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Note: Due to upcoming holidays, the next U.S. Meat Bulletin will be
published July 5.

SUPPLY & DEMAND

The upward momentum in cattle & beef markets softened last week as buyers
turned cautious in reaction to the recent torrid rally. Although a week remains
before the July 4th holiday, retailers had mostly completed their pre-holiday buying
by last Friday. Following July 4 there will be no major holiday to boost beef demand
until Labor Day September 4. The spread between popular steak items and staple
chicken and pork items continues to be wide, making it more challenging for
retailers to feature beef deals (see GRAPH below). Live fed cattle prices traded
mostly lower last week, as USDA’s new cattle on feed report showed a larger-than-
expected 5% YOY increase in placements of cattle into feedlots during May. That was
the 15t month in 8 months that placements had been above a year earlier. Analysts
noted that U.S. net imports of feeder cattle (the U.S. imports and exports live cattle,
mostly to Canada & Mexico) are up by over 30% YOY, suggesting that live
shipments from the U.S.’s neighbors could be supplementing current short supplies
of domestic feeder animals. Last week was a volatile one for feedlotters as corn
prices seesawed on crop weather news. Mid-summer agricultural markets always
fluctuate due to weather, but the past 2 weeks have been dramatic with an 18%
surge in the July corn futures contract followed in recent days by a sharp downward
correction. A dry spell during late May & early June in the corn belt saw some rain
relief over the weekend. Beef exports to key Asian markets ticked up slightly during
the week ending June 15%, but combined year-to-date beef muscle cut exports
(volume) to Japan, Korea, China, Taiwan and HK are -15% the record pace of last
year,
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Beef Choice Beef Cutout Value: 26/6/2023 - US$333.04/cwt. (-3% from
16/6/2023)

Firming belly and ham values helped push the USDA pork cutout value higher again
last week. Prices of retail items includuing loins, tenderloins, sirloins and butts also
advanced, but overall, prices to consumers are lower than a year-ago. Supermarkets
are now aggressively featuring various meats & poultry in advance of the July 4t
holiday, with pork looking attractive compared to high & rising beef prices. Analysts
noted that lighter year-on-year hog weights are also supporting prices; U.S. hog
slaughter through mid-June was up 1.1% YOY while pork production was +0.3%.
Following the positive sentiment in the cash markets, lean hog futures also saw gains
last week. The announcement of a six-month implementation delay from July 1 to
December 31 of California’'s new pork regulations meant that California
supermarkets could restock without fear that regulators would be checking shelves
for non-compliant product. All pork entering the state from the beginning of next
year, whether it was produced in the U.S. or by foreign suppliers, will have to meet
the state’s new sow housing requirements. Only an estimated 8% of U.S. sow housing
meets California’s requirements while the state accounts for 13% of total U.S. pork
consumption. On the trade front, U.S. pork export activity continues to be stronger
year-on-year. New export sales during the week ending June 15% were higher than
those in the prior month, with large volumes of new business written for Canada,
Mexico and Korea. Although the U.S. dollar has weakened slightly since its fall 2022
hights against currencies of many of its major markets, the strongest Mexican Peso
(see GRAPH below) since 2015 has helped keep exports strong. To be sure, exports
to the USA’s #1 market are -2% YOY through mid-June, but still the 2 fastest pace
ever.
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Hog Carcass Cutout Value: 26/6/2023 -US$99.55/cwt. (+8% from

ACTIVITIES:
Restaurant and Bar, Hong Kong: September 5-7, 2023
FHC Shanghai Global Food Trade Show: Nov 8-10, 2023

MOVING AHEAD

USDA last week approved grants of inspection to 3 U.S. manufacturers of cell
cultivated chicken, opening the door for these companies to begin commercial
production and sales of cell cultured food products. Grants of inspection will
mean that USDA FSIS food safety officers will conduct inspection activities at the
approved facilities at least once per shift to verify the production of safe and
properly labeled product. USDA had earlier also approved one manufacturer’s
proposed label of its products as “cell-cultivated chicken”. Even though the
chicken products are produced using an entirely different slaughter-less process,
under USDA rules, the products are subject to the same labeling requirements as
conventionally produced meat products. Although popular media heralded the
announcement as a milestone, analysts see many barriers for cell cultured meat
to become commercially viable in the years ahead. The dozens of cultivated
meat product companies that have entered the field continue to be
technologically challenged with the high costs of growing animal cells at both
large volumes and at commercially viable speeds. The growing process requires
large volumes of inputs; in a typical process, natural cells derived from chicken
muscle, or an embryo, are mixed into a slurry with nutrients including a mixture
of amino acids, fatty acids, sugars & salts, trace elements, and vitamins and
placed into a cultivator or a bioreactor vessel. With added heat and oxygen, rapid
cell growth is catalyzed, producing visible volumes of cells that coalesce around a
natural scaffolding. In addition to the high capital expenses, including buildings,
machinery and the expensive bioreactor vessels, input costs of the mediums
needed to foster cell growth are high. Moreover, cultured cell growth becomes
more technologically difficult on a larger scale, at least under current production
practices. According to a recent report by the CRB Group, the current average
cost of making a cultivated meat product is approximately U.S. $3.76/1b., much
higher than the breakeven costs of conventional poultry products and an
estimated U.S. 20 cents/lb. above what are viewed as ‘target’ production costs. A
recent study by the University of California Davis concluded that current
cultured meat production practices have a higher carbon footprint than
conventional production due to the high energy requirements of purifying the
mediums for cell growth. Finally, although some manufacturers have reported
limited success at producing products that resemble whole muscle products
(e.g., steaks), commercial products now are only available in minced form.
Proponents of the new technology argue that current facilities & activities are
precursors to next generation scaled production & point to the large amounts of
private equity capital entering the sector.

TRADE

Just as the size of the U.S. cattle herd is hitting its nadir, Australian cattle
numbers are hitting a cyclical peak, with the current total inventory reaching
28.7 million head, the highest since 2014. Recent Australian projections forecast
total Australian cattle slaughter (excluding calves) will reach 6.95 million head,
18.8% larger than last year. Harvests are expected to increase further in the next
two years, with 2025 slaughter predicted to be +43% from the 5.849 million
head that were sent to abattoirs last year. The ramp up in production has led to
sharply lower cattle prices (see graph below), especially of grass-fed animals. As
of late last month, the price spread between the U.S. fed steer index and the
Australian heavy grass-fed steer index reached Australian $3.04¢/kg, a record
gap between the two indices. According to historical data, the normal spread
runs between A$ 0.50 - 1.00/kg. Industry analysts have noted that cattle owners
are currently experiencing difficulties scheduling slaughter slots for their cattle,
as lingering tight labor conditions have limited the ability of plants to handle the
surge in volume of market-ready cattle. On the demand side, weak undertones
prevail both domestically and internationally, especially in Asian markets where
large stocks have led to slow product movement; Australia is forecast to export
71% of its production this year. Despite the challenges, Australian beef exports
jumped 27% in May month-on-month, and total export volumes for the 1st 5
months are +20% from year ago levels. The growth in grass fed volumes has
been greater than that for grain-fed products.
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