U.S. Meat Bulletin

February 1, 2023 Volume XV | Issue 2.1
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SUPPLY & DEMAND

Wholesale beef prices moved lower through last Friday but firmed during the
1st two days of this week. After a tepid market over the last few weeks,
February is beginning with more optimism, both in beef & live cattle complex.
Frigid weather in the cattle heartland is affecting cattle feeding performance,
resulting in significantly lighter average weights for fed steers & heifers
entering plants in recent weeks (see MOVING AHEAD next column). Optimists
believe that even if temperatures rise in the early spring, the impact of the
weather will continue to adversely affect weights through April or May. This is
adding bullishness to a market that was already expecting tightening cyclical
conditions. USDA’s Jan 20 cattle on feed report offered clear evidence of the
contraction underway in U.S. cattle supplies. First, the Jan 1, 2023, cattle on
feed inventory totaled 11.7 million head, 3% under a year earlier. Cattle placed
on feed during December totaled 1.8 million head, 8% below December 2021.
Total U.S. beef production in December was 5.8% lower than the same month in
2021. One data point worth noting was the number of heifers on feed as of Jan
1. The 4.65 million head of female animals in feedlots was only slightly below
year-earlier levels, suggesting that cow-calf operators still are not seeing
incentives to hold back more females for breeding, despite the outlook for
higher cattle prices as the cattle cycle further contracts. Some analysts believe
the high costs of inputs, such as feed, hay and fuel are discouraging expansion,
and drought conditions - though improving - are still challenging producers.
On the beef export side, eyes are on China, where the epidemic curve moved
faster than forecast, leading to hopes of a quicker recovery in restaurant traffic
& overall consumer demand. Wholesale imported beef prices are starting the
New year on a firmer footing.

Steer weights averaged a record 910 lbs. in 2022, up from 208 Ibs. in 2020 and 206 Ibs. in 2021;
steer weights trended lower from December 2022 into January 2023

Early Jan 2023 avg. steer carcass weight 519 Ibs., down 1.0 year -over-year
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Beef Choice Beef Cutout Value: 31/1/2023 - US$266.09/cwt. (-4% from
13/1/2023)

Wholesale pork prices were mixed last week, with modest firmness in bone-in
ham values being offset by weakness in boneless product. Analysts described
deli meat demand as being weak. The February lean hog futures contract closed
last Friday at a 3 % month low as market players try and reconcile USDA’s
forecast of tighter live hog supplies early this year with actual harvest numbers
that are running - through last Friday - +2.2% above the pace of a year ago.
Interestingly, the high harvest activity so far this year came after a sharp 7.2%
YOY drop in December pork output. Pork may also be receiving some pressure
from poultry, which is piling up in cold storages after production ramped up
during the late summer and fall of last year. With food inflation remaining front
& center for both consumers and institutional users, restaurants have cheered
the roughly 25% price drop on chicken breasts, wings, and tenders since their
high point last mid-summer. U.S. pork stocks stored in freezers storage moved
upwards toward pre-covid levels earlier in 2022 and have been close to the
previous 5-year average since May. At the end of December, pork stocks in cold
storage were +16% from last year but down 4.1% from the previous 5-year
average and down 21% from 2019. On the export side, China’s live hog prices
following the Lunar New Year’s holiday were even-to-weaker to pre-holiday
levels, & overall demand for pork will enter a seasonal low.

Pork in Cold Storage
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Hog Carcass Cutout Value: 31/1/2023-US$80.25/cwt. (-2% from
13/1/2023)

ACTIVITIES:
Food & Hotel Asia, Singapore: April 25-28, 2023
SIAL, Shanghai: May 18-20, 2023

MOVING AHEAD

Falling U.S. fed cattle weights have been a hot topic of discussion over the
last 2 weeks. Given that U.S. beef output is already under pressure due to
the downturn in the cattle cycle, any reduction in cattle weights will
exacerbate the tight supply situation. Average fed steer & heifer weights -
blended - are currently estimated to be -1.9% or 17 pounds below year-ago
levels. Weights of some cattle moving recently into plants in Colorado,
Kansas and Nebraska are 40-200 pounds off of what would be considered
‘normal’. The lighter animals, combined with lower cattle harvest numbers,
led to lower beef production in January; the U.S. beef supply during January
was approximately -2.5% to Jan 2022. Harsh weather adversely affects
cattle feeding performance and is being blamed for the weight downturn.
To be sure, winter weather always challenges feedlot operators, but in the
last few weeks, many fed cattle have been sold light by operators who see
more adverse weather in the forecast & who don’t want to risk animals
spending additional days on pricey feed without return. That said, a
percentage or two drop in average cattle weights is likely temporary & is
contrary to the historical trend. Over the last two decades, cattle have
clearly been getting heavier (see GRAPH below). Since 1970, average cattle
weights have increased by a sharp 30%, leading to total U.S. beef
production increasing roughly 25%, while total cattle inventories have
fallen. While processing plants still apply discounts to heavier (&
underweight) cattle, large animals have become more acceptable over time,
with plants realizing a bigger carcass produces more beef per animal & at
steady operating costs. Currently, according to USDA data, the current
average discount for carcasses over 900 pounds - considered an upper
threshold for the 600-900-pound normal sized animal - is roughly U.S. $
0.077/lb. Some think that upper limit of getting hit with discounts will
continue to increase. And while there is still some concern about the fact
that heavier carcasses yield thinner steaks to those institutions serving
fixed weight portions, the market appears to be somewhat adjusting to
managing larger animals.
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TRADE

Korea imported a record volume of beef in 2022, and despite disruptions to the
economy in Q2 when the Omicron wave rolled over large swaths of the
population causing restaurant traffic to swoon. Imports of U.S. beef also hit a
record at 265K tons, accounting for 52% of total trade. On the pork side, total
imports rebounded sharply, with the tonnage the 2"d largest on record (see
GRAPHS below). The trade expects more difficult conditions in 2023. Korea
continues to battle two-decades high inflation, & economic growth is forecast to
be anemic this year. USMEF forecasts that total beef imports this year will be
steady or decline slightly. Headwinds include the weak economy, high imported
beef stocks, & high inventories of local Hanwoo cattle. Australia, Korea’'s #2
supplier, will also have more exportable grass-fed product available this year.
Last year, Korean buyers went long on imports of U.S. beef expecting prices to
jump because of the turn of the U.S. cattle cycle & strong competition from China
buyers. But wholesale U.S. beef prices remained stable through last year, and
China buying slipped during Q4 due to CoVID outbreaks & a rapid contraction of
foodservice sales during the peak pandemic period. A silver lining on the trade
side is the Korean government’s extension of temporary zero duties on a number
of commodity imports, including pork, chicken, and cooking oil. Korea
announced last July that it would allow 100K tons of duty-free imports, but the
quota ran out in mid-October and has not been extended. U.S. beef imports in
2023 are subject to an 8% duty while Aussie product is assessed 13.3%.
Korea : total beef & pork imports
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steer weights trended lower from December 2022 into January 2023

Early Jan 2023 avg. steer carcass weight 919 Ibs., down 1.0% year -over-year
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Steer weights averaged a record 910 |bs. in 2022, up from 208 Ibs. in 2020 and 306 Ibs. in 2021;
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Historical Increase in Carcass Weights
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Korea : total beef & pork imports
(Jan — Dec: ‘000 metric tons)
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