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SUPPLY & DEMAND

Despite an uptick in weekly slaughter activity, wholesale beef prices inched higher
last week, the 5% consecutive weekly advance. Cattle slaughter moved above
600,000 head for the first time in 4 weeks, but a strong jump in the demand for lean
meat from hindquarter cuts allowed the overall USDA cutout value to grind higher.
Trimmings and ground beef remain the largest U.S. beef production category, and the
decline in cow slaughter has kept supplies limited. Domestically fabricated 90% lean
trim prices hit record highs last week. And although February ground beef prices
were down 4% from the record high of $5.35/1Ib. set last November, average retail
ground beef prices averaged $5.13/Ib. in February, up 2% from January and up 7%
year-over-year (see GRAPH below). As to other cuts, stormy weather through much
of the U.S. heartland last week reminded consumers that the onset of the grilling
season is still several weeks away; this kept demand for steaks and BBQ items
lackluster through last Friday. Most analysts believe that production cuts, rather
than a new surge in beef demand, has allowed wholesale beef prices to grind higher.
Year-to-date cattle slaughter is down 5.5% YOY, equivalent to a YTD drop in total
cattle slaughter of 386K head. Packers continue to try to limit harvests in the face of
rising live cattle prices and tepid wholesale beef demand outside of trimmings and
grinds. Last week’s negotiated fed cash cattle price reached north of $1.87/1b., the
2nd highest in history. Last June’s record of $1.89/Ib. remains the record, but many
forecast new fed cattle price milestones will be reached during H2 2024. This
Friday’s USDA monthly cattle on feed report will likely show more cattle were placed
on feed during this February than Feb 2023, as inclement weather in January forced
operators to curtail feedlot activity through that month. Analysts will be closely
watching the percent of heifers put on feed during February for any sign that
producers have started holding back females for breeding. The drop in U.S. beef
production has caused a surge in U.S. beef imports, with arriving shipments in
January reaching both a record monthly volume (177K tons) and value (U.S. $1.15
billion).
Ground Beef Retail Price
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Beef Choice Beef Cutout Value: 19/3/2024 - US$313.22 /cwt. (+1% from
11/3/2024)

The USDA pork cutout moved higher last week, with overall pork wholesale prices
reaching the highest level since last October. Spot picnic prices recorded the most
gain among all primals last week, with value-added processors front-loading on raw
material to produce hot dogs, an item that sees seasonal strength from the onset of
outdoor grilling and the baseball season (March 28). Analysts have been somewhat
surprised by the firmness of pork demand, especially of fresh items like loins
(wholesale values now +10% YOY) and spareribs (wholesale values now +47%
YOY). Industry leaders have recently expressed bearishness about weakening U.S.
consumer demand for fresh pork, but recent strength in wholesale prices of pork
supermarket staples appears to be bucking the trend. Lean hog futures have been
following the cash pork market higher, with the June contract hitting a high early this
week. Recent elevated sow slaughter is a positive sign that producers are trimming
production to help put a floor under live hog prices. But the key variable moving
forward is consumer demand; one bullish factor of late has been the growing price
attractiveness of supermarket pork items compared to its competitors, including
ground beef and boneless chicken breasts.
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Hog Carcass Cutout Value: 19/3/2024 -US$93.37/cwt. (-<1% from
11/3/2024)
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MOVING AHEAD

Although somewhat intuitive, the steady increase in U.S. production of higher
graded beef (i.e.,, USDA PRIME + Upper 2/3rds CHOICE or Branded) has meant
greater returns to the beef industry. According to Nevil Speer of Drover’s
magazine, although PRIME + Branded beef output only accounts for roughly 35%
of total graded U.S. production, the sales increase in these 2 categories of
products since 2005 account for 60% of all the growth in the total value of U.S.
beef sales at the wholesale level. (Note: almost all U.S. fed cattle are graded, and
fed beef equals 77% of total U.S. cattle slaughter.) Over the last 19 years, the
average annual sales growth (value) of PRIME and Branded reached 14% and
10% respectively, compared to just under 4% for all CHOICE beef. On the other
hand, the total wholesale value of USDA SELECT beef dropped slightly over the
same period. The increasing popularity of higher graded beef among domestic
and foreign consumers has meant changes in the way U.S. cattle producers
market their animals to processing plants. Over 70% of cattle are sold through
non-negotiated transactions, whereby the price of live cattle per pound are
based on a formula or index price, and no direct price discussions ensue between
the feedlot and packing plant. These arrangements started to proliferate roughly
25 years ago and largely replaced the traditional method of selling cattle
whereby feedlots and packing plants would haggle over an average per pound
price for all cattle, regardless of quality. Last year, less than 30% of all fed cattle
were sold using a traditional spot negotiation process. But one area of the
negotiated trade that is seeing rapid growth is the sales of cattle using “grid”
marketing. Under grid programs, cattle producers are paid after each animal is
slaughtered, with producer returns based on the quality performance of each
carcass compared to a base value, normally a USDA low CHOICE animal. Ranches
or feedlots that know their herds will yield a high percentage of PRIME or upper
CHOICE animals hold a certain leverage with packing plants which are also eager
to process and wholesale higher graded products. To be sure, grid pricing
arrangements also apply to non-negotiated cattle trades based on formulas, but
under these arrangements, no base price has been established through
negotiation. In 2023, negotiated grid transactions accounted for 11% of the fed
cattle slaughter mix, up 300% from 2019.
Percentage of U.S. Fed Beef Production Grading Prime
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TRADE

Last week’s big agricultural trade news came from the grains side, with the
cancellation by a major international buyer of over 1 million tons of wheat
contracts by major exporters the USA and Australia. The action likely resulted
from falling international grain prices, which is prompting the renegotiation of
contracts made when prices were higher. This past Monday, the UN Food and
Agriculture Organization (FAO) reported that the global food price index for
February 2024 hit a level that was 26.8% below the recent high of March 2022,
with cereals down 33% from a year earlier (see GRAPH below). The February
drop in the index was the 7th consecutive month of month-on-month decreases.
FAO is forecasting that global wheat and corn production will increase this year
by approximately 1%, which should provide relief to livestock producers
worldwide who have been pinched by inflating input costs, including grain. But
analysts note that even after the drop, livestock production costs in many main
producing areas remain high compared to pre-CoVID. For example, U.S. 2023
average U.S. hog production costs were 2% higher than in 2022, 21% higher than
in 2021, and 53% higher than in 2020 according to lowa State University
modeling. Costs this year are forecasted to decrease only 8% from 2023’s record
level, with other inputs (e.g. energy, labor) likely to stay elevated.

Global feed prices still dropping

FAO Food Price Index

2014-2016=100

https://www.fao.org/werldfoodsituation/foodpricesindex/en/
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Global feed prices still dropping

©n upper 2f3 choice grading percent.

FAO Food Price Index
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