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SUPPLY & DEMAND

The USDA CHOICE beef cutout drifted lower again last week, with demand
unsettled due to the Ukraine conflict and sharply higher gasoline prices. The
U.S. last week announced its highest annual inflation rate - 7.9% - since 1982.
The cost of food consumed at home (i.e. purchased at supermarkets) jumped
1.4% in February from January, one of the sharpest month-to-month upticks
ever. U.S. meat, poultry, egg & seafood prices have jumped 13% over the last
year. Although the share of total household expenditures on food in the U.S. is
only 7%, it is still one of the largest categories of expenditures after housing.
Gasoline demand is often viewed as price inelastic as so many American
households depend on their automobiles to commute to workplaces. Some
have postulated that higher gasoline prices could lead in changes in food
consumption behavior, such as more promotion shopping or consumers
switching from high to lower priced items (e.g. beef to chicken). And a recent
survey by researchers ICSC found that 2/3rds of consumers could cut back on
restaurant spending if their financial situations worsened. Finally, higher gas
prices results in increased delivery & logistics costs. On the live cattle side, fed
steers traded even last week in the range of U.S. $1.38/1b (liveweight) while fed
cattle futures moved lower on overall financial market volatility. Cattle prices
have dipped in recent weeks due both to rising grain prices and the still record
amounts of cattle on feed. Spiking grain prices are changing the calculus of
feeding cattle. Normally, as grain prices rise, the price feedlots are willing to
pay for feeder cattle declines. On the upstream of the supply chain, owners of
calves/feeder cattle will try and extend the time animals spend on pasture. But
with wheat prices at near historical highs, there may be pressure to remove
cattle grazed on wheat from farmland, which could pressure those calves into
feedlots. Added onto this volatility are the perennial weather/moisture
uncertainties of spring.
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Beef Choice Beef Cutout Value: 14/3/2022 - US$255.51/cwt. (+<1% from
7/3/2022)

The pork cutout eased last week as uncertainty over the Ukraine conflict,
accelerating consumer inflation, and continued transportation bottlenecks
created unsettled market conditions. Live hog values increased, but values of
bone-in hams and loins declined, a sign of lackluster demand. Lean hog futures
have been in decline, not necessarily due to hog market fundamentals, but more
due to bearish sentiment in all financial markets. U.S. harvest plant activity is
still somewhat muted, with last week’s slaughter of 2.475 million head still well
below capacity. Year to date estimated U.S. pork production and hog slaughter
are each running down 7.5% from last year. USDA has slightly lowered its 2022
production forecast based on the Omicron-affected production slowdown in Jan
and Feb. USDA expects Q1 U.S. pork production to be down 5.2%, Q2 down by
1.8%, and then recover in the 2nd half of the year (forecasted Q3 up 2.4% YOY
and Q4 down slightly at -0.2%). Total 2022 production is now forecast to be
down 1.3% YOY at 12.39 million mt. Turmoil continues in the grain markets
with the nearby corn futures contract reaching a record value last week. U.S.
pork exports are also off to a slow start with weakness in the China market as it
battles large live hog supplies and new Omicron outbreaks (see TRADE).

Weekly Pork Cutout Values US$/pound =—2014
s1.40 —=—2018
$1.30 2019

——2020
$1.20 —=— 2021
$1.10 —e— 2022
5 Year Avg
$1.00
50.90 -
s0.80 — 1
s0.70 - -
s0.60 - !
$0.50
= bS] 3 E- 3 8 =2 2 b g e g

Hog Carcass Cutout Value: 14/3/2022 - US$103.19/cwt. (-3% from
7/3/2022)
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MOVING AHEAD

The most comprehensive annual analytical report of American meat
consumption patterns has just been published and it showed that meat is
part of the food bill in 98.5% of U.S. households and that last year’s
pandemic drove more home cooking, record on-line meat purchasing, and
more consumer use of digital platforms to obtain meat recipe information.
The annual Power of Meat 2022 study, prepared by 210Analytics, was the
17t annual report undertaken by sponsors Cryovac Sealed Air, the Food
Industry Association (FMI) and the North American Meat Institute. The
report is based on data collected from over 1,500 shoppers in Dec last year.
Based on the questionnaire results, 210Analytics estimated total U.S. meat
retail sales at U.S. $81.8 billion, +0.3% from 2020. But meat price growth
caused the volumes of meat sold to decline by 5.6%. Self-described meat
eating households make up 74% consumers, a 3% increase from 2020.
Flexitarians stood at 16% of consumers while the 6% of share of
households that categorize themselves as vegetarians remains the same as
17 years ago when the studies commenced. Major changes are underway in
the manner in which consumers purchase meat. Last year, 34% of meat-
eating households purchased refrigerated meat products online, a sharp
increase from the 14% recorded in pre-pandemic 2019. However, online
channels still only accounted for 1.9% of the total value of meat purchases
through all retail platforms, with traditional food stores (grocery stores)
taking a 60% share. In terms of the most important product attributes,
product quality/appearance together with price per pound and/or the total
package price dominated purchasing decisions. Interestingly, brands are
becoming more important to consumers with 29% of consumers indicating
a preference for manufacturer brands & 30% for store (private) brands.
That was a historical high for the 17-year history of the study. As recently
as 2010, 70% of consumers indicated that they purchased fresh meat with
no brand preference. Besides shopping for brand, 34% of consumers stated
they seek out meat that makes claims about how it was produced. The most
common sought after claims regarded the antibiotic status of production,
whether the products were organic, and whether they was grass fed.
Among the 32% of consumers indicating they pay attention to
sustainability, the most sought after traits were “local”, “grass-fed” and
whether the product was packed in clearly marked environmentally
friendly packaging. Purchasing interest in alternative veggie meat products
slipped last year, with only 9% of households reporting eating them weekly.
Finally, in searching for information on meat - e.g. recipes - there has been
a clear shift from using traditional search engines and apps to social media,
especially YOUTUBE and TIKTOK.

TRADE

USDA has released January trade data, and although one month of figures is
insufficient to make annual projections, weekly export data through early
March, combined with the Jan figures, allows some observations about
trends. Monthly data shows that total U.S. beef muscle cut exports in Jan
were even with the pace of 2021, with sizeable jumps in exports to China
and Korea being offset with declines to Hong Kong, Mexico, and Japan.
Weekly data for the 15t 9 weeks of 2022 (week ending March 3) shows beef
muscle cut exports down 12% YOY with shipments to Japan off a sharp
22%. U.S. beef shipments to China (see below) have been a driver so far
this year, but it remains to be seen if the velocity will increase as they did
during the 2nd and 3t quarters of last year. Sales to China drifted lower
during Q4 as more CoVID outbreaks began to squeeze foodservice & China
ramped up oversight of imported refrigerated foods. Sales of all imported
refrigerated foods are slow with new Omicron outbreaks hitting
foodservice sales in major cities. U.S. pork exports are also off to a slow
start, with large declines in muscle cut shipments to China dragging down
the total volume of pork & pork variety meat shipments in Jan down 11%
from last year’s pace. Weekly data shows total muscle cut exports through
the 1st two months of the year down 21% YOY, with double digit declines to
all major export destinations (Korea: -16%, Australia: -67%, China: -70%,
Canada: -28%, Colombia -23%, and Philippines: -75%). A +43% increase
in shipments to #1 market Mexico has helped to somewhat blunt the
decline in shipments elsewhere.
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