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SUPPLY & DEMAND

Wholesale beef prices closed last Friday mostly even with the previous week.
Rib prices were steady, but values of primals associated with grilling, including
the flank and brisket, were lower as scorching heat hit many U.S. population
centers (see MOVING AHEAD). Beef prices continue to buck the historical trend
of summer weakness by staying firm, and despite increased harvest activity;
last week’s 674K head volume was one of the higher of this year. On the live
cattle side, the average fed steer price eased slightly last week to average U.S.
$140/cwt. USDA released its latest monthly cattle on feed report, showing that
the July 1 inventory of cattle in feedlots of 11.34 million head was slightly
above expectations, with the volume of cattle placed into feedlots during June
exceeding forecasts. Placements were higher in Colorado and Texas with
declines in Nebraska and Kansas. USDA also released its semi-annual total
cattle inventory report, and it showed all cattle and calves at 98.8 million head,
down 2% from 2021, and the lowest since the 98.1 million registered in 2015 at
this time of year. We will discuss that report in more detail next week. The
nation’s hot weather is currently pushing more cattle to markets, which should
accelerate the drop in feeder cattle supplies later this fall. This dynamic helped
push fed cattle futures modestly upward late last week and yesterday. While
investors see higher cattle prices ahead, there are still relatively large numbers
of animals in feedlots now. In spite of the strong dollar, new U.S. beef export
sales during the week ending July 14t were high, with large new orders
reported from Korea, Japan, and China. U.S. beef muscle cut exports through
the middle of July are +3% from last year’s record pace.
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Beef Choice Beef Cutout Value: 25/7/2022 - US$268.11/cwt. (-1% from
18/7/2022)

Pork wholesale prices surged again last week, as harvest levels remained low
and ham demand continued strong. The August lean hog futures contract
surged to a three-month high as investors followed the bullish sentiment in the
cash market. Lower hog weights are also helping to drive price firmness. High
temperatures affected a large part of the U.S. last week, and heat can affect hog
growth, with stress a particular risk during transport to plants. In addition to
strength in the ham market, spot belly prices also jumped, driven by seasonal
mid-summer bacon demand. Although most pork primal prices have
strengthened in recent weeks, rib values have drifted lower with some
specifications, including St. Louis, at the lowest levels since last April (see
GRAPH below). Interestingly, October lean hog futures are trading at a wide
discount to the August contract, a sign that investors believe the flow of live
hogs to plants will improve in the fall. U.S. pork exports continue to be sluggish,
except to Mexico, where high turkey prices are lifting the competitiveness of
pork. But U.S. pork is having difficulty in other price sensitive markets,
including Australia, the Philippines and China, especially over the last few
months as the dollar has hit recent historical high levels. China’s June pork
muscle cut imports of just over 122K tons were the lowest monthly volume
since March 2019 but there is still optimism for more trade later this year.

Pork St. Louis Spareribs

35.20

Source: USDASAMS, vacuum packed

Hog Carcass Cutout Value: 25/7/2022 -US$127.82/cwt. (+5% from
18/7/2022)

ACTIVITIES:

Food & Hotel Asia, Singapore: September 5-8, 2022
Restaurant and Bar, Hong Kong: September 6-8, 2022
FHC Shanghai Global Food Trade Show: Nov 8-10, 2022
SIAL, Shanghai: December 7-9, 2022

MOVING AHEAD

Last week, one-third of the USA’s 330 million inhabitants were baking
under extreme temperatures, with similar conditions prevailing in China
and Europe. Excessive heat affects both meat consumption and production.
On the consumption side, high temperatures can discourage outdoor
grilling activity, a reason that may be contributing to current weakness in
pork rib & beef brisket prices. That’s in theory though, and this summer
beef and pork wholesale beef prices have strengthened rather than weaken
as they do normally during the dog days of summer. Heat’s impact on
livestock production is much clearer. Heavier cattle, especially those in
feedlots, are susceptible to heat stress. Producers must pay attention to the
temperature-humidity index (THI), a combined measurement of heat & air
moisture levels. Humidity is especially important as cattle do not sweat
effectively and rely on respiration to cool themselves. Heat also reduces the
appetite of cattle, while also lowering feed conversion ratios. While the U.S.
southern plains are very hot during the summer, humidity is generally low.
This year though, dryness has particularly intensified across the southern
plains. Drought affects pasture growth, resulting in less grazing and a
reduction in the number of times farmers have been able to cut and bale
hay for winter feeding; current hay prices in parts of Texas are 60% higher
than just 3 months ago. Drought’s impact has accelerated what was already
a cyclical culling of the U.S. breeding herd; cow slaughter during the 1st half
of this year was +14.6%, with last Friday’s semi-annual cattle inventory
report providing fresh evidence of the trend. Although most U.S. hogs are
housed in temperature-controlled barns, swine are more susceptible to the
effects of heat stress than other farm animals, and producers must ensure
proper engineering of their enclosures to minimize heat risk.

TRADE

The globe’s pork exporters have high expectations for Chinese pork
imports during this 2nd half of the year, but is such bullishness warranted?
It’s too early to say, but the 1st half was unambiguously a challenging one for
traders. Demand has been weak with intermittent lockdowns, and
currently, due to seasonal summer slackness. According to official data,
national foodservice receipts dropped 15.6% YOY during Q2 2022. On the
optimistic side, the high demand season lies ahead, and domestic live hog &
pork prices have risen. In addition, factory activity has recovered, and
industrial employee canteens are important end-users of pork. Our recent
Bulletins have discussed the rise in live hog prices, but the wholesale cost of
fresh domestic pork muscle cuts used by China’s meat processors has
increased roughly 20% since June 1 to reach the U.S. $4,400/ton range.
That increases the spread between the wholesale cost of imported frozen
muscle cuts, and thus the incentive to import. That said, China market
analysts believe any further price rise may be gentler than earlier expected.
First, total pork supplies during the H2 were high. China’s National Bureau
of Statistics has announced that domestic pork production during the 1st
half of this year totaled 29.39 million tons, an 8.2% rise YOY. That's a
domestic supply increase equal to nearly 2.24 million tons. H1 total imports
of 1.312m tons were back to pre-ASF levels but when added to domestic
output, supplies were the highest ever for a Jan-June period (see GRAPH
below). Secondly, domestic pork producers are responding quickly to
positive market fundamentals. Most large publicly listed pork producing
companies experienced financial pressure during the 1st half of this year as
live hog market prices stayed below breakeven costs. But since the start of
the hog rally in mid-June, most production has been profitable & a number
of major expansion plans have been announced. With average farrow-to-
finish production costs currently in the range of U.S. $2.30 - $2.50/kg, and
live hog selling prices settling at $3.36/kg. Last Friday, even average
producers are earning U.S. $100+ per head. The values of all Dalian futures
contracts are also above production costs, providing some optimism for the
next 12 months. A final reason to expect more muted price growth ahead is
that the government is using its pork reserve buying and selling activity
more aggressively to try and tame price volatility. This effort has a new
sense of urgency as inflation - though tame by western standards - is
creeping up, with pork remaining a main component of China’s CPI index.

China: pork production + imports (Jan-Jun; volume)
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