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SUPPLY & DEMAND

The USDA CHOICE cutout value closed steady last Friday with the previous
week, despite the end of July 4 buying and weakness in the ribeye market.
Striploins bucked the trend and moved higher. This past weekend saw large
numbers of Americans grilling outdoors, with hamburgers and hot dogs
dominating the holiday menu. The beef cutout normally starts to weaken
before the Independence Day holiday, but beef values have held this year and
despite year-to-date production being +0.9% from last year’s record output.
The cutout is +21% from pre-pandemic 2019, a testimony to strong domestic
and international demand. Although institutional buyers are wary of demand
falling in the months ahead due to consumer inflation concerns, they are also
aware that the nation’s cattle herd is contracting and that smaller beef supplies
are forecast for the next few years. USDA’s most recent feedlot report saw
record numbers of cattle on feed on June 1, but tightness is coming (see
MOVING AHEAD next column). Feedlotters got some relief last week as grain
prices weakened, but the market will remain volatile and weather driven in the
weeks ahead. U.S. beef exports through the 1t 25 weeks of the year are +3%
and the USDA reported large export and new sale volumes for the week of June
234, including to China where lockdowns are easing.

Larger ratio of female cattle in slaughter indicatethe U.S.is ina herd liquidation phase, with
the share growing in 2022 due tointensifying droughtconditions
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Wholesale pork prices weakened last week due to a sharp double-digit decline
in spot belly prices. Rib and loin prices also fell after July 4% holiday buying
activity eased, although heavy ham prices gained on continued strong demand
by #1 ham export market Mexico. Hog prices have also surged in China,
offering some hope after extremely weak demand during H1. Although lean hog
futures closed lower on Friday, USDA’s latest quarterly hogs and pigs report
came in slightly bullish, showing a slight 1% decline in both the total number
inventory of hogs and the total inventory of commercial market hogs. The June
1 breeding inventory number of 6.17 million head was also 1% lower than year
ago levels. The breeding herd is now at its lowest level in 5 years, having
dropped 7% since pre-pandemic December 1 2019. Producer margins have
been hit by both high grain prices and lower exports. Through June 23, U.S.
pork muscle cut exports were 24% lower YOY, a decline of 230,000 tons. That
equates to a weekly reduction in exports of approximately 460 containers, a not
insignificant amount. Looking ahead, producers are indicating they intend to
farrow about 1% less hogs than they did a year ago during the June - August &
September - December quarters. This implies slightly lower pork harvest levels
and lower pork supplies for the remainder of this year. Through last week, U.S.
pork slaughter is -4.2% YOY while pork production is down 3.5%.

2022 June breeding hog inventory down 0.8% year-over-year

U.S. Breeding Hog Inventory on June 1
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2020: 642 mil head, +0.3%
2021: 623 mil head, -2.3%
2022: 517 mil head, -0.5%
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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

5/7/2022 -US$114.48/cwt. (-<1% from

MOVING AHEAD

With June 1 cattle on feed numbers the highest ever, analysts & beef buyers
are pondering when will the predicted tightness in live cattle supplies begin
to grip the market? In USDA’s latest monthly cattle census report, the
agency reported 11.846 million cattle were on feed on June 1, the highest
on record for this time of year. The number was +1% over June 1, 2021,
and a sign of the continued impact of drought on pastures and grazing
conditions. Specifically, drought is forcing younger calves and heifers into
feedlots, especially in the drought stricken southern plains. This means that
animals - on average - need more time on feed. During the 1st 5 months of
the year, placements of feeder cattle weighing under 700 pounds were 70K
head more than the Jan-May 2021 period, while placements of 800+ pound
cattle were 18k head lower YOY. While there is still a large pipeline of fed
cattle for processing plants, more signs of the inevitable tightening are
appearing. In May, placements of cattle into feedlots declined 2% YOY,
while marketings (i.e. cattle moving to harvest) increased by 2%. And while
the August fed cattle futures contract is trading at a discount to current cash
values, fed cattle prices last week reached a new high for the year.
Normally, fed cattle prices drift lower during the summer, but this year
prices have been grinding higher, supported in part by aggressive packer
buying and by a decline in the supply of USDA PRIME and CHOICE
carcasses. Lower grading carcasses from cattle in the southern plains have
created a widening spread between the values of fed cattle from southern
feedlots (e.g, Texas) and those from northern feedlots (e.g. Nebraska and
Iowa), where carcasses grade consistently above those from the south. The
high fed cattle prices in the north are already signaling a tightness in the fed
market, and despite the large total on-feed numbers. Looking ahead, there
is no question that the breeding herd is declining. The number of heifers on
feed are at their highest in 5 years, while the pace of cow slaughter has
exceeded the level during the last big cull in 2012 (see GRAPH previous
column). The increased heifer slaughter means that these breeding animals
are not returning to the herd to replace the cows that are being culled, all
adding up to lost U.S. production in the years ahead. In the next year or two,
the U.S. will have the lowest number of cows since the 1950s, ultimately
translating into lower beef supplies and a firmness to wholesale beef prices.

TRADE

Live hog prices in China have strengthened considerably in the last few
weeks, with faster growth registered in the last week. Yesterday, the
national average live hog price of RMB 22.82/kg. was 44% higher than a
month earlier, reaching the highest level since early May 2021. The recent
bull market appears to be driven by supply rather than demand factors. Hot
and rainy weather is anathema to consumption and heavy precipitation and
flooding in southern China has slowed the transport of live hogs from farms
to plants. Producers are also holding back sales in anticipation of further
price rises, causing hog weights to rise from the 115-118 kg range of early
May to the current level of 125 kgs. Announcements of reserve purchases
by the government have also propelled bullish sentiment; China’s
government has issued bids for 518,000 tons of pork so far this year.
Although the transacted volume of purchases has been far lower, the
government intention to set a floor price has helped market. In its most
recent bid on June 24t for 40K tons of reserve purchases, no transactions
were reported at the offer price of U.S. $1.71/lb. The state usually buys
picnics and/or hams for the reserves, cuts also favored by processors.
Foreign suppliers are hopeful that higher hog prices will translate into more
imports. China’s imports of pork muscle cuts in May of 125K tons were the
lowest since Feb 2019. Although demand has improved since the Shanghai
lockdowns of April and May, continued restrictions on foodservice
operations and population mobility difficulties are still negatives to a
resumption of pre-lockdown consumption behavior. Last week, the central
government announced an important relaxation in internal travel
requirements, which could help fuel domestic business travel and tourism.

China’s pork imports are closely related to domestic live hog prices

Top Exporter Pork Exports to China & China’s Live Hog Price
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Larger ratio of female cattle in slaughter indicatethe U.S.is ina herd liquidation phase, with

the share growing in 2022 due tointensifying droughtconditions
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2022 June breeding hog inventory down 0.8% year-over-year
U.S. Breeding Hog Inventory on June 1
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China’s pork imports are closely related to domestic live hog prices

Top Exporter Pork Exports to China & China’s Live Hog Price
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