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SUPPLY & DEMAND

The beef cutout ground higher last week to its highest level in a year. Support
was provided by a bullish cattle-on-feed on report, and a low harvest week
(617K head, -5% YOY). Reference values for higher graded loins, ribs and
briskets advanced as buyers front loaded supplies in anticipation of lower beef
production and the onset of the spring outdoor grilling & smoking season.
Wholesale steak cut values last week were at their highest level ever for this
late February period. Lower YOY cattle weights are adding a firm undertone to
what is already a bull market. Live fed cattle prices moved $2/cwt. higher
through last week (to $164-164.50/cwt. live and $260-$262 dressed carcass
basis) on tightening fundamentals & improving packer margins. USDA released
its latest monthly cattle on feed report last Friday & it showed cattle-on-feed
inventories as of February 1 down 4% from Feb 1, 2022, placements into
feedlots during January down 4% but cattle sold to plants during January up
4%. The report confirmed the tightening cattle pipeline with analysts stating
that January 2023 was likely the last month for many in which harvests were
larger YOY. In its Agricultural Outlook paper published last week, the USDA
forecast a 6% YOY decline in U.S. beef output this year, noting that beef cow
slaughter later in the year is expected to decline sharply due to lower
inventories, stronger cow-calf returns and improved forage conditions. The
average fed steer price for 2023 is predicted to reach $1.59/1b., approximately
$0.15/Ib. (+10%) higher than the 2022 average. USDA is also predicting a
decline in 2023 U.S. beef exports but through mid-February, U.S. beef exports
are +8%, with YOY increases recorded for China, Japan, and Mexico.
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Beef Choice Beef Cutout Value: 27/2/2023 - US$288.34 /cwt. (+3% from
17/2/2023)
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The pork cutout moved higher last week as storms in the upper Midwest
affected the transport of animals to plants and a sub-2.4 million head harvest
week restricted pork output. While there were no clear trend changes in
domestic institutional demand, analysts highlighted more interest on the
export side. Rises in wholesale beef prices may also incentivize U.S. retailers to
feature more pork, especially as inflation-pinched consumers pay more
attention to their food bills. Lean hog futures moved lower toward the end of
last week, dragged down by last week’s slump in equity & financial markets. On
the positive side, grain prices have weakened, providing some hope for pork
producers that record high production costs will ease (see MOVING AHEAD
next column). On the international side, while the pace of export shipments is
running -1% that of last year, weekly pork export sales - product booked but
not yet shipped - have been active in recent weeks. Outstanding sales to #1
market Mexico are 30+% year ago levels, and physical shipments to China are
up 16% YOY (though just % of the pace of 2020). Languishing Chinese live hog
prices have firmed in recent days in the expectation that the government will
purchase pork for its reserves. The USDA is still cautious about export
prospects however, with its new 2023 estimate forecasting only a 0.2% YOY
increase. USDA notes that Mexican pork production is rebounding while import
competition is increasing with the access Mexico granted to some Brazilian
product earlier this month.
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MARKET MAKERS

Two large single plant U.S. pork processing companies are set to combine in
order to gain operational synergies. Wholestone Farms of Nebraska and
Prestage Foods of lowa will combine under the company Prestage
Wholestone LLC from January of next year according to press releases
from the companies. When combined, the joint venture will be capable of
harvesting 21,000 head of swine a day. Wholestone Farms was established
in 2018 by a collective of 200 Midwest U.S. family farmers. Prestage Farms
is a multi-generational family agribusiness that first developed as a turkey
producer. The company claims it was one of the pioneers of indoor poultry
housing, which has revolutionized the poultry industry.

MOVING AHEAD

Rising production costs, rural labor shortages, the risk of foreign animal
diseases, & the uncertain outlook for U.S. consumer demand are the main
issues on the minds of U.S. pork producers this spring. Last year, total fixed
& variable production costs to raise a 12-pound weaned pig to market
weight surpassed $200, a 43% increase from 2020. The estimated average
break-even reached $ 1.00/lb. (carcass basis) across the year, with
producers toward the end of 2022 losing up to $0.20/lb. Analysts forecast
similar elevated costs to prevail throughout 2023, although USDA last week
cut its forecast for 2023 corn prices to U.S. $220/ton, about 16% lower than
the 2022 average of $263; corn accounts for 60% of per-head raising costs,
so any break in feed costs will provide welcome relief to producers. But
rural labor shortages have increased other production costs, including
labor; weekly wages on hog farms increased 10% last year while the
number of employees dropped 2.6% due to very low unemployment rates,
especially in the Midwest hog producing states. Six of the top 10 U.S. hog-
producing states have sub-3% unemployment rates, lower than the national
rate of 3.4%. On-farm energy - especially diesel - & transportation costs
have also experienced double-digit increases. Efforts to keep foreign animal
diseases, particularly ASF, out of the U.S. remain front & center for the
industry as a whole. Last week, The National Association of State
Departments of Agriculture, USDA, the National Pork Board (NPB) and
National Pork Producers Council (NPPC) announced a new partnership
with the goal of protecting the U.S. from ASF. Finally, the pork industry is
closely watching the direction of pork demand - both domestic & foreign.
Measures of U.S. consumer pork demand weakened toward the end 2022,
with the outlook for this year remaining uncertain.

TRADE

Last week, Brazil’s Ministry of Agriculture confirmed a 9-year-old cow in
Para state had tested positive for BSE. Tissue samples sent to a reference
BSE laboratory in Canada revealed that the case was atypical, a naturally &
sporadically occurring form of the neural wasting disease which is believed
to occur in all cattle populations at a very low rate. Brazil announced that
according to a protocol with China, it would temporarily halt all beef
exports to its #1 market. Last September, Brazil halted its beef exports to
China for 3 months when 2 similar atypical BSE cases were confirmed there.
Last year, China imported 1.24 million tons of Brazilian beef, accounting for
55% of the exporter’s total beef export volume. Brazil's other top beef
export markets are the United States, the European Union, Egypt, & Hong
Kong. From an import perspective, Brazil accounted for 40% of China’s
2022 total beef imports of 2.73 million tons. Over the last 23 years of
surveillance, Brazil has found 6 cases of atypical BSE in its cattle. And
through August of last year, the World Organization for Animal Health (OIE)
had been notified of more than 90 cases of atypical BSE among various
countries in all continents. Neither classical nor atypical BSE are now
considered to be a human health risk. Regulatory changes in cattle raising
practices around the world have eliminated the potential for the spread of
the infectious agent, and the incidence of atypical BSE is very low.
Moreover, major cattle raising nations have surveillance programs that
target older and sick animals, reducing the already-low risk of meat from a
BSE animal entering the food chain.

Brazil's Beef & Variety Meat Exports to HK, China & Rest world
monthly Jan 2013-Jan 2023
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