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SUPPLY & DEMAND

The beef cutout last Friday closed higher week-on-week, with ribs and chucks
enjoying strength in wholesale markets. The firmness was encouraging given
that last week’s slaughter of 673K head was one of the largest weekly kills over
the past year. The percentage of fed cattle grading USDA CHOICE-or-higher is
also creeping back up, suggesting that demand is solid enough to absorb more
supplies of higher-priced beef. With Thanksgiving just under one-month off,
wholesale buyers are preparing purchasing plans for the holiday season. The
impact of tight turkey supplies could be giving momentum to alternative
showcase meat proteins, such as beef roasts. Moreover, most institutional users
of beef are aware of the prognosis of tighter fed cattle supplies ahead, which
could be prompting some front-loading of purchases. The contraction of the fed
cattle pipeline appears to be underway already, evidenced by steadily rising
live cattle prices; this past week, spot live fed steer prices moved $3-4/cwt.
higher than the previous week, with values hovering at the $148/cwt level in
the southern feedlot areas and $150-$153 in the north. USDA released its latest
monthly cattle-on-feed report last Friday and it showed that while total feedlot
numbers on October 1 were higher than the previous month, total inventories
on feed of 11.449 million head were below year-ago levels for the 1st time this
year. This month’s report also provided quarterly data on the composition of
cattle in feedlots, and it revealed an unprecedented number of female cattle in
the mix. A key conclusion is that while feedlots were able to pull more younger
animals into feedlots during this past summer, more heifers were also put on
feed due to drought conditions. The ratio of heifers on feed compared to all
cattle in feedlots is the highest in 20 years with analysts noting that the females
now on feed would have otherwise been used as cow replacements in the
breeding herd. Looking ahead in the shorter run, USDA’s report also showed
that the inventory of market-ready cattle continues to slowly adjust downward
with the numbers of animals on feed for more than 120 days now slightly
below year-ago levels.

Quarterly % of Heifers on Feed out of Total on Feed Inventory

30%

s X c X cE s X cEcE5cEc X cEcEcs=Z5§S5553853568=%
§5 5555555558538 58=222828=2¢8E%5

2007 2008 2000 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Beef Choice Beef Cutout Value: 24/10/2022 - US$257.92 /cwt. (+4% from
17/10/2022)

Last week, wholesale pork prices drifted lower on unsettled demand and a
higher seasonal weekly slaughter of 2.571 million head (see MOVING AHEAD
next column). That was still lower than the 2.606 million head harvested during
the same week last year, and in line with predictions that this year’s Q4 harvest
will be 1.5% lower than last year, the result of lower overall hog numbers.
Heavy bone-in ham values weakened slightly last week, but values are still
+65% over the 5-year average for this time of year. The pork complex
continues to get support from strong Mexican ham buying and a tight domestic
turkey situation. Mexico purchases have continued to be strong, with buyers
being aided in part by the resilience of the Peso. USDA weekly data shows that
during the 4-week period ending October 1, Mexico purchased 64+K tons of U.S.
pork, up from just under 34K tons reported as new sales during the prior 4
weeks ending Sept 8. On the domestic side, analysts are pondering to what
extent the short supply of turkey will affect pork prices, and lead to more U.S.
households building holiday parties around ham menus. The U.S. turkey
industry has been facing challenges since 2019, when prices crashed. The
pandemic then hit Thanksgiving gatherings, and this year, Al has caused the
death of over 7 million birds. While that represents only 3.6% of the U.S. turkey
population according to USDA estimates, the supply and price impacts have
been noticeable. According to Urner Barry, the average retail price last week for
a frozen turkey was U.S. $1.99/1b, +73% from a year earlier. The more bullish
outlook for export & domestic pork demand for Q4 has pushed the December
lean hog futures contract up sharply this month. Market bulls are also closely
watching rising pork prices in China, where the average value of the lean pork
carcass index has increased 17% since October 1.

