes from
countries that have formalized trade agreements with the United States or
countries who have specific annual import quotas. This includes Canada,
Australia, and Mexico. Beef imports from other countries, including Brazil,
are subject to a 65K tons “other countries” quota, where the out of quota
duty of 26.4% can be prohibitive. That duty has not deterred Brazil, which
had a surplus of beef during Q1 due to the temporary BSE-related
suspension last September by its #1 export market China. Although import
prices have been rising, the average Jan-April value of all imported
unprocessed beef of $7,251/ton was significantly below the average export
value of $9,586/ton. The U.S. has not historically exported large volumes of
ground beef or trimmings, although Australia’s short cattle & beef supply
has created some opportunities.

U.S. beef and pork imports Jan-Apr 2020-2022
(metric tons)
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