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SUPPLY & DEMAND MOVING AHEAD

Reduced beef slaughter helped to stabilize wholesale beef prices last week, with an  The U.S. is renown as a beef export powerhouse, but it is also the 2" largest
uptick in rib & end meat values offsetting a softening in loin and thin meat values.  global beef importer after China. Historically, the bulk of U.S. imports consisted
Last week’s U.S. cattle harvest of 603K head was 10K less than the previous week, of boneless manufacturing trimmings which would be blended with trimmings
and -42K head from the same week last year. Buyers eyeing the dynamics of the from domestic steer and heifer slaughter for ground beef production. Because of
shrinking U.S. cattle herd began to consider end-of-year purchasing strategies with  its grain production base, the U.S. has a comparative advantage in producing
the knowledge that U.S. beef output during Q4 could fall by 4+% YOY. Generally higher-quality, grain-fed cattle for whole muscle steaks & roasts, as well as the
positive news on the macroeconomic front is providing more confidence to co-product 50/50 “fatty” trimmings. These trimmings are typically blended with
restaurant & retailer operators that consumers will continue to spend through the imported leaner trimmings to produce a ground beef product of the desired lean-
end of the year. Live fed cattle spot values last week remained mostly steady while to-fat ratio, usually in the range of 70/30 or 80/20. Lean trimmings can be
live fed cattle futures weakened as analysts noted that the pace of marketings of sourced either from domestic cow slaughter or imported trim. Most of the
cattle to plants is starting to run behind placements of cattle into feedlots. This could  ground beef sold at retail stores is derived from domestic trim, while imported
mean cattle-on-feed totals could be slightly higher than projections of a few months  beefis used more in grinds for major burger QSR chains. While it’s true that most
ago. Observers point out that the extreme heat in Texas cattle country over the last  beef imports are still destined for grinding, USDA data shows a slow shift
few months drove more calves to market, which could have been a factor in USDA’s  underway in the product mix. The table in the previous column shows that over
unexpected increase in cattle placement estimates. In addition, earlier this summer, the last decade, imports of boneless manufacturing trimmings have decreased
cattle feeding margins were as high as U.S. $400/head, incentivizing feedlots to fill ~while inbound shipments of primals, sub-primals and individual cuts (e.g,
their yards. Although higher feeder cattle prices over the last month have eroded portion-controlled) have increased. Boneless manufacturing trimmings mainly
margins, analysts at the Livestock Marketing Information Center (LMIC) forecast that  originate from New Zealand, Australia, Brazil, and other smaller suppliers. The
for the year, the average per head return will reach $250 per head. If cattle-on-feed  majority of primals and sub-primals originate from Canada, while trade data
numbers are larger than forecast, it would imply that the remaining pool of feeder = shows most cuts being shipped from Mexico. For some major U.S. population
cattle that can enter feedlots later this year and into 2024 will be even more areas, importing through the USA’s northern & southern borders can be more
constricted. And there are no questions that the U.S. cattle herd continues to efficient than shipping through east-west interstate channels. Historically, a high
contract. Based on the lower recent pace of slaughter, USDA last Friday lowered its  majority of U.S. beef imports were frozen for ease of transportation. Butin 2017,
projection of CY 2023 beef output to 12.269 million tons (a forecasted annualized the volume of fresh imports overtook frozen and have remained slightly larger
decrease of 4.6%) but slightly increased its estimate of next year’s output. Still, at every year since. Last year, 51% of imports were fresh while 40% were frozen;
11.445 million tons, 2024 beef output would be 6.7% below this year’s level and a  another 9% were value-added heat-treated products. Trade data also shows that
significant 11% lower than last year’s production. Higher prices and a high dollar  over time, imports from Australia and NZ have fallen while those from the USA’s
continue to negatively affect U.S. beef exports (see TRADE next column), but Jan-June  northern & southern neighbors have increased. Part of that is due to the cyclical
trade volumes as a percentage of total U.S. production continue to remain steady. decline in Australia’s cattle cycle in recent years, but more investments have
The pace of U.S. beef imports during H1 2023 was record high (see MOVING AHEAD  been made - especially in northern Mexico - in beef processing infrastructure

next column.) that is designed to serve a U.S. customer base. Historically, import volumes of
FSIS inspected U.S. beef import shipments; Top 3 product groups manufacturing beef have been inversely correlated with the size of U.S. cow
"3":3':30;‘ Rotnds slaughter. As cow slaughter in the U.S. has begun a cyclical decline, total U.S. beef

