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SUPPLY & DEMAND

The USDA CHOICE beef cutout value rose 3.3% last week to reach the highest
level since September 2021. Wholesale spot prices of cuts from all primals
gained week-on-week as institutional buyers begin to prepare for the onset of
grilling season. Average live fed cattle values hit another record last week at
$1.73/1b., with prices in northern cattle areas jumping over the $1.80/1b. mark.
The values surpassed the previous record set in late November 2014. The last 3
weeks has seen one of the most bullish cattle market rallies in recent history,
with processors willing to pay more for cattle as each day passed. Last week,
despite rising prices, the beef packing industry harvested 614K cattle, a 10K
increase from the previous week. Fed cattle futures have risen along with cash
prices, but the April contract, which expires April 28, closed last Friday at a
discount to spot cash fed cattle prices, suggesting that the market expects the
recent rise in fed cattle prices to hit a pause. Historically, fed cattle prices reach
annual highs in May & June. In contrast, market bulls see a tightening cattle
pipeline ahead, even in the early summer months. More evidence on the
dynamics of live cattle markets will be revealed this Friday as USDA issues its
latest monthly cattle-on-feed report. Cattle weights continue to run 7 pounds
under year-ago levels, adding to the tightness in the beef supply. Year to date
production was down 4.6% from last year, and year to date slaughter was
down 2.9%. One of the main concerns moving forward is how institutional
buyers & consumers will behave as rising wholesale beef prices begin to
squeeze retail margins and put upward pressure on supermarket prices. Last
week, USDA released its monthly March food price report, and it showed the
USDA CHOICE retail beef price, across all cuts, was 0.6% lower than a year ago
but had increased from February of this year. Foreign buyers of U.S. beef have
been more cautious this year, with the pace of U.S. beef exports through the 1st
week of April down 13% YOY. There have been double digit YOY declines in
shipments to main markets Japan, Korea, China, and Taiwan.
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Beef Choice Beef Cutout Value: 17/4/2023 - US$305.98/cwt. (+4% from
11/4/2023)
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The pork cutout value drifted lower last week, the 5% consecutive week of
downward movement. Last Friday’s close was the lowest since the end of 2020
and was -29% from last year’s level. Ham prices managed to edge marginally
higher last week, along with butts and loins, while bellies fell a noticeable 8%
week-on-week. Analysts noted that retail hot dog and sausage sales were
below year-ago levels. Nearby lean hog futures traded at new contract lows.
Negative sentiment in the live hog & pork complex was driven in part by rising
corn prices, with Friday’s average value reaching the highest level in 2 months.
New U.S. corn orders by China have helped to drive up prices in addition to
inclement weather which is hindering planting activity. There continues to be
concern about growing competition among meat proteins, with chicken
consumption expected to grow a strong 2.2% this year after a 1.9% YOY rise
last year (see GRAPH below). The volume of U.S. pork muscle cut exports
during the week ending April 6% hit a high for this year, with large shipments to
China, and despite weak domestic hog prices there. However, new pork sales
during the week sagged; U.S. pork export volume is +3% YOY through the 1st
week of April.

Year-over-year per capita poultry consumption growth accelerated in 2022 and is expected
to grow strongly in 2023 following slower growth in 2020/21
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Hog Carcass Cuout Vaue: 17/4/2023 -US$77.61/cwt. (+<1% from
11/4/2023)

ACTIVITIES:
Food & Hotel Asia, Singapore: April 25-28, 2023 (next week)

