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SUPPLY & DEMAND

The USDA CHOICE beef cutout value moved lower last week on unsettled
trading and seasonal early spring institutional demand weakness. Beef
processing plant margins are under pressure as wholesale boxed beef product
values moved lower for the 4t week while live fed cattle prices firmed.
According to Cattle Buyers Weekly, the CHOICE beef cutout is 7.2% lower than
the same week last year while cattle prices are +14% from year-ago levels. Last
week’s harvest of 641K head was on the low side, suggesting packers were
trying to fine tune beef supplies in line with seasonally weak purchasing
activity. Normally this would pressure live cattle prices and although fed live
cattle prices remained largely steady week-on week through last Friday,
market sentiment is bullish, with USDA'’s latest cattle inventory report showing
cattle population declines across all players in the supply chain (see MOVING
AHEAD next column). The cattle cycle is clearly on a downward trajectory, and
analysts expect that any upturn in breeding cow numbers may not occur until
2024 or 2025. Conditions for cow-calf producers remain challenging, with high
grain prices, high input prices & interest rates, drought, & inflation
discouraging re-stocking sentiment. Despite the seasonal weakness, overall
beef demand remains steady, and values of USDA SELECT product increased
last week, reflecting lower supplies of leaner product. That said, domestic U.S.
beef demand in the months ahead remains somewhat precarious as economic
conditions deteriorate. There is already some evidence of consumers trading
down on the beef they purchase & total red meat & poultry supplies continue to
increase. On the other hand, U.S. beef export demand looks to be strong so far
this year, with weekly data showing overseas shipments during the 1st 4 weeks
of the year +10% YOY.

Prices are expected to be higher in 2023 on tighter cattle supplies with current futures
nearing the 2014/2015 highs during that rebuilding phase of the cattle cycle

Live Steer Prices & Futures

Cash prices up 14% from
2022 and up 43% from
2021 in late January

Source: USDA/AMS & CME closing futures prices on Feb 1, 2022

Beef Choice Beef Cutout Value: 6/2/2023 - US$266.57 /cwt. (+<1% from
31/1/2023)

Wholesale pork prices remained steady through last week, with the USDA
reference pork cutout value hovering near a 2-year low. Lackluster domestic &
export demand was reported in the ham & belly complexes, while spot
wholesale loin prices to retailers were also lower. The frigid weather front on
the eastern coast also disrupted demand & supply logistics. Despite the cold
weather in the U.S. this winter, U.S. hog slaughter volumes - through the end of
last week - are +3% from the pace of a year ago. Lean hog futures contracts
staged a weak rally from near 4-month lows, but traders remain cautious given
the weakness in cash wholesale markets. On the positive side, pork muscle cut
exports during the week ending Jan 26t were the highest since last November,
with robust volumes shipped to Mexico, China and even Taiwan, which was
battered last year by negative press about U.S. pork safety. High shipments
were also reported for Japan & Korea. The U.S. hog industry continues to
watch the China market closely for new signs of life following the ending of all
CoVID restrictions. All CoVID related travel barriers between the mainland and
HK were lifted yesterday Feb 6, another important indicator of China’s return
to normalcy. Its domestic hog market however continues to be defined by large
supplies and tepid demand. Optimists believe China is currently seeing its
seasonal spring low & will receive a lift as schools re-open in mid-February.

U.S. Hog Slaughter
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Hog Carcass Cutout Value: 6/2/2023-US$81.62/cwt.
31/1/2023)
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Twice a year, USDA'’s statistical bureau (NASS) publishes nationwide cattle
inventory estimates. Last week, NASS issued its Jan 1, 2023, inventory
estimates and the data - while largely in line with analysts’ estimates -
starkly illustrate the U.S. cattle herd contraction underway. Most
significantly, the U.S. beef cow breeding herd, on Jan. 1, 2023, of 28.9 million
head, was a 4% drop from the level of a year-ago and was the lowest in
modern history. Beef replacement heifers totaled 5.16 million head, a sharp
-6% from Jan 1, 2022. Finally, all cattle and calves in the United States as of
Jan. 1, 2023, totaled 89.3 million head, -3% the 92.1 million head a year
earlier. The less-than-expected 2% decline in the 2022 calf crop (total 34.2
million head) provided some hope that this year’s fed cattle pipeline will
not show a severe tightening. Cow-calf producers are constantly weighing
production variables and deciding how many female animals to hold back
for breeding. The new NASS numbers show that producers last year sold
female calves to feedlots for fattening rather than retaining them for
breeding, yielding more beef in 2022 but setting up this year for noticeably
tighter supplies. Given that long range forecasts call for a transition from
the drought-inducing La Nifia weather pattern to more normal-to-wetter El
Nifio conditions, producers could hold back even more females starting this
year if pasture conditions improve, especially if live cattle prices continue to
rise. That said, costs on cow-calf operations remain high, and the impact of
drought is still being felt by the industry, e.g., stocks of hay, used by
operators for critical feed over the winter months, are at their lowest level
in 50 years. To compile its report, USDA collected data from 35,400
randomly sampled small-to-large operators.
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Despite lockdown conditions in the late spring & high virus infections
during Q4, China imported a record 2.73 million tons of beef last year, an
increase of 15+% over last year’s then-record volume. The increase in
tonnage alone equates to 2.5X total Taiwan beef imports. What was
somewhat surprising was the steady - and large - pace of imports despite
the CoVID obstacles. December 2022 Chinese beef imports of 255K tons
were in the top ten volume import months ever, although average import
prices dropped as warehouses filled & wholesale prices slumped. Total
grain-fed beef imports last year, led by the U.S.’s 178K tons, were in the
range of 250K tons, not including product from Russia and Belarus. Grain-
fed YOY shipment growth of less than 10% was less than that of total
imports but were somewhat limited by market access issues that crimped
Canadian exports throughout last year. Total China pork imports last year
dropped 42% to under 2.8 million tons. The YOY drop equated to just over
2 million tons, larger than total imports by any other market. China's own
pork production increased 4.6% YOY in 2022, reaching 55.41 million tons.
The increase in domestic output thus roughly matched the decline in
imports. China’s total lamb imports last year of 358K tons were 13% lower
than that of 2021, reflecting the slowdown in restaurant hot pot sales which
account for a majority of imported lamb usage. Total 2022 poultry imports
declined 11% to 1.32 million tons, taking China’s total meat & poultry trade
to 7.4 million tons, a 21% drop from that of last year, but still the 3 largest
import year on record.
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Prices are expected to be higher in 2023 on tighter cattle supplies with current futures
nearing the 2014/2015 highs during that rebuilding phase of the cattle cycle

Live Steer Prices & Futures

Cash prices up 14% from
2022 and up 43% from
2021 1in late January.
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China : total beef & pork imports
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