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SUPPLY & DEMAND

The composite beef cutout value moved decisively lower this week as holiday
buying pauses until the runup to the next Labor Day holiday period (September
4). There was weakening in the spot values of rib & loin cuts, as renewed
concern developed over consumer pocketbook issues, including continued high
food prices. Primal beef cut values normally soften from June into July, but last
year prices strengthened after July 4t as realization heightened of tighter beef
supplies moving forward. Last week’s downward movement suggested that
more historical seasonal trends may unfold this year, but primal values this
year are a significant 24% above year-ago levels. Retailers are now feeling the
squeeze as they are paying more at wholesale but believe they will get push
back from consumers if they raise retail prices. The situation looks to get more
challenging as beef supplies further contract in H2. Live fed cattle prices moved
higher through last week as beef processors looked to secure ample supplies
after the July 4t holiday-shortened slaughter. The percentage of cattle grading
USDA CHOICE and above fell as lighter cattle were procured to meet the larger
harvest schedule for this week. Live fed cattle futures increased in tandem with
spot values, with feeder cattle futures showing particular strength because of
recent sharp drops in grain prices (see MOVING AHEAD next column). Lower
corn input prices will incentivize feedlots to look for more calves, which will
send more signals to cow-calf producers to hold back females for breeding.
Year to date beef cow slaughter is down 15%, while rains have brought drought
relief to pasture areas, albeit with regional differences. U.S. beef exports
continue to run below year-ago levels, but 1st half 2023 export data suggests
that this will still be one of the largest beef export years ever (see TRADE next
column).
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Beef Choice Beef Cutout Value: 10/7/2023 - US$313.79/cwt. (-4% from
3/7/2023)

Wholesale pork prices rose last week as ham, rib and belly prices all firmed.
Bellies showed the largest jump, driven in part by falling retail bacon prices.
Following the July 4t holidays, supermarkets are featuring pork ribs as
attractive alternates to high-priced beef items. Deli meat demand is strong as
processors seek to re-stock following the July 4™ holidays, when hot dog and
sausage consumption is high. Market analysts Urner Barry noted last week that
average fresh bacon prices sold at $5.50/1b. last week, down from $6.17 a year
earlier. Average pork rib items are roughly 10% under prices a year ago.
Overall, Urner Barry’s retail price index is -11.5% the 3-year average. Lean hog
futures also moved higher last week alongside the seasonal gains in cash hog
prices and higher wholesale pork prices. USDA’s somewhat bearish hog
inventory report of Friday 29 appears to be in the rear-view mirror as more
optimistic market news prevailed through last week. There was positive news
on the trade side; monthly USDA data showed a strong performance for exports
during May, while weekly data for H1 also showed double-digit YOY gains in
pork muscle cut exports (see TRADE). In China, a main mover of pork prices &
hog markets worldwide, government officials announced that they may soon
start a new round of pork reserve purchases given that prices have fallen into a
low “warning” zone. China’s sow numbers are also declining, albeit from high
levels, as producers trim herds amid poor financials.

June breeding hog inventory down 0.4% year-over-year

U.S. Breeding Hog Inventory on June 1

2021: 6.22 mil head, -3.2%
2022: 6.17 mil head, -0.8%
2023: 6.15 mil head, -0.4%

Hog Carcass Cutout Value: 10/7/2023 -US$107.95/cwt. (-<1% from

3/7/2023

ACTIVITIES:
Restaurant and Bar, Hong Kong: September 5-7, 2023
FHC Shanghai Global Food Trade Show: Nov 8-10, 2023