SIAL, Shanghai: May 18-20, 2023

MOVING AHEAD

Consumers continue to demonstrate a willingness to purchase higher
quality beef, and that translates into incentives to cattle producers &
feeders to reach the top USDA grade designation, USDA PRIME. Up until
several decades ago, feeders sold pens of cattle to packers based on the
total weight of the cattle in the lot and a negotiated price-per-pound
liveweight. Now, the majority of cattle are sold on a ‘grid’ system whereby
feeders are reimbursed based on the attributes of the carcass, including the
USDA grade. As the graph below demonstrates, the % of beef grading
PRIME and upper CHOICE (the marbling threshold for Certified Angus Beef
carcasses) has gradually increased over time, and in recent weeks, weekly
average fed cattle grading percentages are nearing records. The total
volume of USDA PRIME beef production reached a record high in 2021 at
1.05 million tons, representing 10.1% of fed beef production. That was
down slightly from the record 10.2% reached in 2020. Through the 1st
week of March 2023, total PRIME beef production continued to slow and
was down 8.9% from the same period last year. This is due to both a slight
YOY decline in total fed cattle slaughter, but also slightly lower PRIME
grading percentages year-to-date (9.4%, the lowest since 2019). Despite
reports of consumers penny-pinching, the fact that PRIME prices are
holding, and that the spread between USDA PRIME and USDA CHOICE is the
highest in recent history for this time of year (see GRAPH previous column),
is evidence of the continued robust demand for higher-graded beef. Not all
cattle are graded, as a large percentage of beef derived from old cows and
bulls are channeled into ground beef production. Although machines are
routinely used to grade cattle, only USDA has the authority to award grade
designations, charging packing plants U.S. $86/hour for 40-hour-per-week
services. All beef cuts from a graded carcass can be sold using that grade
designation, but not all PRIME beef cuts are necessarily sold as PRIME; for
leaner round cuts for example, where the value differentials between
PRIME & CHOICE are low, packers may simply designate the item as
“CHOICE-or-higher.”

Increase in Prime and Choice grading percentages in recent years

co e BN CIEIEIEIEIEE

= Prime 9%  3.7% 6%  10.2% 101% 8.9%

20
oo sl ]
ow

Prime

Choice | B7.9%  ©3.1% 710% 727% 725% 73.0% 747% 750%

Up|
2/ards | 27.6% 26.6% 31.7% 320% 31.4% 30.5% 31.8% 32.8%

220% 27.8% 16.95% 13.95% 14.3% 14.9% 12.5% 12.45%

choice Unu&rz/srds select

W2013-2017 Avg = 2013

2019 m2020 m2021 -2022 B2022vid D2023yd

TRADE

Taiwan beef and pork imports dropped year-on-year during Q1 2023. Total
beef imports of 30.8 thousand tons were 11.5% below last year’s Q1 level.
Shipments from #1 & #2 suppliers USA and Australia fell while those from
NZ and Paraguay increased. At the beginning of the year, high frozen
inventories of commodity beef items such as U.S. short plate resulted in
more cautious buying in Jan & Feb, but the continued re-opening of Taiwan
following last year’s CoVID waves is accelerating institutional demand, and
the pace of imports is expected to pick up in the months ahead. Total Q1
pork imports, including variety meats, of 23.9K tons were down a sharp
33%, a somewhat surprising performance given that domestic Taiwan pork
prices started out the year at a high level, and have registered month-to-
month gains since (see GRAPH below). High EU pork prices are part of the
reason import activity has been constrained; the average value of EU pork
exports to Taiwan in Jan of this year were +26% from the level of Jan 2022.
The EU supplied 72% of Taiwan’s 2022 total pork imports of 104K tons,
with Canada supplying 23%. Imports of U.S. pork have been hampered in
recent years by negative Taiwan consumer perceptions of the approved use
in the U.S. of the feed additive ractopamine. These fears are fading as the
public has come to realize that U.S. pork is safe, and that pork shipped to
Taiwan is ractopamine free. Taiwan Q1 imports of U.S. pork, though small at
1.5K tons, are up 368% YOY.
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Increase in Prime and Choice grading percentages in recent years
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Year-over-year per capita poultry consumption growth accelerated in 2022 and is expected
to grow strongly in 2023 following slower growth in 2020/21
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