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SUPPLY & DEMAND

Last week’s wholesale beef prices held steady with the previous week as the
short seasonal rally during the 1st week of November failed to gain additional
momentum. But cattle producers were pleased as packers became even more
aggressive about securing fed cattle supplies to take advantage of continued
high slaughter margins. The result was another noticeable jump in cattle prices
across all regions. Cattle in the Northern Midwest areas traded at $132 to $133
per cwt. live, while prices in the South were near $132. The weighted average is
expected to near $133/cwt this week, the highest since 2017. Futures markets
are predicting live fed cattle prices will rise to $136/head by February. Beef
demand remains excellent as evidenced by record high retail prices in October
(see MOVING AHEAD next column) but some believe the end of seasonal
institutional buying for the holidays will see a lull in the market. Conversely,
market bulls see strong demand continuing into next year, including for exports
where shipments are record high and at record high prices; in September, the
average per-ton value of all beef exports (excluding variety meats) was U.S.
$8,974, the highest monthly average ever. And the fastest growing U.S. beef
market keeps expanding; new sales to China during the week ending
November 4 totaled 8,300+ tons, the 3 highest weekly total ever. Moving
forward, there will be increased focus on cattle market dynamics, especially as
the cyclical herd contraction becomes more impactful. In early 2022, the
smaller supply of calves and feeder cattle should pressure feeder cattle prices
higher, while feedlotters will also have to face high grain costs. The average
cost of weight gain for steers in feedlots is the highest in 8 years and is +33%
from the beginning of the year. Still with high wholesale beef prices creating
slaughter margins near U.S. $500 head, feedlot operators think there is still
room for higher cattle prices. To be sure, the number of cattle on feed is still
high, but analysts note that the average time of cattle spend in feedlots has
declined from the 175 day figure from September of last year to 159 days this
September. That’s another sign the market is finally returning to more normal
conditions after the black swan disruptions of the August 2019 beef plant fire
and CoVID.
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Beef Choice Beef Cutout Value: 15/11/2021 - US$283.20/cwt. (-2% from
8/11/2021)

Weakness in pork loins and bellies kept the composite pork cutout value near
its lowel level in 8 months last week, and despite a seasonal spike in purchasing
of bone-in hams. The week’s harvest of 2.614 million head was on the high
side, showing plants were able to fill their slaughter schedules but also
highlighting the ample supplies of market ready hogs. USDA announced a new
pilot program to run harvest line speeds faster at 9 U.S. pork plants after legal
authorities had slowed processing speeds in March over workers safety
concerns. The new pilot program will be run for a year and with the consent of
meat plant worker unions. The move could see national slaughter capacity
increase by up to 2.5% according to analysts. The new policy helped push lean
hog futures values higher mid-week but the market had lost momentum by
Friday on growing concern overy increasing hog weights and lower Chinese
pork imports. USDA also slightly raised its estimate for Q4 pork production in
its November 9th monthly production update, while China reported its lowest
monthly meat & poultry import volume (664,000 tons) since February 2020.
China pork market analysts have been generally negative about the market
gaining further momentum after the sharp 50+% rise in prices since early
October. Moving forward, the U.S. market is showing mixed signals; domestic
pork sales could get a boost from high beef prices while exports appear to be
under pressure from waning Chinese demand and increased EU price
competitevness.

Hog Carcass Cutout Value: 15/11/2021- US$93.93/cwt.
8/11/2021)
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MOVING AHEAD

U.S. retail prices goods and services in October, as measured by the Labor
Department’s consumer price index (CPI), increased 6.2% from October
2020 and rose 0.9% from September. Prices were higher across the board,
including those for energy, housing, autos and food. The general food
category rose 5.3% from a year ago, the biggest since January 2009.
Combined meat, poultry, fish and egg prices jumped 11.9% YOY, noticeably
higher than that of other staples including cereal and bakery items (3.5%),
dairy (1.8%) and the 3.0% for fruits and vegetables. For meat items, beef
increased the most at 20.1%, poultry 7.5% and pork 14.1%. The increase
for pork was the largest 12-month hike since December 1990. The CPI
breaks down meat species into specific items, and the category of
“uncooked beef roasts” rose 24.7%, the largest YOY price increase for any
single food item tracked by Labor Department’s index. Its well known that
beef demand spiked during the pandemic, and although the beef cutout
value - an index value representing wholesale prices - peaked in late
August, supermarket price growth has lagged, as expected. Moving
forward, whether retail beef prices turn down as the cutout did by 20%
between late August and mid-October remains to be seen. There have been
reports that U.S. consumers may be shifting away from beef to other
proteins as values get too high. But the 1.5 - 1.6 ratio of the average all-beef
retail price to that of pork items has remained somewhat stable during the
pandemic, and back to 2010. Conversely, the ratio of beef to chicken has
been steadily growing over the last decade and has registered a big jump
this year. Another interesting dynamic has been the pandemic-induced
changes in the demand - and values - of different meat cuts and different
quality grades of the same meat cuts. We have talked frequently about
unprecedented rib-eye values, but the price changes of PRIME product have
behaved differently to that of CHOICE (see graph below). In short, premium
beef values have remained high despite a correction in CHOICE prices. And
substitutes for the common tenderloin/ribeye/striploin steak items are
enjoying strong demand; e.g. the price of CHOICE chuck top blade muscle
has hit fresh all time highs in recent weeks. Overseas U.S. meat customers
face additional lag times from U.S. market dynamics due to supply chain-
related delays in transport times.

USDA CHOICE vs PRIME ribeye values: 2021 to date
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TRADE

Although CoVID hit Indonesia hard, its meat trade has been vibrant, with
Jan-Sept 2021 total beef imports of 206 thousand tons a record volume for
the period and its +38% YOY growth rate is the fastest among of all major
beef importing countries. Higher beef imports are offsetting lower live
Australian feeder cattle shipments, but the impact of lockdowns on beef
demand has been modest. On the live cattle side, high Australian prices and
operational difficulties including high feed costs and CoVID restrictions
have hit Indonesian feedlotters hard, decreasing the competitiveness of
locally raised beef. The average per-ton price of all imported beef during Q3
2021 was +14% from pre-CoVID Q3 2019, while the average per head cost
of Australian feeder cattle sold to Indonesia rose +40%. Imports of
Brazilian beef and Indian buffalo continue despite media reports of bans.
Indonesia is the fastest growing top #10 market for U.S. beef outside of
China this year; shipments seem to be accelerating with September U.S.
beef imports into Indonesia hitting a monthly record of 3,875 tons.

Indonesia’s beef & cattle imports: Jan-Sept
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