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SUPPLY & DEMAND

After remaining remarkably stable through most of last year, the U.S. beef
cutout has been noticeably strengthening since last December. Last Friday, the
USDA CHOICE composite value index closed at U.S. $2.84/lb., which was the
highest level since last February. All primals firmed last week except ribs,
which saw some post-holiday seasonal weakness. The recent rise is partly due
to the inclement weather in the U.S. and lower slaughter activity. Domestic beef
sales during the holiday period were robust, according to analysts, while retail
buying was steady to firm, providing bullish undertones to a market which
expects much tighter product supplies this year. On the demand side, as the U.S.
heads into the dead of winter in the next few months, domestic beef featuring
should be focusing on value roasts, especially those from the round. That said,
the demand outlook remains cloudy with continued predictions of recession
and belt tightening by inflation impacted consumers. On the trade side, weekly
data points to 2022 beef export volume ending in record territory (value will be
record high), but the pace of shipments fell during Q4 based on weak China
demand and the strong U.S. currency (see TRADE next column). On the
production side, fed live cattle prices are firm at the start of the 2023. This year
the predicted tightness in fed cattle supplies will be more noticeable, with last
year’s herd liquidation manifesting itself in a smaller fed cattle pipeline and
lower cattle on feed numbers. Feedlots are already paying more for calves.
According to cattle market analyst Derrell Peel, the value of a 500-pound steer
sold in Oklahoma auctions last week averaged just under $2.28/1b., +19% YOY.
The price of 800-pound steers averaged $1.81lb., +15% from a year ago.
Players in the feeder cattle futures market expect prices to rise further, with a
$26/cwt. premium currently in place for the November 2023 contract over the
nearby January contract. Recent cold weather in the U.S. has taken a toll on
cattle performance, with steer carcass weights of 920 pounds for the week
ending December 24 losing 7 pounds week-on-week.
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Beef Choice Beef Cutout Value: 9/1/2023 - US$286.14/cwt. (+8% from
20/12/2022)

Wholesale pork prices continued to weaken during the 1st full week of the year,
and despite a low weekly harvest number of 2.296 million head. Bone-in ham
markets were unsettled, but weakness in spot picnic and belly values helped
move the pork cutout value lower week-on-week. Lean hog futures settled last
week at a three-month low due to concerns about both domestic and
international demand. Unlike for cattle, hog weights have increased after
storms delayed the transport of hogs to processing plants. China remains a
major wild card for global pork demand. Although foodservice activity in major
urban areas is rebounding quickly, and the peak pork consumption period is
just 2 weeks away, live hog prices have drifted lower on concerns over a flush
live hog pipeline and possible lackluster overall demand as the country
undergoes a multi-month recovery from the Omicron tsunami. USMEF
estimates that the volume of the 2022 global pork trade declined by 10% to
10.6 million tons in 2022, a 1.2-million-ton decrease YOY. China accounted for
about 28% of global pork trade in 2022, down from a high of 46% in 2020.

MOVING AHEAD

Last December 28, the USDA released its latest Hogs and Pigs report, and
the latest quarterly data showed the Dec 1, 2022 inventory of all hogs and
pigs at the lowest level since 2016 (see GRAPH below). Lower numbers had
been forecast and reflected a drop in U.S. pork exports - largely due to
China’s fall in total pork import demand - and a slight pull back in producer
expansion sentiment due to rising grain and other input costs following the
start of the conflict in Ukraine. Although the fall in total hog numbers was
expected, the report showed that the U.S. swine breeding herd as of the
beginning of last month was slightly up year-on-year (6.154 million head
+0.5%), a surprise given the bearish undertones of last year’s pork market.
Some analysts believe that producers have adjusted to higher feed costs,
and that exports could rebound in 2023, especially now that China is
pivoting away from CoVID zero policies & the dollar’s appreciation has
stabilized. Back on the supply side, USDA’s report showed that the pipeline
of market hogs will be tighter over the next 5-6 months, with H1 2023
harvests forecast to run 2% below the pace of 2022. During the 2" half of
the year, the impact of the larger breeding herd suggests there will be a
modest increase in pork production in the summer and fall. Others believe
that stalled swine production productivity - as measured by pigs saved per
litter - could start to increase next year as farm labor shortages abate; the
difficulty farms had hiring workers last year has been blamed for gaps
opening in swine herd care, and thus the productivity of the herd. USDA
continues to forecast 2023 U.S. pork production to be 1% higher than last
year’s but 1.2% below 2021 output.

December total hog inventory down 1.8% year-over-year
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U.S. Total Hog Inventory on December 1

Source: USDA/NASS
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2020: 77.3 mil head, +0.6%

2021; 74.4 mil head, -3.7%

2022: 73.1 mil head, -1.8%
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Full year 2022 weekly USDA U.S. beef & pork export data is now available
and provides a clear picture of how big a driver China was for the U.S. red
meat industry. After running higher YOY for most weeks, the pace of weekly
beef exports to China slowed after October, finishing the year roughly even
with the volume shipped last year. On the pork side, the large rebound in
Chinese hog production and weak import demand caused a sharp drop in
imports from all suppliers, including the U.S. To be sure, except for the
standout pork business to Mexico, U.S. pork shipments slumped to other
major markets, in part due to aggressive EU pricing. Asian demand for U.S.
beef was surprisingly resilient last year despite the disruptions to
foodservice from the Omicron wave in the 1t half of the year and a strong
U.S. dollar in the 2nd half. Australia’s low product availability also helped
boost U.S. beef sales in the region. The table below includes reported U.S.
beef and pork weekly muscle cut shipments to top ten selected markets
through December 29t of last year; year-to-date figures for 2020 & 2021
included several more days of data respectively & thus year-on-year
comparisons are approximate. Full 2022-year monthly U.S. trade data will
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SIAL, Shanghai: May 18-20, 2023

** Less than 100 tons
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