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SUPPLY & DEMAND MOVING AHEAD

Lower spot demand by institutional buyers of steak cuts pressured beef The monthly release of the U.S. consumer price index (CPI), calculated by
wholesale prices downward last week, the 4t consecutive week of declines. the Bureau of Labor by sampling prices of over 80,000 goods and services,
Extreme heat affecting 60-80 million U.S. residents kept grillers & smokers can influence U.S. wholesale meat markets. Consumers & investors received
indoors; declines in rib & loin values were most pronounced, but reference good news last week when the U.S. reported an annualized inflation rate of
values of all beef primal items slumped due to the heat and normal post-July 4 3%, the lowest since March 2021. The announcement caused the U.S. dollar
weak seasonal summer demand. Despite the swoon in beef prices, live cattle to fall against the Euro and Yen on expectations that a decline in consumer
prices stayed mostly firm throughout the week, but mixed signals characterized inflation will prompt the U.S. Federal Reserve to halt interest rate hikes. A
market dynamics. The drop in the U.S.s inflation rate last week raised the fall in the U.S. dollar would make U.S. red meat prices more affordable to
prospect of an economic soft landing, a big outlook change from just several foreign buyers. The June report, which pegged the inflation rate for all items
months ago when the financial community was factoring in a recession (see at 3%, also highlighted shifts in U.S. retail food & meat prices. Average
MOVING AHEAD next column). What this means for H2 2023 beef demand is  supermarket prices for all food purchased for home consumption rose 4.7%
unclear as market dynamics continue to be driven by tightening cattle supplies. ~ YOY, while menu prices at restaurants, where surging labor costs have
Moving forward, beef processors will try and tweak weekly slaughter levels in  squeezed operating margins, increased 7.7% (see CHART below). Last
alignment with movements in wholesale beef markets. Retailers will need to week, mass media outlets trumpeted the 8% & 10% respective YOY
tweak in-store marketing strategies as high wholesale prices squeeze margins declines in average prices for eggs and bacon, breakfast staples for
and high retail prices discourage consumption. The good news for supermarket =~ American households. Media coverage of falling bacon prices, and increased
operators was that beef performed well during the July 4t holiday, especially promotions at grocery stores, have stimulated consumption, which has
ground beef which market analyst’s Urner Barry note was being featured at up  helped invigorate pork belly wholesale prices & the overall pork cutout
to 20% discounts to year-ago prices, and unlike other beef cuts which are value (see CHART previous column). On the beef side, average U.S. retail
retailing at higher prices YOY (see GRAPH below). U.S. beef exports continue to  prices in June of popular items including ground beef and roasts were a
lag, with significantly lower shipments and new sales reported during the week  modest 2.3% and 1% higher YOY respectively. Frozen chicken and chicken
ending July 6%. On the positive side, the new CPI data pushed the U.S. dollar  part prices were 1.9% lower. The decline in the U.S. inflation rate was
lower and there were reports of a pick-up in activity in China’s imported beef viewed as more evidence of the normalization of global economic activity &
wholesale market. supply chains post-pandemic. Average international shipping costs are
down more than 90% from their peak levels in 2021 and most major port
congestion issues have been resolved. Moving forward, concern is now
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Wholesale belly prices have leapt as falling retail bacon prices have enticed
consumers back to the item; bacon prices jumped to over U.S. $7.50/1Ib. during
Q4 2022, stifling demand and driving belly prices lower during Q1 of this year TRADE
(see CHART below). According to just released U.S. inflation data, bacon prices
have now dropped 10% YOY and this summer, retailers are again running
bacon specials (see MOVING AHEAD next column). Retail featuring of pork was
pronounced over the July 4t holiday as tightening beef supplies have widened
pork’s competitiveness, especially for summer grilling items like ribs. Lean hog
futures followed the cash market higher last week, with the August futures
contract hitting a 4-month high. Since late May when the August contract hit its
nadir at U.S. $0.76/1b., a positive turn in U.S. pork market fundamentals has
seen the contract value rise to $0.96/1b. On the international side, last week’s

la.test. USDA leest(?ck and P.‘oult.rv: World Markets and jI‘.rade report April, The Brazilian Agriculture Ministry banned the use of FMD vaccines
highlighted the continued decline in EU pork export competitiveness (see j, 7 ore of its 26 states in an effort to attain country-wide FMD-free status
TRADE next column). U'S; pork export ac.tivity during the holi.day week ending by 2026. USDA estimates that Brazil will export 31% of its 4.425 million
July 6“,] Slov‘,’ed ﬁom prior week§, lefalvn?g analy.sts pond.erlr}g whether the 5, (carcass weight equivalent) of pork production this year. USDA issued
recent jump in U.S. prices may be pinching international buying interest. its quarterly report on world livestock & meat markets last week, noting the
U.S. Pork Belly Primal loss in EU competitiveness and the rise in Brazilian and U.S. exports. EU
pork production dropped 5% last year and is forecast to fall another 5%
this year, resulting in the loss of nearly 2 million tons of production across
the continent. Canada’s pork industry has also faced headwinds including
the closure of a processing plant in Quebec, high input costs & more
recently, a strike by workers at west coast Canadian ports. The latter was
resolved last week.
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The volume of global pork trade contracted 5% during the 1st 5 months of
2023 compared to the year-earlier period. A sharp 19% contraction in #1
exporter European Union shipments accounted for most of the decline, with
increased exports by the U.S. and up-and-coming international competitor
Brazil unable to compensate for the EU’s decline. Brazil could soon surpass
Canada as the 31 largest global pork exporter after the EU & the U.S., with
total production expected to increase by over 10% over the next 5 years.
Brazil’s access to international markets remains constrained however, as
the country continues to vaccinate herds against FMD in most of its states.
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