((ﬁ\\ U.S. Meat Bulletin

‘?T”DF—“

January 18, 2022 Volume XIV | Issue 1.2

SUPPLY & DEMAND

The USDA CHOICE beef cutout moved higher last week, reaching its highest
level since last November, as continued omicron-related worker abseenteism at
plants (and across all U.S. industries) constrained cattle slaughter and beef
production. Weekly estimated slaughter was 621,000 head, up 0.2% from last
week but down 4.8% from last year. It is estimated that up to 5 million
working Americans could currently be isolating as omicron rolls across the U.S.
That number would represent approximately 2% of the nation's workforce.
Labor constraints are forcing beef packing plants to curtail operations, which is
resulting in a backup in the fed cattle pipeline. The dynamic is expected to be
very short term however, as CoVID cases are starting to decline in the areas
where they 1st surged. Retail meat demand is reportedly steady to firm, and
despite inflation news; the U.S. annualized inflation rate reached 7% in
December, the largest increase since January 1982. Beef and other food price
increases moderated in December, but over the past 12 months, the inflation
index for food purchased for home preparation rose 6.5% while food consumed
away from home increased 6%. According to an index of retail food analysts
Urner Barry, U.S. retail steak prices featured in supermarket advertisements
are up 17% from the level of a year ago. The big jump in last year’s beef prices
came as U.S. beef production reached a record level of 12.56 million tons, a
1.9% increase from 2020 output. Although the federal stimulus that juiced
demand last year will largely be absent in 2022, wage growth could facilitate
consumer acceptance of higher prices. Cattle futures were steady to firm last
week, with auction houses for young feeder cattle reporting good buying
interest from feedlot operators. Drought in important grazing areas in the
central plains and Texas is creating some uncertainty for the calf sector, but the
decline in the national herd size is bullish for cattle raisers. The international
outlook is also bullish, especially on the supply side where analysts expect
limited upside for global production increases this year (see TRADE next
column).
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Like for beef, worker shortages in pork plants has slowed harvest activity,
adding upward pressure on wholesale pork prices. The pork cutout rose 1%
last week, with weekly estimated slaughter totaling 2.407 million head, down
6.3% from the previous week and down 9.0% from the same week last year.
Last weekend’s saturday slaughter activity, a good indicator of worker
availability, was especially muted. Like for cattle, live hog prices dropped last
week as plants were unable to absorb all the market-ready hogs in the pipeline.
There was negative sentiment in lean hog futures trading, as some grew
anxious over a longer term impact of omicron. The outlook for exports is also
cloudy, with low live hog prices in China in the runup to the Feb 1 lunar new
year a negative sign for overall demand. The wholesale market for imported
pork in China has further weakened in recent weeks with omicron outbreaks
restricting travel, foodservice traffic, and social gatherings. Eyes will remain
focused this year on Mexican pork import demand; domestic production there
is expected to rise in the 3% range this year after a series of investments in the

sector, but growing per capital consumption is bullish for imports.
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MOVING AHEAD

The White House (WH) announced Jan 3 that it will release U.S. $1 billion in
funds from the American Rescue Plan to support the expansion of
“independent” meat processing capacity. Of the $1 billion, the WH says
$375 million will be allocated to direct gap financing grants to small
processors, $275 million will be funneled as loans through banks at
‘affordable’rates, $100 million will be used to back private lenders to
investors in food processing and distribution infrastructure, $100 million
will invest in worker safety programs offered by “partner organizations’
(e.g., worker unions), $50 million is earmarked for technical assistance and
R&D support to independents, and another $100 million will subsidize
USDA inspection costs at small meat plants. USDA has already spent $32
million to help very small scale meat plants obtain federal certification so
their products can be sold nationwide and internationally. The WH says its
effort, labeled the Action Plan for a Fairer, More Competitive, and More
Resilient Meat and Poultry Supply Chain, is designed to create “better
earnings for producers and more choices and affordable prices for
consumers.” The administration also says it will work to create greater
transparency and competition in live cattle markets, noting that the share of
$1 in consumer spending on beef that reaches cattle raisers has dropped
from $0.60 to $0.39 over the past 50 years, with a similar decline in returns
to U.S. swine raisers. The meat industry and other economists have
expessed skeptism the WH plan that government involvement will improve
the marketplace, noting that pandemic-induced labor shortages are the
main drivers behind the wide gap between beef and live cattle prices. They
note that data since 1994 shows profit margins of beef companies, where
82% of all steer & heifer slaugher is conducted by 4 companies (these 4
control 70% of total cattle slaughter), have seesawed between all sectors of
the fed cattle market with no one sector benefiting consistently at the
expense of another. Economists also argue that government investment in
independent meat processors will not in itself address industry
concentration, and that an increase in smaller meat processors may not
strengthen supply chain resilience, a goal of the Action Plan. Finally, fed
cattle prices have jumped significantly in the last 3 months on their own,
without government intervention. A recent industry tally suggests that the
imminent addition of new small plants & capacity expansion projects may
increase the daily harvest capacity of the 90+ largest U.S. cattle harvest
facilities to 133K/head-per-day, far above the current estimated capacity of
these plants of 126,350K head, and approximately 11K head higher than the
busiest slaughter day in 2021. There are at least 8 new projects underway
that will add another 9.1k head-per-day capacity to the the industry.
Coming at a time of the supply & demand driven U.S. herd contraction, new
plants may face challenges sourcing animals.

TRADE

Last week we discussed how the cyclical contraction in the U.S. cattle herd
could push beef prices higher. Outside the U.S., 2022 beef supplies of major
suppliers are also forecast to remain tight, with total projected global
supplies remaining flat after peaking in 2019.. USDA forecasts that global
beef production this year will increase 1% while strong demand will drive
the volume of the world beef trade+2% from already elevated 2021 levels.
To be sure, these semi-annual forecasts date back to October, but there is
no subsequent data to suggest an easing of constricted supplies. The latest
estimates from Australia predict an 11% increase in 2022 beef production
from the low output of last year, but that translates only into a 220+K ton
rise, insignificant compared to global production of about 58 million tons
(carcass weight basis). Australia’s increase will be offset by an estimated
350K ton drop in U.S. beef output. It is more difficult to forecast production
trends among the South American producers Brazil, Argentina, Uruguay
and Paraguay, but Jan-Nov aggregate slaughter by those 4 beef producing
& exporting giants was -5.7% from the pace of 2020. Last week, the
combined 4-country steer price index reached its highest level of US $4/kg
(carcass weight) in at least a decade. USDA is forcasting only a slight YOY
increase in Brazil production in 2022. Argentine export restrictions are set
to continue until the end of 2023, which will exacerbate tightness in
exportable supplies. Output by other major producers including India,
Canada, and the EU is expected to be constrained as well. As beef buyers
around the world know, market tightness has led to high beef prices (see
GRAPH previous column), which moved higher toward the end of last year
as holiday buying and supply chain disruptions led to abnormally tight
markets.
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