' imports are forecast to increase this year and next. Jan-June 2023 total U.S. beef
5550 imports of all categories of 661K tons was the largest H1 volume in at least 30

years, but up only 0.8% from last year’s pace.
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"2 Just released U.S. beef & pork trade data for the 15t half of the year shows strong
1.000 export performance for product of both species, but below record levels for both
volume and value. Driven by a record pace of shipments to #1 market Mexico,
500 H1 total pork & pork variety meat exports of 1.47 million tons were 14% above

last year’s pace and valued at U.S. $4.05 billion (up 12%). While well below the
record pace established in 2022, June beef exports topped $900 million in value,
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Cuts mPrimals and subprimals ® Boneless manufacturing timmings pushing first-half U.S. beef export value to just below $4.9 billion, the 274 highest
Source: USDA Service using data from USDA, Food Safety and Inspection Service value level for the Jan-June period ever. Total U.S. meat & poultry (M&P) exports

topped U.S. $16 billion, also the 2" highest ever for H1. Total M&P shipments to
Beef Choice Beef Cutout Value: 14/8/2023 - US$305.50/cwt. (+1% from  China reached $2.6 billion, making the market the 2" largest export destination
7/8/2023) by value for U.S. animal protein after Mexico. Despite a sharp slowdown in
China’s total pork imports, and an additional 25% import duty, U.S. pork variety
meat exports to China of 117.4 thousand tons were record large during the 6-
month period. First half U.S. beef & pork export volumes to main Asian markets
are presented in the tables below. For the 15t half of 2023, the average value of
U.S. beef exported worldwide dropped 11% YOY to U.S. $7,653/ton, while the
average per-ton value of all U.S. pork exported fell 1.7% to U.S. $2,712/ton.

U.S. Beef & Beef Variety Meats Exports to Asia & the World

The pork cutout value eased last week, with a slightly higher week-on-week harvest
of 2.354 million head raising overall pork availability. Demand was mixed, with spot
ham prices firm but belly prices correcting significantly downward after a major
rally in preceding weeks. Values of retail pork cuts including various loin
specifications declined. The October lean hog futures contract rallied last Friday, but
was down week-on-week on slight overall bearishness in the pork market. Analyst

talk last week focused on the YOY increase in U.S. sow slaughter & implications for e e in - dun, 1000 metric tons) O —
the U.S. swine herd & pork production moving forward. The U.S. breeding sow Sanan] Janun Jansan] 5 Changel Tanoan Sanan] sanan 5 Change
i - i ilh - 2021 2022 2023| 2022/2023| 2021 2022 2023| 2022/2023
inventory Wl}lCh totaled 6.15 million head on ]une_ 1 - could contract by 150k head Aozl Zoez 223, 2022/202% == —I—“ 3 2022/2023
by year end. Since May, the pace of sow slaughter is up 9% YOY. Market observers [apan 275 1275|1061 7% 227 215 20
ina X . 2 -14% A %
see the contraction in sow numbers as bullish for next year, while others note that  Taiwan 25.2 ] IEEYS 5% = = 01
average sow productivity is increasing, which could offset any declines in numbers.  Grnasmes e = - o
What is clear is that poor financials during the first half of the year led some {oene=e =7 a2 S = = s
operators to exit the business; lowa State University recently calculated that an  |singapore a = e = = i =
. . . . . Thailand 0.9 0.9 0.7 -23%]
average U.S. swine producing operation lost U.S. $36/head in the year running from camEsai 0.2 0.6 04 -29%] = i =
. |Malaysia - 2 i
July 1, 2022 to June 30, 2023. Market bulls argue that average U.S. hog prices are  [Newsesizna = = =
now at their highest level this year, and that a number of optimistic scenarios for the =~ ***==
U.S. pork industry are on the horizon, including falling corn & bean prices, a  |erfdTotal patel 5773 s072 — =
. . . . . . . . = h.
forecasted fall in U.S. chicken production, high beef prices, a major decline in EU pork R O rork & Pork Variaty Meats Exports 1o Asia & the Word
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production, & a the recent rapid rise in Chinese pig prices as operators downsize Ty Y T T T L ] A =T 3" " T YT}
their herds there. On the trade side, exports continue to run significantly higher Jan-Jun| Jan-dun| Jan-un| % Change| Jan-un| Jan-un| Janun| % Change
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YOY, even as Chinese pork import demand this year has been tepid (see TRADE next [china 253 8a.7 981 +16 152 117.a[  156.7]
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** Less than 100 tons
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