Hog Carcass Cutout Value: 24/10/2022 -US$101.93/cwt. (-2% from
17/10/2022)

ACTIVITIES:
FHC Shanghai Global Food Trade Show: Nov 20-22, 2022
SIAL, Shanghai: December 7-9, 2022

MARKET MAKERS

The USA’s 2 largest standalone grocery retailers will merge under a $24.6
billion buyout deal by Kroger over rival retailer Albertsons. Combined,
the group operates over 6,000 outlets across the country. Because of the
market dominance of both operators, the deal will be scrutinized by the
Federal Trade Commission to ensure the new single entity will not impact
grocery prices. The companies have stated that the merger will result in
lower food prices through cross savings realized in newly found efficiencies
and scaling. Currently, Kroger is the second-largest grocer by market share
in the United States, behind Walmart, and Albertsons is the 4th, after
Costco.

MOVING AHEAD

October is National Pork Month in the U.S. Traditionally, fall was the season
when a single backyard hog, or a group, would be harvested before the
onset of the winter cold. Hogs were broken down & processed with cuts
like bellies and hams being smoked for preservation, other cuts undergoing
pickling, while pig fat was stored for soap-making and cooking. Offal such as
intestines, livers and lungs were consumed quickly. U.S. pork production is
now much less seasonal, although Q4 harvest activity remains the busiest
harvest period of the year. On the consumption side, pork month sees some
additional featuring of the protein at retailers and restaurants, although the
high percentage of pork that is now further processed into daily items like
deli meats, bacon and pizza toppings translates into less seasonal usage
patterns. Fall pork consumption highlights include the grilling of pork
bratwurst at pre-game football matches as well as the preparation of more
pork roast items such as the pork crown roast. Tamales - often containing
slow cooked pork shoulder meat - are also popular around Christmas time
among the USA’s 65 million strong Hispanic population. New pork featuring
trends this year include more case-ready fresh pork offerings & premium
pork selections. Tyson’s new Chairman’s Reserve premium pork is selected
according to more strict color and PH standards, and promises a more
elevated quality standard to foodservice operators. Creekstone Farms is
featuring it's All Natural Duroc Pork Spiral Ham in its gifting selections. And
premium sausage makers such as Niman Ranch see good demand for their
craft beer-infused products. At the mass market end, sales of ground pork
have grown this year among budget conscious consumers worried about
inflation. Analysts believe fresh pork - especially items that can be grilled or
roasted - has garnered new interest among U.S. consumers since USDA
lowered its minimum safe cooking temperature recommendation in 2011
to 145F from 160F. Around the world, pork is often fully cooked in order to
destroy parasites, but the incidence of human parasite infections in the U.S.
has been extremely low for decades and mostly associated with wild game
meat, not pork.

TRADE

Another U.S. beef export milestone was reached in August when China - for
the 1st time ever - became the #1 export destination for U.S. beef in value
terms (see GRAPH below). For the 1st 8 months of 2022 exports, China
ranked 3t in market size (value = U.S. $1.464 billion) behind #2 Japan
($1.658B) and #1 Korea (U.S. $1.926B). U.S. monthly beef sales to Korea 1st
outpaced Japan in early 2019 after the latter held the top spot for decades,
but during the pandemic, the #1 & #2 markets have traded the top spots
depending on the month. In terms of unit value, and among the top 6 U.S.
beef markets, Taiwan was #1 for the Jan-August period, with an average
per-ton export value of U.S. $11,730. Following were Korea ($9,809), China
($9,140), Canada ($8,184), Japan ($8,130) and Mexico ($5,886). U.S. beef
faces the most headwinds in Japan, with the Jan 1 to October 21
appreciation of the dollar the most pronounced against the Yen (+33%).
The dollar has gained 21% on the Korean Won since Jan 1, and 14% against
the RMB. The average per-ton monthly value of U.S. beef exports between
January & August predictably fell for all top #3 markets: Korea (-19%),
Japan (-9%), & China (-8%).
U.S. beef exports to top markets; monthly (value)
Jan 2020 - August 2022
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U.S. beef exports to top markets; monthly (value)
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