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Editor’s Note: The next edition of U.S. Meat Bulletin will be published
February 9, 2022. We wish all our readers and their families a happy and
prosperous Year of the Tiger.

SUPPLY & DEMAND

Although harvest activity at beef processing plants increased from the week
before, last week’s wholesale beef prices rose 3% week-on-week, driven in part
by a wintry weather related demand boost for roasting cuts. Although omicron
cases are set to fall nationwide in the coming weeks, retail and institutional
buyers continue to face logistical challenges that are driving forward
institutional buying for the upcoming Valentine’s Day (Feb 14) and even the
further out Easter (April 17) weekend. The largest sporting event on the U.S.
calendar, the Superbowl], will take place on Feb 13t%, which is helping ground
beef demand, and prices. On the live cattle side, USDA’s cattle on feed report
showed the 2n highest number of cattle on feed in feedlots on Jan 1, with a very
large number of animals being placed throughout the month of December. The
large December placements capped the final quarter of 2021 which saw larger
and larger placements each month. The increased placements were the result of
poor foraging conditions and record high hay prices in some of the major
feeding areas. As the U.S. herd contracts, the number of cattle in feedlots will
later tighten with the decline in the supply of replacement cattle. How and
when this will play out exactly is uncertain at this point but next week’s bi-
annual UDSA cattle inventory report will provide clues (see MOVING AHEAD
next column). On the positive side, the CoVID induced backlog of cattle in
feedlots has clearly abated (see GRAPH below). Final 2021 U.S. meat
production numbers are in; total 2021 output reached 55.8 billion pounds
(25.31 million tons), up slightly from 2020. U.S. beef production was up 3%
from last year, hitting a new record, veal was down 17%, pork was -2% YOY,
and lamb and mutton production was down 1%.
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Beef Choice Beef Cutout Value: 24/1/2022 - US$293.50/cwt. (+3% from
14/1/2022)

Mexican buyers took advantage of low U.S. bone-in ham offers, which helped to
push the overall U.S. pork cutout 5% higher last week. Loins and bellies also
jumped on strong retail demand for bacon. Slaughter of 2.44 million head, down
10.2% from the same week last year, also helped to prop up wholesale prices.
Exports and new export orders during the week ending Jan 13 were large, with
exceptional new orders from Japan, which could have been playing catch up from
the holiday interrruptions. The export performance was encouraging given the
overall weakness of hog prices in both China and the EU (see graph below). The
EU swine industry is undergoing particular stress from low prices, with the most
efficient producers currently losing up to U.S. $45/head. Spanish pork carcass
prices have been below those of the U.S. since last March, and although current EU
hog prices are not the lowest on record, near historically high production costs are
punishing the sector. Last week, U.S. lean hog futures followed cash prices upward,
with the Feb futures contract rising in all 5 trading sessions on expectations of
tighter live hog supplies ahead, and despite current processing plant slowdowns.
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MOVING AHEAD

As we noted last week, although beef prices stayed high throughout last
year, cattle feeders did not see the same lofty prices for their animals, until
the very end of the year. U.S. fed cattle prices averaged approximately U.S.
$1.38/1b liveweight during December 2021, only the 2" month in the past
5+ years (the other was May 2017) to experience an average value above
the $1.38 level. Average returns to cattle feeders in the large Southern
Plains (e.g. Kansas, Texas) states would have reached the U.S. $200 per head
level during December. The big December rally helped push up the
estimated annual average per head return of feedlots to U.S. $40, but
profitability was much lower earlier in the year. The fact that average
annual returns were in the black is all the more compelling given that the
cost of feedgrains through all of 2021 was historically on the high side.
Moreover, the Livestock Marketing Information Center estimates that total
production costs for feeding cattle - excluding the cost of the feeder cattle
themselves - rose 32% during the 12-month period from December 2020 to
December 2021. Feeder cattle prices jumped during the 2nd half of last
year, adding strain to feedlot margins, but the the sharp end-of-year rally in
fed cattle prices provided some relief. Live fed cattle prices have slipped in
the last few weeks because of omicron-related slowdowns in beef
processing plant activity, with profitability calculations at the end of last
week showing operators back in the red. But there is optimism for 2022 as
a contracting national cattle herd will translate into a 300,000 head (-2.5%)
reduction in annual fed cattle slaughter this year (after a 489K head rise, or
2.6%, in 2021). That means monthly returns to feedlots this year are likely
to be in the black for most of the year, especially if beef demand remains
strong and packing plants become more aggressive about buying cattle to
fill production schedules. Feedlots will still be walking a financial tightrope
though, as the cost of feeder cattle (750-800 1b steers) could jump from the
2021 average of $145 to $175 throughout 2022, and grain prices are
expected to remain elevated. There is no question that the U.S. cattle herd
is in a contraction phase and USDA’s report next week should help quantify
the contraction. Beef cow slaughter numbers last year increased by 9.1%
YOY, suggesting the U.S. breeding herd is shrinking. But the calculation is
more complex since it is unknown how many heifers were held back for
breeding and how many were sent to feedlots. Some believe that the
number of heifers held back for breeding - known as replacement heifers -
could have increased last year, which would help offset the impact of the
larger cow Kills.

TRADE

China’s beef imports last year registered another record, hitting 2.33
million tons, up 10.2% over 2020’s previous record. To put that in
perspective, the year-on-year tonnage increase was 50% higher than total
2020 Taiwan beef imports. As in recent years, South American suppliers
dominated the trade, but according to USMEF estimates, China’s grain-fed
beef imports, including shipments to HK, expanded by nearly 30% YOY,
driven by massive growth in trade with the U.S, and relatively steady
Australian grain-fed shipments China customs data shows that direct
2021 imports of U.S. beef grew 400% YOY to 150,000 tons, including
variety meats. Looking ahead, China’s grain-fed beef imports are expected
to grow faster than those of grass-fed. Including the HK trade, grain-fed
beef accounts for approximately 12% of total imported beef consumption in
China, far below the 45% share of Taiwan, which exhibits similar beef
consumption patterns to the mainland. This year, the growth rate of
China’s beef imports is expected to slow, driven in part by supply
constraints. Although Brazil has re-established access after its BSE finding,
Canadian & Irish product remains banned, and Argentina still faces export
restrictions. But smaller suppliers, including most notably Russia, Bolivia,
Belarus, and Ukraine have collectively expanded their beef exports quickly
in the past 2 years to 75+K tons, a growth rate of 1,000%. China’s 2021
sheepmeat imports also increased 13% to 410K tons, a new record.
China chilled & frozen beef imports 2016-2021
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Hog Carcass Cutout Value: 24/1/2022- US$95.66/cwt. (+7% from
14/1/2022)

ACTIVITIES:
SIAL, Shanghai: May 18-20, 2022
Food & Hotel Asia, Singapore: September 5-8, 2022
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