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SUPPLY & DEMAND

The USDA beef cutout value ended slightly down week-on-week on choppy demand.
Institutional buyers are focused on securing supplies for the large Memorial Day
(May 30) weekend, which helped to arrest recent value declines in rib and loin
values, especially of higher grades. Demand for striploins, a major grill item, has
remained steady and chucks received some support last week. Grilling weather has
been less than ideal, with nearly 90 million persons in the central U.S. under a severe
storm watch last weekend, while record high mid-May temperatures throughout the
southern U.S. are driving many indoors. On the live cattle side, cattle on feed
numbers remain record high despite processing plants desire to fill harvest
schedules. Last week’s relatively large harvest of 657K head kept live fed cattle
prices at steady levels through last week. On the other hand, a negative tone
permeated the cattle futures markets, as overall investment sentiment - especially
for more speculative assets such as cryptocurrencies - turned even more bearish.
Consumer food bills increased again in April (see MOVING AHEAD next column) and
consumption behavior is changing rapidly as managing inflation becomes a more
central aspect of household activity. At the same time, transportation and feed costs
are moving higher for producers; last week, USDA issued its much-watched monthly
WASDE agricultural supply & demand report and the agency is predicting lower corn
yields this year from lower acreage. The report predicts total 2022 U.S. corn
production of 367.3mmt will be -4.3% YOY, with global market tightness
exacerbated by a forecast 54% fall in Ukrainian corn output. Much-needed
moisture provided some drought relief to cattle grazing in the southern plains a few
weeks back but now record heat threatens to deplete that moisture. Export demand
remains strong with huge new beef sales of 28+K tons reported to Korea and Japan
during the first week of May. Buyers were taking advantage of a recent dip in U.S.
wholesale prices in expectation of higher U.S. cattle prices ahead and a rebound in
Chinese beef import demand as lockdowns ease.
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Beef Choice Beef Cutout Value: 16/5/2022 - US$260.31/cwt. (+2% from
10/5/2022)

The pork cutout drifted lower last week to near 3-month lows on slower ham & belly
demand. Interest in bone-in hams was weak due to recently elevated price increases, and
bellies softened as consumers pushed back on high retail bacon prices. Loin items also
moved noticeably lower. The bearish sentiment in the market saw the current CME lean
hog cash index fall below the value of the June lean hog futures contract value as
investors worry about consumer demand. According to a study by consumer research firm
First Insight Inc., 97% of consumers are reprioritizing the way they spend, with groceries
ranking as the most important (56%), followed by gasoline (43%), housing costs (29%)
and health care (18%). Nearly half of survey respondents reported reducing dining out
activity with one-third stating they are cutting back on retail food spending. Analysts
believe consumer concern over rising prices may be hitting demand for high cost
processed meats such as bacon. U.S. export data for Q1 showed sharply lower
international pork shipments YOY, although shipments are near pre-ASF trends (see
TRADE next column). Export activity was brisk during the 1% week of May, with large
shipments to Mexico and China.

Weekly U.S. Pork Exports to Mexico
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Hog Carcass Cutout Value: 16/5/2022 - US$101.55/cwt. (+1% from
10/5/2022)

ACTIVITIES:

Food & Hotel Asia, Singapore: September 5-8, 2022
FHC Shanghai Global Food Trade Show: Nov 8-10, 2022
SIAL, Shanghai: December 7-9, 2022

MOVING AHEAD

Inflation continues to be top of mind for U.S. and many consumers around the
world. Average retail gasoline prices hit a record high U.S. $4.40/gallon (U.S.
$1.16 per liter) late last week as the U.S. announced a small decrease in the
annual inflation index from March’s 8.5% to April’s 8.3%. Retail food prices,
averaged across a basket of all items, climbed 10.8% year-on-year (YOY), the
highest year-on-year rate since 1980. The USA’s Bureau of Labor, which
compiles the data, divides prices into food purchased for home consumption and
food ordered at restaurants. Prices for all food items purchased in supermarkets
rose 10.8% on average, while retail meat, poultry, fish and egg prices rose 14.3%.
Year-over-year costs for restaurant meals were 7% higher than in April 2021,
with the cost of full-service meals - including steakhouses - up 9%. In general,
retail food costs rise faster than those of restaurants, as consumers are more
sensitive to menu price increases. Supermarket operators can change food
prices often, as consumers can more easily trade among a wider variety of items.
With meat prices rising faster than overall food prices, there is some anecdotal
evidence of switches from higher cost meats (e.g. ribeye steaks) to lower cost
items (e.g., ground beef or chicken breasts). Typically, food, gasoline and
housing constitute a larger share of total spending for lower-income households
and economists report that there may also be some switching from animal
proteins to more affordable carbohydrates such as pasta, especially given that
even relatively low-priced animal protein items like ground beef and chicken
breast prices remain at record high levels. It is important to note that inflation
figures represent an average spread across pricing & consumption behavior that
varies widely between the demographics of households and location. Its also
important to note that retail prices do not necessarily follow wholesale prices, as
rising labor costs need to be factored into pricing strategies of supermarket and
restaurant operators. As a general rule, food costs normally account for between
28-35% of menu prices, while during Q1 2022, the average wholesale value of all
beef cuts purchased by supermarkets of U.S. $4.08/1b equated to 53% of the
retail value of $7.64/1b. Although restaurant menu prices are less volatile than
supermarket prices, retail prices are much less volatile than wholesale prices
(see GRAPHS below).

USDA Choice average beef wholesale & retail prices and
average pork wholesale & retail prices

US cents per pound

~—Beef retail value Beef wholesale value —Pork retail value  —Pork wholesale value

> >

‘}é\fm.mﬁ_&

> D D 4 DD DDA D DD DD D DD
o SIS E S

S >
o

SOURCE: ERS - USDA

TRADE

Q1 2022 trade data shows that U.S. beef and pork exports trended in opposite
directions, with strong Korean, Chinese, and Taiwan demand for beef driving
shipments +6% YOY to 354K tons, while total U.S. pork exports dropped 20%
from last year’s pace to 630K tons. Weaker pork shipments were the result of a
steep 56% volume decline to China, but also sizeable drops to Japan (-13%),
Korea (-6%) and Canada (-14%). Although current U.S. pork export activity
appears weaker year-on-year, Q1 2022 volume was still slightly above the
average level of U.S. trade for the 2017-2019 pre-China ASF period. Moreover, all
major global pork exporters have experienced export drops (see GRAPH below)
due to the contraction of Chinese import demand, with total EU shipments -25%
due to their greater export dependency on the China market (30+%) compared
to the U.S. (16%). Average per ton export values during the Jan-March period for
U.S., EU, Canadian and Brazilian pork also dropped slightly on slower global
demand. A positive part of the U.S. pork export portfolio is #1 market Mexico,
where current indications point to record 2022 import needs & record large U.S.
exports. Looking at the Q1 global beef trade, demand remained firm, with
sizeable increases by #1 exporter Brazil (+10%), #2 USA (+6%) & #3 India
(+10%) more than offsetting the -10% & -7% YOY declines by #4 & #5 exporters
(by volume) Australia & Argentina (respectively).
Pork & Variety Meat Exports
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