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SUPPLY & DEMAND

Wholesale beef prices - across all primals - dipped last week due to increased
slaughter activity and a darkening outlook about overall holiday retail demand.
A recent survey by the National Retail Federation indicates that U.S. end-of-
year holiday sales are expected to rise at the slowest pace in 5 years. Beef
wholesale prices were expected to continue to stage their seasonal rally
through last Friday, so last week’s pause has raised new concern about overall
demand for beef, where retail prices remain at record levels. In recent weeks,
weekly slaughter volumes have been running 5-6% below last year’s levels, but
boxed beef prices have struggled to make their normal seasonal gains. With the
USDA CHOICE cutout value running 17-18% higher than year-ago levels, high
absolute prices are taking a toll on consumers’ wallets. U.S. beef export activity
has also been weak (see TRADE next column). In the live cattle market, it
remains to be seen whether steer prices will stage the seasonal upward
movements of past years (see purple line in GRAPH below). Unexpectedly large
placements of cattle into feedlots in September (+6.1% YOY) have caused a
small balloon in the market-ready front-end inventory of fed cattle, which
should somewhat limit spot fed cattle price increases in coming months. Some
analysts believe that feedlot placement activity in October dropped, while
others cite buoyant auction receipts through the month as evidence that feedlot
operators are still aggressively seeking out feeder cattle supplies. After rallying
earlier in the week, the December fed cattle futures contract dropped last
Friday, with losses continuing yesterday. But despite the negative overtones of
last week’s market, all indicators suggest tighter cattle supplies lie ahead;
increased placements in recent months translate into lower inventories of
cattle outside of feedlots, a trend that is occurring both in the U.S. and Canada,
a source of feeder cattle for the U.S. when domestic supplies are tight.
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Beef Choice Beef Cutout Value: 6/11/2023 - US$301.72/cwt. (-2% from
30/10/2023)

Last week’s seasonally elevated hog harvest of 2.677 million head pressured
pork prices in wholesale markets. Institutional activity - both by domestic and
foreign buyers - was tepid as buyers remained cautious about holiday demand.
There were no clear directional trends for hams & bellies, the latter’s value
having fallen dramatically since the summer. Primal loin & butt values have
also been declining in recent weeks and are now similar to year-ago levels. Rib
values are below those of last year and the most recent 5-year average for this
time of year. Pork tenderloin prices are now at their lowest level in years (see
GRAPH below) and are considered a buying opportunity. In the futures market,
December 2023 lean hog futures have rebounded slightly from their October
low, but there is no evidence that a sustained recovery is underway, with
market observers citing last week’s broad rally in equities and commodities as
a macro factor helping push up lean hog futures. The pace of sow slaughter has
been running a few percentage points higher than that of 2022, a trend analysts
believe may be related to the current financial stress of producers (see MOVING
AHEAD next column). Sow prices have also seasonally turned up since early
October, which is encouraging sow culling. U.S. pork exports are still running
ahead of last year, with slower recent sales to Mexico and China being
somewhat offset by higher activity to other markets (see TRADE next column).
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MOVING AHEAD

Once a month, Iowa State University (ISU) economists publish profitability
estimates for an average swine raising operation in lowa, the largest hog
producing state in the U.S. ISU calls its monthly Estimated Returns data a
“barometer of profitability for the industry”, noting that the calculations do
not reflect the actual financials of any one operation. Moreover, many
producers utilize future markets and can hedge against losses. The most
recent September ISU report highlighted the continued challenges for U.S.
swine farmers, not just in lowa, but throughout all producing areas.
Estimated returns during the month for a typical wean-to-finish operation
in the state were in the red to the tune of U.S. $21.38 per head, the 13t
consecutive month where ISU calculated producers were incurring losses.
ISU estimated that the average breakeven value of production of U.S.
$0.99/1b. during September 2023 was above the average carcass price the
operator would have received for his animals of U.S. $0.86/lb. During
September 2022, a year earlier, the mean breakeven was higher at U.S.
$1.13/lb., with selling prices averaging U.S. $0.97/lb. Breakevens were
higher last year due to elevated feed costs, which now have come down, but
not enough to stem continued operating losses (see GRAPH below). The
outlook for producers continues to be mostly negative, with elevated sow
slaughter an indicator that operators are trimming herds. Based on its latest
quarterly survey data, USDA has forecast that the U.S. industry intends to
farrow less sows during the September-November and December 2023-to
Feb-2024 quarter. There are several bright spots on the horizon, however.
With three-quarters of the U.S. corn harvest complete, this year’s projected
harvest of 15.064 billion bushels will be significantly above the 2000 to
2020 average of 12.96 billion bushels. That should mean lower feed costs to
operators. International demand for U.S. pork remains strong (see TRADE
below), and signals by the U.S. Federal Reserve that the end of interest rate
hikes is near could translate into a weaker dollar moving forward.

Hog production costs easing but at historically
elevated levels

Hog Breakeven Price & Selling Pricelowa State University Significant losses
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TRADE

Here is a quick snapshot of the status of U.S. pork & beef exports based on
weekly trade data; combined U.S. pork muscle cut exports to #1 & #2
markets Mexico & China through the end of October were approximately
-3% YOY, but large increases in U.S. exports to other markets, principally
Australia (+94% YOY), Chile (+104%) & Canada (+29%) are offsetting the
export drop to the market leaders. On the beef side, total muscle cut exports
through Oct 26 are -15% the pace of last year, with combined shipments to
the top 3 markets Korea, Japan, and China off 20% last year’s pace. Across
the USA’s top 10 export destinations, only trade with Hong Kong (+11%) &
Guatemala (+26%) show gains YOY.
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