MOVING AHEAD

We noted last week that USDA’s June crop acreage report held unexpected
news in that it estimated that farmers in the U.S. have planted much more
corn than originally forecast. USDA estimates that 94 million acres (38
million hectares) were seeded with corn this year, a 2.3% increase from
USDA’s March estimate and 6.2% higher than last year. Corn prices have
moved sharply lower since the publication of the report, which is a major
positive for cattle and swine raisers. According to lowa State University
estimates from last year, feed costs - mainly corn - accounted for 24% of
the total costs of feeding out a 760 Ib. steer to 1,350-1,400 pounds, while
feed inputs equal 50-60% of total production costs for the average hog
raising enterprise. Feeder cattle prices generally move inversely to feed
costs, and since the report’s publication, feeder cattle futures have
noticeably risen. Lower corn prices, which closed at U.S. $4.97 per bushel
($196/ton) last Friday, -19% from a month earlier, are also brightening the
outlook for hog raisers, who have been producing deep in the red in recent
months (see GRAPH below). Although the outlook for U.S. livestock
producers looks brighter than in early June, the final corn harvest will
greatly depend on the weather’s cooperation in the next 3 months, and
especially this month when corn ear development is the most rapid. Small
swings in weather-influenced corn yields can yield sharp movements in
prices. For example, one analyst has calculated that if yields per acre fall 8%
from the current estimate of 175/acre to 161/acre, average corn prices
could rise from the U.S. $5/bushel range to over $7.25/bushel, a 45% jump.
Other variables which influence corn prices are export demand, and the
volume of corn utilized in ethanol production (38% of last year’s total
harvest). USDA’s crop progress report also reported additional good news
for cattle farmers; acreage planted for hay production increased 5% from
last year. Last year, drought resulted in national hay stocks dropping to
their lowest level in nearly 50 years, a factor which drove liquidation in the
U.S. cattle herd.

Producer losses in 2023 due to high cost of production environment, but feed
prices expected to ease later this year
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TRADE

With USDA’s publication last Friday of beef & pork muscle cut exports &
sales for the week ending June 29, we have a good picture of US red meat
export performance for H1 2023. The pace of U.S. beef exports is down from
last year and 2021 but is on track to be the 34 largest ever. Pork shipments
are up YOY but are below the volumes of the last 3 years when China made
extraordinary purchases (see TABLE below). Although pork exports
(excluding variety meats) of 838K tons to all destinations were up 9%
during the Jan-June period, shipments to Asia were mixed, with a 7% YOY
decline in volumes (101K tons) for #2 market Japan being somewhat offset
by a 9% increase for Korea (to 73K tons). Interestingly, exports to China of
muscle cuts were up 21% to 121.4K tons, and at a time when the ratio of
China’s carcass reference price to that in the U.S. is low. Mexico remains the
largest U.S. market for pork, but shipments during the 1st half of the year
were slightly below the pace of a year ago. On the beef side, U.S. exports
were down 14% YOY through the end of June to 415K tons. U.S. shipments
are lower across all markets, the result of lower supplies and an increase in
Australian beef shipments to major Asian markets. USDA’s weekly reports
do not include variety meats; monthly data through May shows that the
value of U.S. pork variety meat exports for the 15t 5 months of the year were
record high (U.S. $447 million), driven by strong China business. China
accounts for 75% of total U.S. pork variety meat exports by value.

U.S. Beef Muscle Cut Exports U.S. Pork Muscle Cut Exports

Country YTD 2021 |YTD 2022 |YTD 2023 Country YTD 2021 |YTD 2022 |YTD 2023
GLOBAL GLOBAL

TOTAL 464,727 481,768 414,865 TOTAL 999,521 771,131 837,991
Korea 129,058 131,754| 109,055| |[China 288,926| 100,392| 121,350
Japan 132,408 129,193 106,071 Japan 115,567 108,904 101,449
China 70,412 79,135 66,827| |Korea 70,244 66,889 73,164
Taiwan 28,368 32,426 31,014 Australia 24,927 13,063 24,204
Hong Kong 17,278 9,978 11,760 Philippines 32,064 6,451 9,869
Indonesia 6,180 9,343 5,730 Hong Kong 2,042 1,215 1,300
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June breeding hog inventory down 0.4% year-over-year

U.S. Breeding Hog Inventory on June 1
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Producer losses in 2023 due to high cost of production environment, but feed
prices expected to ease later this year
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U.S. Beef Muscle Cut Exports U.S. Pork Muscle Cut Exports

Country  |YTD2021 |YTD2022 |YTD 2023 Country |YTD2021 |YTD2022 |YTD 2023
GLOBAL GLOBAL

TOTAL 464,727) 481,768 414,865 |TOTAL 999,521| 771,131 837,991
Korea 129,058 131,754| 109,055/ |China 288926| 100,392| 121,350
Japan 132,408| 129,193| 106,071| |Japan 115,567| 108,904 101,449
China 70,412 79,135 66,827 |Korea 70,244) 66,889 73,164
Taiwan 28,368| 32,426  31,014| |Australia 24927 13,063 24,204
Hong Kong 17,278 9,978 11,760, |Philippines 32,064 6,451 9,869
Indonesia 6,180 9,343 5,730 [Hong Kong 2,042 1,215 1,300
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