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SUPPLY & DEMAND

Wholesale beef values increased last week despite mixed messaging on overall
consumer demand. The USDA CHOICE cutout closed last week at the highest
level since the last week of August. USDA CHOICE chuck rolls are enjoying good
demand, with reference prices at levels not seen since last September. CHOICE
shoulder clod values are also firm. As with the preceding several weeks, last
week’s harvest of 668K head was relatively high, and processors were seeking
cattle as rising wholesale beef prices were helping offset increasing fed cattle
costs. Average fed steer prices last week in 5 major feedlot areas exceeded U.S.
$1.50/1b. liveweight for the 1st time since August 2015. As we reported last
week, the total U.S. cattle on feed number on October 1 fell below the year-
earlier number for the 1sttime in a year & the outlook is for the supply pipeline
to grow tighter. According to new analysis by the Livestock Marketing
Information Center (LMIC), the pace of female cattle slaughter - beef cows + fed
heifers - is in unprecedented territory this year. With the harvest of females up
nearly 750K head YOY, LMIC estimates the Jan 1, 2023, beef cow herd could be -
4.8% below the Jan 1, 2022, inventory. That would be one of the sharpest YOY
drops ever. Heifers currently on feed accounted for a very high 40% of all cattle
in feedlots on October 1, one of the highest ratios since 2001. According to
weekly USDA export data, shipments of muscle cuts overseas through the week
of October 20 were +2% although activity since August has been slightly lower
than that in the late spring and summer. The strong US dollar has continued to
constitute a major headwind to exports, especially to Asian markets where
almost all currencies have noticeably weakened (see TRADE next column).
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Beef Choice Beef Cutout Value: 31/10/2022 - US$263.65/cwt. (+2% from
24/10/2022)

The pork cutout dipped again last week, touching the 2nd lowest level since
February after the last week of September. Values of all pork primals dropped
week-on-week, with volatility hitting the spot belly market. Heavy bone-in ham
values dropped on flat to weak domestic and international demand. Boneless
ham values also fell, although they still remain 40+% higher than 2019. Despite
the drift lower of wholesale pork prices, activity in lean hog futures remains
bullish as analysts continue to predict tighter pork supplies ahead. Year-to-date
estimated U.S. pork production is down 2.4% from the pace of last year with
slaughter down 2.9%. Live and dressed hog weights are down 2 & 1 pounds
respectively YOY. Total pork in cold storage is near the most recent five-year
average, but the tightness of turkey supplies is helping keep a floor under pork
prices. Pork exports during the week ending October 20 were the highest since
June, but new overseas sales were lackluster. China’s pork price rally stalled
last week, with the government requesting processors to step up harvest
activity. Both the China central government and provincial governments have
been announcing reserve sales into the market in order to dampen the rise in
consumer pork prices.
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Hog Carcass Cutout Value: 31/10/2022 -US$99.94/cwt. (-2% from
24/10/2022)

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

MOVING AHEAD

Twenty-two years ago, labor issues at supermarket giant Walmart
prompted the retailer to announce it was ending in-store meat cutting &
packaging and shifting to case-ready meats (CRM), pre-packed & portioned
product that is prepared off-site. Walmart’s move supercharged the CRM
movement which had started about a decade earlier and accelerated the
evolution of meat distribution & retailing in the U.S. Up to that time, and
since modern grocery retailing began in the U.S. in the 1930s, supermarkets
would purchase wholesale cuts of meat and have in-store butchers cut &
package product. Now, it is much more common for boxed or bulk proteins
to move from slaughter facilities to dedicated case-ready plants, such as
Tyson’s new Utah facility - now the nation’s largest CRM plant - where
product is fabricated and packaged into retail portions and trucked to
supermarket outlets. Today, CRMs now account for 83% of all packaged
proteins sold in supermarkets, according to a survey sponsored by Sealed
Air Corporation and its subsidiary Cryovac. Twenty years ago, the share
of CRM proteins stood at just under 50%. The benefits to supermarkets of
merchandising CRMs are obvious; less labor requirements, enhanced food
safety, longer shelf lives, fixed price/weight options (31% of CRM packages
are fixed weight), and options to merchandize CRMs as fresh or frozen. The
variety of CRMs from processors is also far greater than what back-of-store
butchers can easily provide. Consumers, who once cherished the freshness
of product cut in-store, now accept, and trust pre-packaged meats. And this
trust has grown with the popularization of online fresh grocery shopping.
Freshness remains a main meat purchasing attribute, and CRM packaging is
evolving from the simple PVC tray overwrap to more vacuum package
options, including saddle packs, shrink bags and vacuum skin. According to
Sealed Air, vacuum packaged CRMs account for 32% of all SKUs, up from
9% two decades ago. PVC wrapped products now account for only 28% of
packages, far less than the 51% in 2002. Over 95% of chicken and turkey
SKUs are sold as CRMs, while beef is the protein where in-store cutting is
still the most prevalent. Still, Sealed Air says 71% of beef items sold are in
case ready form. Sealed Air’s study drew data from observations of 180,000
packages across 20,000 SKUs from 152 stores in 97 cities representing 74
different retail companies.

TRADE

Korea’s Jan-Sept combined beef & pork imports - both in volume & value
terms - were record large, testimony to a recovery in demand following the
lifting of remaining CoVID restrictions. Pork imports swooned over the last
few years due to aggressive China buying of European products & high
prices, while beef purchases - and consumption - have continued to steadily
grow. Korean beef buyers front-loaded purchases earlier in the year due to
expectations that prices would rise, and inventories ballooned. However,
stocks are now manageable and more favorable pricing on some Asian beef
cuts compared to earlier in the year is incentivizing new buying. To be sure,
imports still face headwinds. The Korean won has dropped 9.3% since July
1 and 19% from Jan 1. There is also growing consumer anxiety over
inflation & food costs. Major Korean supermarket chains are currently
running a variety of discount promotions but are facing consumers that are
tightening their belts as inflation pinches and interest rates rise. Still,
consumers are expected to adjust seafood & vegetable buying more than
that for meat, and beef consumption continues to rise overall with more
ready-to-cook and ready-to-heat options available at retail outlets. To
minimize the impact of a falling currency, the Korean government
implemented a 100K ton zero duty tariff rate quota on beef imports on July
20. Although that tonnage has now been exhausted, the policy helped bring
some relief to Korea’s overall beef import bill. Allocations under a similar
70K ton zero-duty quota for pork are still available, but 90% of Korean pork
imports were already entering the market tariff-free under terms of Korea’s
many free trade agreements. Korea is the largest export destination for US
beefin value terms, and the 5% largest pork market.
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