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SUPPLY & DEMAND

Last Friday, wholesale beef prices closed steady to slightly higher than the Oct 22
Friday closing. End-of-year institutional buying of ribs & export demand for chuck
rolls helped to support overall price levels. Media reporting about supply chain
glitches (see MOVING AHEAD next column) and out-of-stock store shelves is scaring
consumers into early holiday buying, which is supporting overall retail sales
including beef sales. Last week’s harvest activity of 668,000 head - the highest since
June - was unexpected given the reports of meat plant worker shortages, but helped
boost live fed cattle prices, which have languished for weeks as sluggish slaughter
activity and large numbers of front-end cattle dogged markets. The expected fall fed
cattle price recovery has been delayed by low September marketings of cattle to
labor-challenged plants. But harvest activity has accelerated in the last 2 weeks
which should help pull through some of the ample supplies of heavier cattle on feed
and make the market more current. Moreover, analysts note that over the last 3
months, more heifers have been put into feedlots, which is drawing down the
breeding herd and which will at some point lead to a noticeable turn in cattle
markets from bearish to bullish. Still, there is disagreement about when that might
happen and continued large available cattle supplies have driven futures markets
lower; fed cattle prices have been inching up toward U.S. $130/cwt liveweight but
have been unable to break through this ceiling due to restrained harvest activity.
But at some point, the herd contraction will manifest itself through lower available
fed cattle supplies. On the other end of the market, beef demand remains
exceptional; exports through mid-October are on a record pace at +13% YOY, while
the average all USDA CHOICE beef retail price in the U.S. in September of $7.87/1b.
was +23.5% from September 2020 and an all-time record high.
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Beef Choice Beef Cutout Value: 1/11/2021 - US$287.58/cwt. (+2% from
25/10/2021)

Wholesale pork values moved lower for the 4t consecutive week, with double digit
week-on-week decreases in the belly primal offsetting strength in ham values. The
drop came despite a tepid week in harvest activity, with the 2.551 million head
processed -5.3% from last year’s level. Seasonal harvest activity should be higher
now, but labor issues continue to plague plants. This is clear from the wide spread
between bone-in hams, which last week averaged U.S. $0.49/1b., to boneless ham
values which on Friday remained elevated at $2.18/lb., among the highest weekly
values ever. Market focus in the coming weeks will move toward hams, which some
households may choose to purchase over concerns of tight turkey supplies. Ham
prices are attractive, with bone-in versions being one of the few red meat items with
a price tag lower than a year-ago (-33%). But despite the spot interest in hams,
overall market sentiment displays signs of weakness. US cash hog prices, as
indicated by late last week’s CME lean hog index quote - hit the lowest level since
late February. And futures fell throughout October, with the current December lean
hog futures settlement price about $10 under the current CME lean hog value. New
pork export sales and shipments for the week ending October 21 were roughly
steady with the pace of the previous month but accumulated pork muscle cuts
exports through mid-Ocotber are 5% below last year’s record pace although +18%
from 2019. Chinese pork prices turned upward during October (see TRADE next
column), which has helped accelerate the movement of the large inventories of
imported pork that have been sitting in Chinese cold storages.

Heavy Bone-in Hams
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Hog Carcass Cutout Value: 1/11/2021- US$92.44/cwt. (-2% from
25/10/2021)

ACTIVITIES:
Food & Hotel China 2021, Shanghai: November 9-11, 2021 (next week)

Food Taipei, Taiwan: December 22-25, 2021

MOVING AHEAD

More measures are being announced to address current U.S. supply chain
challenges. The California ports of Los Angeles and Long Beach have announced
new fees will be imposed on imported containers for local delivery that remain
at terminals nine days or longer, and on rail containers that dwell for three days
or longer. At the port, the city of Long Beach will allow a higher maximum
stacking level for containers, from 2 to 4, and both LA and Long Beach facilities
are now operating 24 hours per day. The city of Los Angeles has also designated
new areas in and around the city where terminal operators can store containers
while Long Beach has said it will also open more storage space. Last week
California announced it will spend US $5 billion to upgrade its port
infrastructure and partner with the U.S. Dept. of Transportation on further
infrastructure development programs. Railroad operator Union Pacific
announced last week it's rolling out new incentives for weekend container drop-
offs at SOCAL ports and logistics operators at both of the Southern California
port are exploring how to add more inland load point warehouses in the region.
These warehouses can become logistical choke points, as this is where goods and
merchandise are loaded or unloaded into containers and trucked short distances
to & from ports, process known as drayage. Other proposals affecting trucking
include a possible increase on truck weight limits in the state of California, where
currently allowable truck weights are some of the lowest in the world. While the
above measures should help alleviate current challenges, it is difficult to predict
how long current problems will persist. The port backlogs are compounding
current problems in the trucking industry. First and foremost, truckers, who
move 72.5% of all U.S. freight transported, are in short supply; estimates put the
shortage at 80,000 drivers. Although there are 3.5 million truckers in the U.S., the
difficulty the industry is experiencing attracting new drivers is compounding
current logistics crunches. When freight is not available for scheduled pick-ups,
truckers must be re-scheduled, often with unknown timeframes, which
decreases the velocity of goods flows and raises costs. At-port containers with
no trucks or available drivers to retrieve them remain stacked, complicating the
ability of terminal cranes to quickly sort through and load orders. And finally,
inland warehouses are having difficulty recruiting new workers to handle the
increased freight loads. Despite all the reported challenges, it is expected the
port of Long Beach will process 9 million container units (TEUs) in 2021,
surpassing last year’s record of 8.1 million TEUs.

TRADE

Last week we reported on China’s major slowdown in pork imports during
September. New overseas pork purchases fell sharply as domestic live hog
prices fell 40% during Q2 and another 26% during Q3. A trough was reached on
October 6%, but prices have sharply rebounded leading to new market optimism
and fresh questions about imports next year. MEF reports that movements at the
wholesale level of imported pork muscle cuts have improved significantly over
the last few weeks, helped by cooler weather and seasonal demand. Over the
past month, live hog prices have jumped 49% while carcass prices are +45%.
Chinese pork production during Jan-Sept increased 38% YOY, an increase of
10.78 million tons according to official Chinese statistics. The rapid rebound led
to a quick deterioration in profitability across farms of all-scale. In early
October, when live hog prices were at their lowest, wean-to-finish producers
were losing up to U.S. $185 per head on 120kg market hogs, while farrow to
finish operators were up to U.S. $90 of red ink. Its not entirely clear what has
fueled the recent rebound. Chinese authorities said on August 6 that it would be
more aggressive with its pork reserve activity, announcing at that time specific
price levels that would trigger both sales and purchases. After selling 880K tons
of pork from reserves into the market from Jan 2020 through March of this year,
China began buying domestic pork from the reserve on July 7. State purchases
since that time have totaled 83,000 tons, with provinces also conducting their
own reserve buying programs. Dalian lean hog futures contracts, which had
steadily slid since their debut on Jan 8 of this year, have also now turned upward.
But yesterday’s May 2022 contract value was trading at a slight 2% discount to
current cash (Nov 1 = RMB 16.28/kg), indicating that the industry & traders still
remain cautious about the market outlook. With current farrow-to-finish
production costs at about RMB 17/kg., forecasted market prices for mid-next
year are still near or below the costs of production.
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