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SUPPLY & DEMAND

The USDA CHOICE beef cutout value rose 1% week-on-week, with strength
from retailers who were filling spot needs due to surprisingly strong consumer
buying activity. Even as the U.S. announced a 40-year high YOY GDP growth in
June of 9.1%, consumers are remaining resilient in their basic food spending.
After noticeable weakness, chuck roll values have risen, with wholesale prices
+32% since May. Last week’s price firmness came despite a high slaughter
number of 677,000 head; harvest activity has been elevated in recent weeks,
and this Friday’s monthly cattle on feed report could show the highest June
marketings of fed cattle in 11 years. But movement of feeder cattle into feedlots
during June is expected to have dropped considerably, setting up the market for
much tighter cattle supplies moving forward. For the last few months, USDA
has been revising up its 2022 beef production forecast due to continued large
feedlot inventories. This month, USDA upped its annual beef production
forecast by 0.1% from last month to 12.67 million tons, just slightly below last
year’s record beef output of 12.68 million tons. USDA has also revised its 2023
forecast slightly lower to 11.77 million tons (-7.1%) based on its prediction that
carcass weights will fall in early 2023. USDA is forecasting beef production to
start to drop below year-ago levels late this year, with Q4 2022 production
forecast down 5.1% YOY. For 2023, USDA is forecasting a steep 7.4% decrease
in Q1 and a 10.1% decrease in Q2. Despite the bullish forecasts, average fed
cattle prices moved lower last week, with most of the fall attributed to
weakness in lower grading cattle from the southern plains. The supply of USDA
SELECT grade beef is rising, pressuring values for that leaner grade of product.

Choice Chuck Roll 1x1

Source: USDA/AMS
Beef Choice Beef Cutout Value: 18/7/2022 - US$270.55/cwt. (+1% from
11/7/2022)

The pork cutout continued to surge last week, rising 4.5% following a 5% climb
during the previous holiday-shortened July 4% week. The cutout value, a
measure of overall wholesale pork prices, is +56% from pre-pandemic 2019
and at its highest level since last August. Lower slaughter activity is supporting
prices and harvest activity normally slackens during the mid-summer months.
Last week’s hog harvest totaled a relatively muted 2.255 million head, and
year-to-date pork production is -3.2%. Compared to the previous week, values
were higher for the belly (+9%), ham (+6%), picnic (+6%), butt (+4%), and loin
(+3%) primals, while the rib primal trended lower for the 7th week. Heavy
bone-in ham prices settled last Friday at their highest level since 2014. On the
demand end, although concerned about inflation, consumers are focusing their
budgeting efforts on food, gas and back-to-school expenditures. On the food
side, June grocery retail sales were strong - despite higher prices - and
spending in supermarkets during the month was a significant +7.5% higher
than a year ago. Processed meat consumption could be benefiting from high
beef prices and consumers trading down from more expensive proteins.
Demand for hams from Mexico have been the bright spot for exports so far this
year, but new foreign orders for the week ending July 7 were the lowest since

late May. Lean hog futures ended the week up slightly.
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ACTIVITIES:

Food & Hotel Asia, Singapore: September 5-8, 2022
Restaurant and Bar, Hong Kong: September 6-8, 20
FHC Shanghai Global Food Trade Show: Nov 8-10, 2022

SIAL, Shanghai: December 7-9, 2022

Value: 18/7/2022 -US$121.96/cwt. (+6% from

MOVING AHEAD

According to a new report by the National Pork Producers Council
entitled The U.S. Pork Industry 2021, U.S. pork production activity
generated U.S. $35.9 billion in personal income and contributed U.S. $57
billion of value to the U.S. GDP last year. The new report highlights that the
structure of U.S. pork production has undergone a significant
transformation over the last few decades, moving from one characterized
by family run operations producing commodity hogs to a more capital-
intensive industry whose evolution is being driven by new science and
technology & the need to produce more efficiently and sustainably. To be
sure, 96% of the USA’s 66,500 pork farms are family-owned, but economies
of scale are pushing operations to enlarge, with contract production
arrangements becoming more popular. The average hog inventory per farm
rose from 490 in 1997 to 1,089 in 2017, but the 3,600 largest farms - which
account for only 5.4% of the total number of farms - hold over 70% of the
total U.S. hog population. The total value of hog marketings in 2021,
representing the farm value of live hog transactions, reached U.S. $28.02
billion. The far larger U.S. $57 billion in added economic value to the U.S.
economy involves the economic impact of activities related to processing,
distributing, and selling pork products. U.S. pork production generates
36,000 full time jobs at the farm production level, with an additional
138,000 laborers employed by the hog slaughter and processing sector.
While there are some specialized wean-to-finish operations, most U.S.
production is of the farrow-to-finish model. Based on this model, ISU
estimates that total feed costs represent 56% of total hog production costs,
with U.S. hog production accounting for 11% of total U.S. corn utilization in
2021, and 9.8% of the U.S. soybean output. Below are ISU estimates of the
national hog production balance sheet, based on long term projections of
grain & other non-feed costs and hog sales revenue of average farrow-to-
finish operations; in its model of industry returns to capital, ISU estimated
live hog prices of U.S. $60.83/cwt. (U.S. $1.34/kg.)

National annual costs & revenues of U.S. pork
production (140 million hogs marketed annually;
USS millions)

Costs
Corn $7.718
Soybean meal $3,393
Other feed sS1,624
Other direct costs $5,029
Equipment S552
Building, land & other $2,158
Labor & management S2,302
TOTAL COSTS $22,776
Revenue (140m head x $60.83/cwt) $24,291
Return to Capital $1,515

TRADE

The U.S. dollar is reaching 20-year highs against other major currencies as
the U.S. Federal Reserve raises interest rates (see GRAPH below) to fight
inflation. Last week, for the 1st time in 20 years, one U.S. dollar was worth
more than one Euro, and the dollar has also surged against the Japanese
Yen, Korean Won, and Australian dollar. It is not yet clear how the strong
U.S. dollar may affect beef & pork exports, but some saw last week’s slow
export pace as a sign of more challenging conditions ahead. After
announcing a 50K ton tariff-free quota (TRQ) for pork muscle cuts in order
to tame its food inflation, Korea is set to announce details on a similar
tariff-free beef TRQ. The current tariffs are 10.6% and 16% on US and
Australian beef respectively, so the new TRQ should help cushion the
impact of the Won fall; Korean duties on U.S. pork were already zero, so the
new pork TRQ is set to make Canadian & Mexican product more
competitive as product from those suppliers are still assessed duties of
9.6% and 25% respectively. The outlook for the U.S. currency remains
uncertain, but with the U.S. reporting another record inflation month in
June, there is likely to be more pressure to continue hiking interest rates.
That said, dozens of other major economies are now raising rates as well,
including Canada, the Euro Zone, Korea, Philippines, Australia, and India.
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Costs

e Corn $7,718

iz'z Soybean meal $3,393

Other feed $1,624

Source: USDA/AMS ¢ ' Other direct costs 35,029
EERVESTAREMERES g% : 2022 £ 7 A 18 H - Equipment $552
$270.55 £Ju/BRF (B 202247 A 11 B30 1%) Building, land & other $2,158
Labor & management $2,302
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SWfa, BRI EERT 4. 5% FE P VIR AR =2 i S AR08 P R AN A 1 Revenue (140m head x $60.83/cwt) $24,291
—AMEbR, B 2019 FEREE RFATRT LA T 56%, RF[LFE 8 ALK Return to Capital $1,515
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