Beef Margin Watch: February @ CIH

Live cattle futures moved higher over the first half of February as the market continues to digest the largest
decline in the U.S. beef cow herd in 8 years. Demand remains robust. The 5 area cash market is at its highest
level for this time of the year since 2015. Cattle slaughter is 3 percent lower year-to-date but has picked up in
recent weeks as Covid-related absenteeism at processing plants and weather events limited fed cattle slaughter
throughout January. For the week ending February 13, cattle slaughter was 8.7 percent higher than the same
week last year. Dressed weights are in line with year ago levels. The beef market remained under pressure as
increased production continues to weigh on cutout values. Despite recent weakness, the choice and select
cutout remain at their highest levels for this point in the year since at least 2013. Domestic beef price inflation
has been rampant based on the latest CPl data. Choice beef retail price inflation was up 19% in January. In
addition, January fast food price inflation was up 8% from a year ago while a 7.1% increase was reported for full-
service restaurants as rising food costs, a tight labor market and increased operational expenses have all
contributed to increased inflation for dining establishments. Despite elevated price levels, international demand
also remains strong. Net export sales of 23,000 MT for the week ending February 10 were up 18 percent from
the previous week and 38 percent from the prior 4-week average. Sales were particularly strong to South Korea
and Japan. Although USDA’s February WASDE report featured smaller cuts to South American crop production
relative to trade expectations, feed markets remain supported by ongoing drought issues in the Southern
Hemisphere. Our clients continue to maintain strong cattle and feed hedge delta while monitoring
opportunities to make strategic adjustments on existing positions.

USDA Weekly Cattle Slaughter:

Weekly Slaughter

uUnit This Week Previous v % Change Last Year % Change
£ Beef Production Ib 554,300,000 536,000,000 3.41% 510,100,000  8.66% e~
B cattle Slaughter hd 659,000 635,300 3.73% 606,200 8.71% e #
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The information contained in this publication is taken from sources believed to be reliable, but is not guaranteed by Commodity & Ingredient Hedging, LLC, nor any affiliates, as to accuracy or completeness,
and is intended for purposes of information and education only. Nothing therein should be considered as a solicitation to trade commodities or a trade recommendation by Commodity & Ingredient Hedging,
LLC. All references to market conditions are current as of the date of the presentation. Futures and options trading involves the risk of loss. Past performance is not indicative of future results. Please visit
www.cihmarginwatch.com to subscribe to the CIH Margin Watch report.
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