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The beef cutout continued its upward climb last week, even as buyers grew
more cautious about possible demand impacts of surging beef prices. Ribs and
briskets both saw large week-on-week rises in values as spot buying activity for
these Father’s Day (June 18) items swelled. Institutional buying will now shift
to preparing for the July 4t Independence Day holiday. The industry is closely
watching how consumers will react to beef prices that are again rising. During
the pandemic years, economic stimulus helped consumers stomach sky-high
beef prices, but with that federal support now past, there is new uncertainty
over buying behavior moving forward, especially as the price gap grows
between staple supermarket beef items such as steaks and substitutes like pork
chops and boneless chicken breasts. Consumers viewing the entire animal
protein basket are seeing - on average - lower prices than a year ago, but the
average value of all fresh beef items hit a record U.S. $8.08/1b. in May, up 5.3%
from last year. In the live cattle markets, trade was a bit unsettled as analysts
weighed both bullish and bearish factors. While live fed & feeder cattle prices
were generally firm last week, June dryness in the Midwest crop heartland has
elevated concern over the corn crop; corn prices spiked last week with weather
analysts stating that the corn belt is experiencing its 2nd driest April-to-June
period since the 1960s. In the meantime, beef export activity continues to be
challenged by high prices, with the spread between U.S. live fed cattle prices
and those of its principal competitors the widest in recent history (see GRAPH
below). High imported beef stocks in China and the rest of Asia are weighing on
demand; although the USDA CHOICE beef cutout was 10-15% higher in April
2023 compared to the same month a year earlier, the average U.S. beef export
price to the 4 main north Asian markets of Japan, Korea, China and Taiwan
was -12% YOY (see TRADE next column).
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Beef Choice Beef Cutout Value: 16/6/2023 - US$343.09/cwt. (+2% from
12/6/2023)

Values of all pork primals showed firmness last week as summer demand for
processed meats such as bacon, hot dogs and deli meats climbed. That demand
has caused the value of various pork trimming specifications to advance
sharply, with 42% chemical lean (CL) & 72% CL’s up 30% & 40% respectively
in the last 6 weeks. The steady rise in butt values since mid-January has also
accelerated in recent weeks, likely the result of both export demand and
domestic smoking activity (i.e., pulled pork). The value of the reference belly
primal has advanced 30% since May 26t as falling retail bacon prices have
helped sales which had been in the doldrums for months. Rising belly and other
primal prices have helped push the pork cutout value to over U.S. $0.90/1b., the
highest levels seen since December 2021. Last week’s harvest of 2.33 million
head was considered light and helped support the generally bullish market
overtones. Live hog weights have been lighter YOY, and when combined with
the lower harvest activity over the past 4 weeks, have constrained pork output
at the time of peak seasonal demand. The fact that frozen pork stocks are at a
52-week high did not influence last week’s positive market sentiment and
rising beef prices have also helped propel the recent rally. Based on rising CME
lean hog futures values, traders anticipate more upward movement in the
weeks ahead. The August lean hog futures contract hit a 6-week high in the
middle of last week and the futures market has now turned bullish. Pork
exports during the week of June 2 rebounded after relatively soft activity the
previous week, with encouraging volumes reported for secondary markets,
including the Philippines, Taiwan, Nicaragua, Chile, and Honduras.
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ACTIVITIES:
Restaurant and Bar, Hong Kong: September 5-7, 2023
FHC Shanghai Global Food Trade Show: Nov 8-10, 2023

Retail Giant Walmart has announced it will break ground on a new U.S.
$250+ million case-ready beef facility in Kansas to process Angus beef from
Sustainable Beef LLC, a new slaughter and fabrication plant being
constructed in Nebraska. Walmart announced in 2019 its goal to create an
end-to-end beef supply chain and in August last year, announced they
would acquire a minority stake in Sustainable Beef LLC.

MOVING AHEAD

New data on the financial position of U.S. cow calf operators indicates
average returns are in strong positive territory, providing evidence that the
beginnings of a new expansionary phase in the cattle cycle may be getting
underway. According to the Livestock Marketing Information Center
(LMIC), cow-calf returns for operators in the Southern Plains cattle area are
approaching the levels of 2014, which was the beginning of the expansion
phase of the last U.S. cattle cycle. LMIC is currently estimating cow-calf
returns will average $250 in 2023; in contrast, returns were -$200/head in
2019, triggering the large female culls & herd contraction of the past few
years. Also figuring inprice to LMIC’s estimate are the high values cow-calf
operators are enjoying for slaughter cows. Although a common notion is
that producing calves simply involves putting cows out on pasture and
letting nature do the rest, operators face a number of costs, all of which
have recently been rising sharply. Costs include those of maintaining
pasture (e.g., fertilizer), hay expenses, machinery and trucking costs,
mineral supplements, expenses related to breeding, insurance, & water,
among others. Costs vary across operators in different geographical areas
and among farms of different sizes. Improved weather has recently given
many U.S. cow-calf operators an additional boost, with U.S. pastures in
much better shape than 6 weeks ago. According to USDA, the percentage of
U.S. pastures in poor to very poor conditions last week was 20%, which is
slightly above the 5-year average of 18.2% but a significant improvement
compared to 46% a year earlier; in early May the % of U.S. pastureland
which was in poor condition stood at 37%. Although overall conditions are
conducive to an expansion in the cattle herd, 2023 will still see a decline in
the total U.S. cattle herd. Moving forward, analysts will be watching cow &
heifer slaughter numbers. Cow & heifer slaughter is expected to decrease
further in the 2nd half of 2023, but more heifer retention must occur before
the herd size can start to stabilize. This should begin to happen this fall
when young weaning heifers will be held back for breeding. These will then
be bred next year, calve in 2025 allowing U.S beef production to begin to
increase in 2026.

TRADE

The global meat industry closely watched reports last week that the
Chinese government will implement new economic & financial stimulus
programs to prop up its flagging economy. China cut interest rates on 2
types of instruments, with media reports speculating that more measures
will be rolled out in the coming weeks. A range of economic data released in
the last few weeks showed that the Chinese economy weakened in May
compared to April. That has meant slower restaurant traffic and slower
movement of the large stocks of domestic & imported meat that are
believed to be housed in warehouses. Wholesale prices of imported beef,
the majority of which ends up in the foodservice industry have dropped; the
average per ton export value of Brazilian beef shipped to China dropped
from U.S. $7,218 to $5,255 (-27%) from May 2022 to May 2023. Wholesale
prices of some imported beef cuts are below current export offers. Trader
estimates on the volumes of beef in storage range from 500K tons to 2
million tons. No official data exists on stocks, but 1 million tons of beef
inventories would equate to just several months of consumption, assuming
USDA’s estimate of domestic production of 5.2 million tons (product
weight) and imports of 2.7 million tons (2022). Also weighing on the
market are large domestic meat supplies; in the first quarter of 2023, China
produced 24.56 million tons of meat & poultry, up 2.5% year on year. Low
domestic live hog & pork prices have continued in the last few weeks; live
hog prices last week hovered in the RMB 14.2/kg. range (U.S. $0.91/1b.),
almost the exact same level as the beginning of Q2 in April.
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