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SUPPLY & DEMAND

Beef wholesale prices - especially of end & thin meats - moved decisively lower
last week on broad-based weakness in institutional buying & abundant
supplies. Ribs, tenderloins, and other steak items held mostly firm last week,
but the USDA CHOICE cutout value was dragged lower on a decline in round
and chuck prices, which are nearing seasonal lows. Declines over the 2nd half of
this year in fatty trimming, short plate & flank prices have also contributed to
the overall weakness of the cutout (see GRAPH below). In contrast, values of
middle meats are near record highs, and despite reports of shaky consumer
spending. Moreover, supplies of higher graded beef are still available; in recent
weeks, the % of cattle grading USDA PRIME have hovered near record levels for
this time of year at 10.3%. In cattle markets, animals have been backing up in
feedlots due to higher placements of cattle during the fall. Higher cattle weights
have also increased recent beef supplies (see MOVING AHEAD next week). Last
week, live cattle markets moved sideways, as the market digested the recent
unanticipated decline in live cattle prices. Some analysts believe weaker cattle
prices could discourage - at least in the short run - any incentive by cow-calf
producers to hold back females for herd rebuilding purposes. USDA slightly
increased its forecast for 2024 beef production due to the current bulge in fed
cattle, but the agency still forecasts a 3.5% drop in beef output next year. Cattle
futures turned upwards at the end of last week, while the cutout rallied
yesterday (Monday Dec 11) on aggressive pre-holiday spot buying.
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Beef Choice Beef Cutout Value: 11/12/2023 - US$290.43 /cwt. (-2% from
4/12/2023)

Wholesale pork prices ended last Friday steady-to-slightly lower than the
previous week. Sustained export ham demand from Mexico helped steady the
cutout value as weekly slaughter levels reach their annual peaks in the lead up
to the Christmas & New Year’s holidays. Following the holidays, ham demand
usually drops until pre-Easter (March 31, 2024) buying resumes. The overall
tone of the pork market remains bearish however, with December and
February futures trading at a discount to cash. There was more evidence last
week of producers downsizing their herds in response to poor financial
fundamentals, with one of the larger U.S. vertically integrated pork processors
announcing they were exiting production contracts with almost two dozen
swine finishing operators. There was however more bullish news from fresh
U.S. trade data, with U.S. pork exports to Mexico hitting monthly volume (99K
tons) and value ($212 million) records during October. Non-Asia destinations
have been the drivers of U.S. pork exports this year, with the volume of U.S.
pork exports to all Asian destinations this year accounting for only 42% of total
exports. In CY 2019, approximately 52% of U.S. exports were shipped to Asian
markets. Chinese hog prices dropped through last week, increasing financial
stress on farmers, but also offering a glimmer of hope that producers may be
culling animals. China’s live hog price hit RMB 14.22/kg. late last week, the
lowest since the 31 week of July. Analysts are reporting that large Chinese pork
producers, which have been attempting to power through the current market
weakness, may now capitulate to the challenging financial conditions and trim
herds (see TRADE next column).

Consumers are still spending more at grocery stores and restaurants with near
record large spending in October 2023 (down just 1% from the July 2023 record)

Combined U.S. Grocery and Foodservice Sales

Hog Carcass Cutout Value: 11/12/2023-US$86.62/cwt. (+3% from
4/12/2023)

ACTIVITIES:
Food & Hotel Asia, Singapore: April 23-26, 2024

SIAL, Shanghai: May 28-30, 2024

MOVING AHEAD

Over the last 10 weeks, the buildup in U.S. cattle in feedlots has caught the
market by surprise, but fundamentals still suggest the U.S. is in the
contraction phase of its current herd cycle. Values of all categories of live
cattle have slumped since October. Cash fed cattle prices have dropped by
$10 per cwt. (100 pounds liveweight = U.S. $0.10/lb.) since the end of
October (see GRAPH below). Feeder cattle have traded around $7 per cwt.
lower, with calves losing $1 to $5 per cwt. since the slump started. Wobbly
beef demand may be part of the equation, but some simple supply math can
explain a large part of the reversal. Over the last 6 months, meat processors
have slowed slaughter activity in an attempt to cap rising fed cattle prices
and keep a floor under wholesale beef prices. According to the Daily
Livestock Report, fed cattle slaughter during Q2 dropped 4.3% YOY during
Q2 and 7.1% during Q3. That equated to a 731,000 head reduction in the
number of cattle moving to packing plants during the period. At the same
time, the movement of cattle from pastures & backgrounding into feedlots
(placements) during the April to October period grew by 77,000 head,
resulting in the total number of cattle on feed as of November 1 being
unexpectedly higher than November 1, 2022. As animals backed up,
feedlots lost further marketing leverage against meat packers, forcing live
feeder and fed cattle prices lower. The increase in placements over the last
2 months does not mean total U.S. cattle numbers have increased. This
year’s calf crop will be approximately 1.9% down from last year, with the
2022 new calf number having declined 2% compared to 2021. All total, the
calf crop has been declining for the last 5 years and this year will be 2.5
million head (-7%) smaller than the level of 2018. The higher placements of
the last few months represent a change in the timing of the flow of cattle
through the supply chain, with increased placements now to be offset later
by far lower placements. When cow-calf producers start to hold back
heifers for breeding, the cattle supply shortage will become more manifest.
In short, analysts now expect 1st half 2024 beef production will be larger
than earlier projected because of the higher feedlot supplies - and heavier
cattle weights - but beef production later in the year could plummet,

resulting in the forecasted 3.5% decline in full year beef production.
Live Steer Prices & Futures
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TRADE

China’s total meat & poultry (M&P) imports for Jan-October of 6.29 million
tons was 4.3% higher than last year, but 79% higher than the pace of pre-
ASF & pre-CoVID Jan-Oct 2018. Although overall demand has been weak,
total meat supplies are at or near record highs based on domestic Chinese
official meat & poultry production data. Post CoVID, meat imports have
stayed elevated, despite a rebound in Chinese pork output and steadily
increasing beef production. Through this October, the volume of pork
imports was +3% YOY, beef +3%, poultry +2% & sheep meat +20%. The big
unknown remains the volume of imported M&P in Chinese cold storages,
and the extent to which this will be carried over into next year & drive 2024
imports lower. For items like beef, importers often make longer-term
buying commitments to exporters, which can result in sustained import
activity regardless of market conditions. Average per ton beef import prices
into China (see GRAPH below) have been drifting lower since the summer
of last year, a possible indication of weaker demand overall. To be sure, beef
carcass prices in Australia, Brazil, Uruguay and Paraguay are all
currently lower than a year ago, with supply factors playing a part. But
China accounts for a high percentage of beef exports for these suppliers,
and weak China demand can feed through and negatively influence
domestic market conditions.

China chilled and frozen beef imports
(unit value: USD /ton)
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Consumers are still spending more at grocery stores and restaurants with near
record large spending in October 2023 (down just 1% from the July 2023 record)

Combined U.S. Grocery and Foodservice Sales
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China chilled and frozen beef imports
(unit value: USD/ton)
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