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Note: Due to upcoming holidays, the next U.S. Meat Bulletin will be
published Oct 11.

SUPPLY & DEMAND

Last Friday, U.S. beef wholesale prices settled at their lowest level since March
2021. Drivers of the clear downward movement included domestic economic
fears, concern about the dollar strength’s impact on exports, and demand
weakness for increasing supplies of USDA SELECT product. Harvest activity -
with 667K head processed - was also robust, placing more product into sales
channels. Interestingly, USDA PRIME values, especially for ribs and loins,
remain elevated however, but this may be more due to an approximate 2.3%
YOY decline in the % of fed cattle grading PRIME to the current level of
approximately 7.6%. Last Friday’s monthly USDA cattle-on-feed report for
August showed relatively high placements of feeder cattle into lots during the
month. Despite clear signs of a dwindling cattle pipeline, the high placements -
with a high ratio of heifers in the mix - was somewhat expected given a
continuation of drought conditions in areas holding nearly 60% of all U.S. cattle.
But the marketing of cattle out of feedlots into plants was also higher than
expected, giving a more bullish longer-term tone to the report that showed that
total cattle on feed numbers on Sept 1 of 11.3 million head were slightly larger
than last year, and near record levels for this time of year. The industry is
expecting placements during this month will plummet given the shrinking herd.
U.S. beef exports during the week ending September 15 were large, including to
China, and despite reports of weakness in imported beef wholesale prices (see
TRADE next column).

Drought impacting pasture and range conditions

U.S. Pasture and Rangeland Conditions

1o0%
20% 23% 20%
BO%
70% = Very Poor
gLs Poor
50% 30% " = Fair
40% 30% eled Good
30% o0

20% = Excellent

o

Aug 23, 2019

Sep 19, 2021 Sep 12,2022 Sep 18, 2022

Source: USDA/NASS

Beef Choice Beef Cutout Value: 26/9/2022 - US$247.84 /cwt. (-2% from
19/9/2022)

The overall swoon in financial markets and consequent caution by institutional
buyers pushed the pork cutout value lower last week. Although the Mexican
peso has been surprisingly resilient against the dollar, currencies of other
major U.S. pork markets including Japan and Australia, and other Asian
commodity pork markets (see GRAPH below), are trading near recent historical
lows. And like for cattle, lean hog futures sold off last week as Wall Street grew
increasingly anxious about global macroeconomic conditions and a surging
dollar. Moreover, harvest numbers seasonally ramp up during Q4, and the
increase in supplies saw the December futures contract tumble toward the
weekend. Last week’s harvest of 2.538 million head was a 100K head uptick
from the previous week, with the extra pork supplies dampening prices of raw
material for further processors, including 42% & 72% trim, and boneless
picnics. Belly values were unsettled on the downside, while retail items
including loins and spareribs drifted lower. USDA will publish its next Hogs and
Pigs report Sept. 29 and that data will indicate the market hog supply pipeline
in the coming quarter. Despite concern over macro conditions, current demand
remains firm overall; retail pork prices remain near record high levels, but
demand is sustaining, helped in part by high poultry and egg prices (the latter
setting a record last week - see MOVING AHEAD next column). New U.S. pork
export sales during the week ending September 15 were nearly a quarter
higher than the previous 4 weeks, a somewhat surprising performance given
the b1g currency moves.

Comparative Daily Exchange Rates: Relative to U.S. Dollar
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Hog Cércass Cutout Value 26/9/2022 US$101 46/cwt (4—% from
19/9/2022)
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FHC Shanghai Global Food Trade Show: Nov 8-10, 2022
SIAL, Shanghai: December 7-9, 2022
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As consumers try and manage their rising food bills, competition between
core staple meat protein items is intensifying. In the U.S, analysts often
compare the relative prices & total spending on boneless chicken breasts,
pork chops and ground beef as bellwethers of consumer behavior toward
the protein complex. Values of all 3 of these staples are up sharply YOY, but
average retail prices of chicken breasts have grown the quickest.
Supermarket chicken breast prices are hitting new records as consumers
seek affordable protein options and as fast-food outlets heavily promote
chicken sandwiches. Chicken breast prices are now inverted with those of
pork chops, a historic anomaly (see GRAPH below.) And the ratio of ground
beef prices to chicken breasts in the last few months has been the lowest
since 2017. Interestingly, expenditures on chicken breasts are now
weakening relative to other chicken parts, with shoppers trading down to
cheaper legs and thighs. Consumers also appear to be trading down from
unprocessed/uncooked meats to processed meats. Average retail prices of
breakfast sausages, all meat frankfurters and luncheon meats have risen
14.4%, 18.3% & 18.2% respectively YOY through August, faster than price
increases for common raw red meat items. The price increases have come
despite rising U.S. meat production. But after increasing in 2020 & 2021,
total U.S. red meat & poultry production is set to decline - albeit slightly -
this year and next. USDA’s latest forecasts estimate that total 2022 U.S. red
meat and poultry production of 48.33 million tons will be 0.2% lower than
last year, with next year’s output falling another 0.4%. It is too early to
predict whether that drop is offset with weaker consumer spending
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China’s 278 thousand tons of August beef imports were a historically large
monthly volume, and of any market. The tonnage was 30% higher than the
beef import volume of all other Asian markets combined, including Japan,
Korea, Taiwan, HK, and those comprising SE Asia. January-August China
beef imports are up 12% in volume, but 52% in value with the 8-month
total beef import bill standing at $11.56 billion. The August record narrowly
beat July volumes, which at the time, were also record high. China’s beef
imports are now close to outpacing pork and on a value basis, beef is
China’s biggest meat import by a wide margin. Reports are surfacing that
the unprecedented beef imports are currently causing a pileup in
inventories and downward pressure on wholesale prices, especially for
grass-fed Brazilian product. That decline is yet to be evident in import
values according to PRC trade data through August (see GRAPH below), but
last week industry publications noted that recent offers out of South
America had weakened. Last week, beef market sentiment took another hit
with USDA’s release of its latest 2023 trade estimates in which it forecast a
20% decline in Chinese beef imports from this year’s predicted 3.1-million-
ton level to 2.5 million tons. USDA cited the impacts of ongoing CoVID-zero
policies on China’s foodservice industry as a factor contributing to its
negative outlook, as well as weaker macroeconomic conditions. The
weakening RMB is also challenging traders; the currency has dropped
12+% since the end of Q1. Optimists counter that the short-term market
dislocations were inevitable given the mid-summer bunching of large
import arrivals, and that longer term, beef demand will grow as CoVID
restrictions are generally loosened, especially within the restaurant sector.
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