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Note: The next U.S. Meat Bulletin will be published September 20.
SUPPLY & DEMAND

Wholesale beef prices were mixed last week, with USDA CHOICE ribs, loins &
chucks trading lower, while all USDA SELECT cuts found strength. U.S. retailers
have been more aggressive advertising and promoting beef for Labor Day, as
average consumer prices for meat are approximately 20% lower than year ago
levels. But airwaves over this past week’s long weekend were also full of ads
promoting chicken sandwiches, so the protein space remains competitive. In
addition, the public remains concerned over inflation and in the past few
weeks, consumers have been preparing for back-to-school expenditures. That
said, food spending remains +15% from last year’s pace (see GRAPH below),
although buyers are getting less product for each dollar spent. Live fed cattle
prices fell back last week after a 3-week rally but remain high at U.S. $1.45/Ib.
liveweight. Cow slaughter has been counter seasonally falling due to recent
monsoon rains in the drought-stricken SW. Cow culling normally increases into
the fall then declines in winter months, but the rain has encouraged some re-
stocking by SW cow-calf operators.

Combined grocery and foodservice sales were up 15% from
last year for Jan —July 2022
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Beef Choice Beef Cutout Value: 2/9/2022 - US$259.42/cwt. (-2% from
22/8/2022)

Wholesale pork prices eased again last week despite continued muted
slaughter levels and steady domestic demand. The pork cutout has fallen
approximately 18% since early August, with the composite value last week
hitting its lowest level since mid-May. Average live hog weights have been
heavy this year, and this is partially offsetting the lower slaughter activity.
Market hog weights seasonally trend higher from September through
November, but data shows that swine have been gradually getting heavier over
the last several decades (see GRAPH below & MOVING AHEAD next column.)
Live hog values & futures have been following pork prices down. The CME’s
Lean Hog Index, a two-day weighted average of cash hog prices, fell at the
weekend to $1.06/1b., the lowest since June 2. USDA is upgrading its weekly
Export Sales reporting system, so no data will be available until this or next
week. The latest report from mid-August showed that total U.S. pork muscle cut
exports were -21% the pace of a year ago, with large double digit decreases for
top markets China, Australia, Canada, Hong Kong & Philippines. Exports to
#2 and #3 markets Japan & Korea were down 6% & 3% respectively according
to the weekly data, showing surprising resilience despite sharp drops in their
currencies and buying power (see TRADE).

Historical Increase in Carcass Weights

Barrow and Gilt Carcass Weights
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ACTIVITIES:

Food & Hotel Asia, Singapore: September 5-8, 2022 (THIS WEEK)
Restaurant and Bar, Hong Kong: September 6-8, 2022 (THIS WEEK)
FHC Shanghai Global Food Trade Show: Nov 8-10, 2022

SIAL, Shanghai: December 7-9, 2022

MARKET MAKERS

Sustainable Beef LLC’s widely anticipated new beef processing enterprise
has a new investor. Retail giant Walmart has announced it will acquire a
minority stake in the North Platte, Nebraska project. News reports state
that Walmart’s investment will help Sustainable Beef LLC open their beef
processing facility by late 2024 after groundbreaking takes place next
month.

MOVING AHEAD

USDA'’s top economists at its Economic Research Service have published a
new macro analysis of the fundamental structural changes the U.S. hog
industry has undergone over the past 20 years. Utilizing a bevy of census
and survey data, USDA shows that during the 2-decade period from 1997 to
2017 the number of U.S. hog farms dramatically declined, the size of the
typical U.S. hog farm grew significantly, and the geographic pattern of hog
production shifted. Most importantly, the hog industry has gradually moved
to more specialized operations. In the past, U.S. farms raised hogs from
birth to slaughter, but now more operations are specializing in contract
feeder-to-finish production models. In 1992, only 3% of all operations -
accounting for 5% of total hogs marketed - produced market hogs under a
contractual arrangement. By 2015, this share increased to more than 50%,
accounting for 69% percent of production. The average scale of operations
increased; in 1992, per farm marketing hog output was 945 head, but by
2015, an average operator produced 8,721 head. Driving the structural shift
were technological advancements that improved productivity. Larger
confined housing for hogs at all phases of production allowed for the
development of the all-in/all-out management model (grouping hogs of
similar ages and weights through the different growth stages) and the
increased use of phase feeding (i.e., shifting diets to meet nutritional needs
as hogs mature). These production systems reduced the risk of the spread
of disease and improved feed efficiency, thus reducing overall production
costs. From 1992 to 2015, real feed costs decreased for feeder-to-finish
operations, while feed expenses for farrow-to-finish operations
experienced more variability. Production systems vary by region; around
the east coast production base centered on North Carolina, contract
production dominates the hog industry, with 91% of hogs sold there in
2017 coming from operators utilizing this model. In the Midwest states of
Iowa and Minnesota, there is a more even split between independent and
contract operations, with 59% percent of hogs sold under contract there in
2017. The typical Midwest operation also farmed more acres of their own
cropland. Other changes in the industry that have affected production
methods, costs and efficiencies include new stricter guidelines for antibiotic
use, and changes in manure handling and storage as sustainability concerns
grew. The study concludes by noting that over the 20-year period, total
pork production grew significantly; interestingly, domestic U.S. pork
consumption remained flat, but increased exports allowed the overall
industry to remain profitable while expanding.

TRADE

Major meat exporting countries have been concerned about the weakening
Japanese Yen and Korean Won versus major currencies, especially the U.S.
dollar, but through July, the combined volume of total beef & pork imports
by both nations of 1.736 million tons was the 2nd largest ever over this 7-
month time. Total import value of $10.1 billion was record large. The
Japanese Yen last week briefly touched the Yen 140 = U.S. $1 following the
U.S. Federal Reserve’s signal last week that it would continue to raise
interest rates to combat inflation. The devaluations should pressure prices
of imported meat upward, but MEF data shows that some popular U.S. beef
items in Japan are lower in wholesale value now than at the end of Q2. How
long traders can hold steady prices to end-users remains unknown, but
there is no question that the sharp currency movements will result in
changes in export pricing or wholesale prices, or both.
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