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SUPPLY & DEMAND

Last week, wholesale beef prices - across all cuts - held mostly steady with the
previous week even as steak cut values softened. In the remaining weeks of
August ahead, analysts will be closely watching for clues for overall demand as
institutional buying for the summer grilling season begins to wane. Talk of an
economic soft landing & new data showing average U.S. wage growth is now
above the inflation rate will be supportive to consumer confidence and demand
prospects. But with retail beef prices in record territory, buyers are likely to
remain cautious, despite high awareness that beef supplies will continue to
tighten well into next year. Heat waves during July curbed beef grilling activity,
although long term forecasters are predicting cooler temperatures for much of
this month as the nation moves toward fall. Beef packing plants have been
reducing slaughter activity as they try to establish a floor under sliding
wholesale beef prices. Last week’s harvest of 613,000 head was 6K head lower
than the previous week and 35K head below the same week in 2022. The
average national live fed steer price last Friday of just under U.S. $1.85/lb. was
lower from the previous week, but with significant variation between southern
U.S. feed yards and those in the north. Moreover, activity in the spot cash live
cattle markets was described as thin, with questions remaining about high
prices can rise. Following the cash market, live cattle futures firmed slightly at
the end of last week. At the feedlot level, operators continue to try & manage
volatile feed costs, while facing rising ask prices for the dwindling pipeline of
feeder cattle & calves. New beef export sales during the week ending July 27t
were noticeably lower than the previous 4-week average, with double digit
declines in new sales to all major Asian markets.

Beef Choice Beef Cutout Value: 7/8/2023 - US$301.49/cwt. (-<1% from
31/7/2023)

Last week’s wholesale pork prices were mostly flat-to slightly firmer compared
to the previous week, with the weekly harvest of 2.338 million head being
slightly lower than the previous week, but similar to the same week a year ago.
Bone-in ham values were steady week-on-week while the belly primal
strengthened early in the week before correcting downward last Friday. Still,
last Friday’s belly primal close of $2.27/1b., the highest since August 2021, was
nearly triple its recent low value of $0.77/1b. in May. Despite the recent runup
in wholesale pork prices, the U.S. pork industry faces several headwinds, as
outlined by the U.S. producer association in its latest quarterly market update
(see MOVING AHEAD next column). Live hog prices are expected to seasonally
correct as fall harvest activity ramps up, and new rules by various states on
how pigs must be raised are complicating interstate commerce. New Jersey last
week became the 15% state to ban the use of gestation crates for sows.
Producers note that complying with the new regulations costs thousands of
dollars per sow and argue that individual crates - contrary to allegations that
they harm animal welfare - reduce stress and potential harm to sows who often
fight during the weeks following the conceiving of litters. Under the California
ban on gestation crates, producers & processors must ensure that all fresh pork
products sold in the state, regardless of where they were produced, comply
with the new state law. The U.S. pork industry believes that the U.S. Supreme
Court’s upholding of the California rule could lead to the establishment of de
facto borders to interstate U.S. commerce as jurisdictions enact their own
animal welfare laws. Some legalists argue that the California ruling goes
against the 150+ year-old federal “dormant commerce clause” which prohibits
states from discriminating against or unduly burdening interstate commerce.
On the trade side, the pace of U.S. pork exports continues to run above year-ago
levels, but for the past several weeks, the ratio of weekly export volumes to
weekly slaughter has declined slightly (see GRAPH below.) China’s live hog
price rally of the last several weeks stalled last week, but last Friday’s average
live hog price of RMB 17.5/kg. was 27% higher than the July 1 value.
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Hog Carcass Cutout Value: 7/8/2023-US$115.31/cwt. (-2% from
31/7/2023)

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

MOVING AHEAD

Despite the increase of the USDA pork cutout reference value from U.S.
$0.77/1b. in early April to $1.14/Ib. last week, U.S. pork producers continue
to face a myriad of challenges. That's according to the National Pork
Producer’s Council’s (NPPC) latest Q3 economic update, which notes that
“while prices are higher now than three months ago, record-high
production costs will continue to put significant pressure on producer
margins.” NPPC estimates average production costs and breakeven price
levels for hog producers have risen 9% from 2022 and are +60% over the
last three years (see GRAPH below). Feed costs are +70%, while fixed and
non-feed variable costs, including labor, transportation, and energy, are up
50%. Interest expenses were up 28%. While current live hog values are
translating into profitable production metrics for most producers, NPPC
points out that in 8 out of the last 10 years, live hog prices have peaked
between June and August and then fallen 30% within the following 3
months. NPPC notes that the larger YOY March-May 2023 pig crop will
translate into more market hogs during Q4, when production peaks and
prices drop. As of last Friday, December 2023 lean hog futures were trading
near the U.S. $0.75/1b. range while nearby August futures are over U.S.
$1.00/lb. Volatility in feed prices has added uncertainty, although
producers are breathing some relief from USDA’s recent forecasts
predicting corn and soybean meal prices from the 2023-2024 crop will be
lower than last year. Poor financials during the 1st half of the year, and
uncertainty over feed costs and consumer demand caused pork producers
to farrow 3.9% fewer sows from June to August this year. USDA’s mid-year
inventory report projected that producers would farrow 4.5% fewer sows
YOY during the upcoming September to November period. NPPC believes
that will translate into smaller pork supplies during the 1st half of next year,
after total U.S. pork output this year increases an estimated 1.3%. NPPC
concludes that it’s not just larger supplies that have pressured prices, but
overall consumer pork demand, which has retreated from the historically
high levels experienced during the pandemic.
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TRADE

Trade data through May shows that the global pork trade contracted
through the first 5 months of the year, despite increased imports by top
tonnage markets China, Japan and Mexico. Imports fell to almost all 2nd
tier markets including the Philippines, the U.K,, Korea, the USA, Australia,
and Canada (see GRAPH below). In its latest quarterly outlook on global
pork markets, Rabobank forecasts further weakening in global pork
demand during the 2nd half of the year, driven by underperforming
consumer demand in China, the EU & the U.S. Rabobank notes contrasting
market dynamics in China and the EU, with European consumption
pressured by high pork prices early in the year. In China, there are
abundant pork supplies, and prices are on the low side, but demand
remains constrained by the macroeconomic outlook. As NPPC noted above
in its H2 2023 outlook, Rabobank also predicts that lower world grain
prices will provide some cost pressure relief to producers globally. The
bank also notes however that animal disease issues remain threats to
market stability. ASF outbreaks continue in Asia and Europe, and PRRS has
affected over half of Spain’s 34 million head swine herd.
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