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SUPPLY & DEMAND MOVING AHEAD

Last Friday the USDA CHOICE beef cutout finished at the highest level in a Throughout a typical U.S. cattle cycle, the profitability of the different
month on firm seasonal demand for grilling beef. The biggest driver of higher industry segments, including the cow-calf & stocker sectors, feedlots, beef
prices, however, is the market's acknowledgement that beef supplies are processors and retailers & restaurant operators, shifts continually. With live
shrinking. Average live fed cattle prices rose 2% last week, settling at U.S. cattle supplies now shrinking, market profitability & leverage is shifting
$1.81/lb., a near-term high, while live cattle futures contracts continued to from end-users and beef processors to feedlots, stockers, and cow-calf
trade at new contract highs through last week. Recent rains across drought- operators. In general, prices at restaurants and supermarkets adjust slower
plagued mid-west & southern plains cattle regions will see more pasture than at the wholesale and farm level, but in coming months, margins of all
placements and tighter supplies of stocker and feeder cattle in the near term. sectors above the cow-calf sector are expected to be squeezed as the cattle
After a very challenging few years for cow-calf producers, profitability metrics  supply pipeline contracts. Average U.S. beef prices for consumers have
are now rapidly improving. Market power is shifting from processors back to  changed little since early 2022, but wholesale beef prices - as measured by
producers, which should result in an expansion of the breeding herd (see the USDA CHOICE cutout value - are +14% YOY and have rallied this spring.
MOVING AHEAD next column). Losing leverage will be packers, who are being  This implies that supermarket margins on beef sales are now decreasing,
squeezed between rising cattle costs and price pressure from institutional beef and after being sky high during the pandemic years. Beef processors also
buyers, who are facing a squeeze themselves between high wholesale beef costs  enjoyed outsized profits during that time, but fortunes have shifted, with
and penny-pinching consumers. Beef processing profit margins in the U.S. were  packer margins deteriorating quickly in the face of rising fed cattle prices.
about 57% lower in April of this year compared to a year earlier. The biggest The average price of live fed cattle the week before last was +25% YOY, a
question is how consumers will react to rising beef retail prices, which are set  far higher gain than that of wholesale beef prices. Low unemployment rates
to further increase from their already near record highs. Prices for ground beef, during CoVID have also driven packing plant labor costs higher, and with
the #1 consumed beef item in the U.S., are up more than 20% since 2020, and the fed cattle pipeline dwindling, the average per head slaughter cost has
could hit record highs this summer. Recent retail meat sales data gives a mixed risen. Further up the marketing chain, feedlot operators are currently
picture of consumer sentiment; according to 210 Analytics LLC, the total profitable, especially as fed cattle prices have surged and grain prices
volume of retail meat & poultry sales dropped 2.7% during Q1. High restaurant  softened. But feeder cattle prices have appreciated 39% YOY and feeding
prices are also slowing traffic to restaurants. That said, April 2023 retail beef margins are expected to narrow further as the supply of feeder calves
sales (volume) in the U.S. were only 0.2% less than that of a year earlier, a sign  contracts; the August 2023 feeder cattle futures contract value hit new
that consumers may be resilient to high prices. highs last week on expectations of both tighter supplies and falling grain
prices (see GRAPH below). With the cattle cycle approaching the bottom

Retail prices for meat and poultry remain near inflection point, all eyes are now on the cow calf sector. The profitability of

