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Note: The U.S. Meat Bulletin will take a publishing break June 1 in
observance of Memorial Day weekend.

SUPPLY & DEMAND

The USDA CHOICE cutout increased for the 9th week to its highest level since
the 5-week CoVID disruption of last year. The USDA SELECT cutout topped the
$3.00/1b level for the 1st time ever. Fed cattle prices firmed last week, but the
growing delinking of beef from cattle prices has aroused concern in the
industry over structural impediments to free market supply & demand
dynamics. The beef cutout has risen 50+% since early January while fed cattle
prices have inched up by approximately 9%. Meat packers argue that CoVID
and federal stimulus measures have made it more difficult to hire and retain
workers, resulting in systemic labor shortages that are reducing weekly harvest
activity. Last week’s slaughter climbed upward from the previous week, with
the industry managing to process 669,000 head, up 4.5% from the previous
week. Final spot demand for beef for this coming Memorial Day weekend was
intense toward the end of last week, resulting in a big Saturday harvest as
packers tried to fill orders. In the meantime, supplies of cattle in feedlots are
large & analysts believe it will still take a few months to restore more supply &
demand equilibrium; on May 1, there were 11.725 million head of cattle in
feedlots, the 2nd highest ever for this time of year. Exports continue to be brisk,
despite high prices. New U.S. beef orders from China exceeded 9,200 tons the
week ending May 13, a record volume for that export destination.
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The pork cutout rose 3% last week to hit its highest level since its record peak
in 2014. All primal values moved higher except hams, which weakened for the
3rd week in a row. Heavy bone-in ham values are now near those in mid-March.
Boneless hams also weakened last week and the big CoVID induced jump in
spreads between bone-in and boneless ham specifications - a sign of labor
challenges - appear to be settling (see GRAPH below). Lean hog futures
rebounded slightly from their mid-May dip as analysts believed that
Argentina’s temporary exit from world beef markets (see TRADE next column)
could be supportive to the pork trade. China also issued its April trade data
showing that 2021 pork imports of 1.966 million tons during the 1st 4 months
were up 15% year on year. That said, China’s live hog prices have dropped
nearly 50% since the beginning of the year and there are more indications that
the herd rebuild is back on track. New U.S. pork export orders from China
during the week of May 7-13 declined 65% week on week, but overall U.S. pork
trade remains robust with total muscle cut exports through mid-May only
down 5% from the record pace of last year. Although grain prices fell back last
week, U.S. sow slaughter has been running at the highest levels in a decade, a
sign that producers may be reining in their appetite for expansion. That said,
unlike for beef, live hog prices have mostly followed the cutout upward; the
national weighted average base hog carcass price is up nearly 65.3% since the
beginning of the year while the cutout has increased by approximately 45%.
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MOVING AHEAD

As the beef cutout surged again last week, calls from the live cattle industry
grew louder over the widening gap between cattle and beef prices. But
cyclical cattle market forces are at work which should restore some
leverage to cattle producers, and as early in the coming months. Specifically,
the tens of thousands of individual cow-calf farmers that constitute the
supply backbone of the beef industry see challenges ahead with high feed
prices and drought. This is resulting in more slaughter of female cattle, and
although this is creating a short term boost in beef production (USDA is
forecasting slightly higher year-on-year beef production for all of this year),
liquidation of the female breeding herd will ultimately result in lower beef
supplies and higher cattle prices. It should also provide a floor for beef
prices, especially if demand stays as strong as it has been over the last year.
To be sure, the contraction trend pre-dates the current expanding drought
and runup in feed prices; the Jan 1, 2021 national beef cow inventory of
31.158 million head was already 0.6% below that of Jan 2020 and 1.6%
below that of Jan 2019. Since that time, beef cow slaughter has accelerated,
with the Jan-March cow harvest up 12%. Analysts believe female slaughter
may have further accelerated in April and May due to surging grain prices
and expanding drought in the SW U.S. Pasture conditions in the U.S. are the
worst in 30 years, and high corn prices translate into lower feeder cattle
prices, meaning that those with breeding animals are looking at lower
values for their calves. Things could shift however with more rain and a fall
in grain prices, but the forecasted Q3 & Q4 decline in beef production of
-1% and -0.7% respectively, and the -2% contraction in beef supplies next
year points to tighter beef supplies ahead.

The larger percentage of females slaughtered in 2019 and 2020 indicates that expansion in the
cattle herd has stopped
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Source: USMEF calculations based on USDA/NASS data

TRADE

The governments of a major beef exporter and a major importer made
major changes last week to their trade rules. Argentine officials announced
it would suspend - effective May 20 - all beef exports for at least 30 days,
with a stated goal of bolstering domestic supplies & stabilizing prices.
Argentina has a history of restricting exports in response to domestic
economic emergencies, and the current CoVID and global debt-related crisis
in the country has caused overall inflation to grow 46% over the last year,
with beef prices rising 65%. Beef is a staple in the country, with per capita
consumption of 49 kgs, one of the highest in the world. That’s a fall from
peak consumption of 69 kgs in 2009 and with China short of animal protein
due to ASF, export demand has been extremely robust. Argentina currently
accounts for about 8% of global beef exports. China is the dominant export
destination, with 71% of Argentina's first quarter exports shipped to China
and Argentina supplying 22% of China’s total beef imports. Other top
markets outside of China include Israel, the EU, Chile, Hong Kong and the
U.S. In another announcement, media is reporting that the Indonesian
government is temporarily suspending imports of Indian buffalo (IB) meat
due to COVID-19 concerns. Indian buffalo was granted market access into
Indonesia in 2016 in order to bring down average retail prices, mostly
those in the wet market where the vast majority of Indonesians purchase
beef. All IB is imported through the Indonesian Bureau of Logistics
(BULOG), a state-owned company charged with ensuring price stabilization
and adequate food distribution. The current IB quota is 80,000 tons of
which 13,000 tons has been imported so far this year, according to media
sources. India’s Embassy in Jakarta has denied a ban is in effect.
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