record highs the typical cow-calf operator is a key catalyst for shifts in the cycle, as
owners expand their breeding herds when they believe profits lie ahead.
sa.00 Average Retail Prices Calf prices are up approximately 50% YOY, the fastest value gain of any
f:;i s 100 5208 segment in the beef industry. Analysts believe that U.S. cow-calf producers
600 - will see profitability increase as calf prices continue to rise. To be sure, cow-
s ;"3 II I II s S calf operators still face headwinds, with high fuel, hay, labor, interest, and
7 ea00 o fertilizer expenses translating into the highest average production costs
sz200 III 1 ever. Nevertheless, market dynamics now seem to be underway which will
‘;’i . II II catalyze the beginnings of a new cattle cycle characterized by expanding
Choice Baef Broiler herds, and in a few years’ time, growing market cattle & beef supplies.
m2019 w2020 w2021 w2022 wlan-Apr 2023 Market Summary Feeder Cattle Futures
Source: USDAERS D2AD. 75 Lox s GRNeE
Beef Choice Beef Cutout Value: 5/6/2023 - US$314.19/cwt. (+3% from 7677 (21.150%) + past year
22/5/2023) i SNBSS i
The pork cutout dipped slightly the week before last but gained last week to settle at
U.S. $0.85/Ib., the highest level since mid-March. Still, primal values — especially rvﬁf
those of ribs and bellies — remain well below year ago levels (see TABLE below). e A
Following cash prices, live hog and lean hog futures values also advanced last week. P Y et SNUSEPTS e g 7 I

Some analysts believe recent low prices have boosted demand and that the overall
pork market is set to rebound after drifting lower through much of March.

Historically, wholesale pork prices rise in the spring through July as the grilling ;o sy ot SO Bt e it
season juices demand. This year, lower prices — and promotions - on summer items
such as ribs are helping sales. On the production side, high production costs & TRADE

negative margins in the spring caused sow culling, setting up the market for slightly-  Korea’s imported pork market is one of the world’s most competitive, with
tighter-than expected live hog supplies ahead. Year to date U.S. pork production is  product from the U.S., the EU & Chile entering duty-free. Competition looks
+0.6% from last year, and year to date slaughter is up 1.3%. Weekly pork exports  to intensify with the Korean government announcing that in June, it will
have ramped up since early April from just above a 30K-ton-per-week pace to  open a 2nd 2023 imported pork tariff rate quota (TRQ) of 45,000 tons as a
nearer to 40K tons. U.S. price competitiveness has grown in markets like Korea  measure to keep inflation low. Early in the year, Korea opened a 10,000-ton
where robust overall market demand and diminishing EU competitiveness have  pork TRQ, but that tonnage was quickly exhausted. The new TRQ will

created more opportunities for U.S. product (see TRADE next column). primarily benefit Canadian, Brazilian and Mexican pork imports as
PORK Carcass Loin Butt Pic Rib Ham Belly products from those suppliers still pay duties. Despite stiffening
competition, U.S. market share is expected to rise over the next few years as
6/4/2021 1.30 1.20 173 0.81 2.86 0.97 1.93 lower EU pork production & higher prices turns Korean processors toward
U.S. & Canadian picnics (see GRAPH below). Nevertheless, the EU will
6/3/2022 1.10 1.05 1.19 0.72 1.93 0.94 1.67 continue to be the main pork supplier as it dominates supplies of pork
bellies, the #1 imported cut accounting for 39% of total pork trade. Total
6/2/2023 0.85 0.87 1.27 0.69 1.18 0.81 0.78 Korean pork consumption has risen steadily over the past decade, driven
chg, both by tariff reductions in imports and increases in domestic production.
year/year -23% -17% 7% 3% -39% -13% -53% . Korea’s Pork Imports, excluding variety meats -
che i
2023/2021 | -35% | 27% | -26% | -15% | -59% | -16% | -59% — —’M/\/
Hog Carcass Cutout Value: 5/6/2023-US$89.06/cwt. (+5% from £« ‘ i " =
22/5/2023) e 11 e
“piainnitlnnnlll:
Restaurant and Bar, Hong Kong: September 5-7, 2023 S e e e T e P e e

FHC Shanghai Global Food Trade Show: Nov 8-10, 2023

Source: USDA/FAS, TDM, USMEF estimates
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Retail prices for meat and poultry remain near
record highs
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PORK Carcass Loin Butt Pic Rib Ham Belly
6/4/2021 1.30 1.20 1.73 0.81 2.86 0.97 1.93
6/3/2022 1.10 1.05 1.19 0.72 1.93 0.94 1.67
6/2/2023 0.85 0.87 1.27 0.69 1.18 0.81 0.78
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year/year -23% -17% 7% -3% -39% -13% -53%
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Market Summary > Feeder Cattle Futures
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Korea’s Pork Imports, excluding variety meats
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