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If anyone tells you they fully understand how currency markets work, you might want to respond 
with one word – really?  The forces that move the relationships between the dollar and the yuan 
and the euro are so large that the slightest shift in one lever relative to another can move the 
dollar up or down pretty quickly.  Central bank actions, the strength or weakness of the 
underlying economy, internal savings rates, and fiscal policy are only some of the factors that 
can move currencies. 

The General Economy       __________________  

 
Over the last several years, the United States has been undertaking actions that in normal 
economic conditions would have forced the value of the dollar down – and down hard – relative 
to virtually every other currency.  The rate at which the Federal Reserve expanded its balance 
sheet would have usually led to the dollar dropping like a rock compared to the euro, the pound 
or the yen.   
 
But these other currencies were facing challenges of their own.  Think about all the problem the 
euro has had to fight through over the last 24 months.  There have been weeks where it was not 
clear on Monday that the euro was going to be around on Friday.  Until recently, the yen 
reflected an economy stuck in neutral and has required significant central bank action to hold 
with the dollar.  The yuan is tightly controlled by the Chinese government to force it to hold in a 
fairly narrow range relative to the dollar.  Even the Swiss franc holds its relationship to the dollar 
only by tight government controls.  When the franc was allowed to float without control it 
jumped by nearly 20 percent relative to the dollar in a matter of a few months.  So even when 
one country is rapidly expanding their money supply, it does not necessarily mean the currency 
will weaken.   
 
Over the past few months, Japan has taken action that is intended to drive up inflation – or to at 
least stop the deflation – and has resulted in a 25 percent drop in the yen relative to the dollar.  Is 
that currency manipulation?  Over the last several years the United States has pumped out money 
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and held interest rates at near zero.  Is that currency manipulation?  The answer to both 
questions, like any good economics question, is – it depends.   
 
In both cases the intent is to lower interest rates and boost inflation in order to stimulate domestic 
demand, but clearly this action in normal circumstances will lead to a devaluation of the 
currency.   
 
But what about China?  For years China has pegged their exchange rates to the dollar and, given 
their foreign currency reserves, could essentially tell the rest of the world what their exchange 
rate would be.  They kept the rate intentionally low in order to maintain a strong export 
competitiveness posture and drive their economy.  And one has to say it worked.  That was 
blatant currency manipulation.  But we now have China as the second largest economy in the 
world and a second driver of global economic growth.   
 
It is very easy for us to look at other countries and their approach to monetary and fiscal policy 
and throw stones, to complain that they have engaged in currency manipulation.  We clearly live 
in a glass house on this front.  Between the explosion in the money supply, the intentionally low 
interest rates and a fiscal policy that is a total mess, we are probably the poster child when it 
comes to how to not manage a currency.  There will probably be calls over the next few months 
about Japanese currency management or China will come back on the table.  Let’s just be real 
careful before charging down that road.  The enemy may well be us.  
 

For months now, wholesale prices on Choice beef have bounced around in the mid-$180s to mid-
$190s – supported on the low end by tight supplies but constrained on the high end by demand-
side considerations.  Well, in recent weeks, wholesale beef prices finally seem to have broken 
out of that range, with the Choice boxed beef cutout value now consistently holding above the 
$200/cwt mark.  For the week ending last Friday, the Choice cutout worked out to a record level 
of $207.49.  Figure 1 shows the weekly average Choice boxed beef cutout value for this year 
compared to previous years. 

Livestock Update: Wholesale Beef Prices Break the Glass Ceiling___________________  

 
In last month’s market 
update, I discussed first-
quarter marketing margins 
for beef, pork, and broilers, 
noting that higher retail 
beef prices had just about 
reached a point where 
retailers were capturing a 
historically average 
marketing margin after 
seeing those margins 
deteriorate over the past 
couple of years.  The 
question now is whether or 
not retailers can now 

Figure 1.  Weekly Average Boxed Beef Cutout Value: Choice 600-900 pounds 
Data Source: USDA Agricultural Marketing Service via LMIC 
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maintain those repaired margins 
as they bid up wholesale meat 
prices.  May tends to be a good 
time for beef demand – and 
meat demand more generally – 
as grilling season really gets 
going.  Of course, the month 
finishes with Memorial Day 
weekend, a major event for the 
meat industry.  Much of the 
strength in the wholesale 
market beginning in early April 
is undoubtedly related to 
retailer purchasing in 
anticipation of holiday 
business.  If product moves 
well over the holiday, expect to 
see wholesale prices continue to 
hold up pretty well.  On the 
other hand, if too much product 
remains unsold, prices will quickly retreat back to more familiar territory.   
 
One thing helping wholesale beef prices in recent weeks has been stronger prices for competing 
meats.  Broiler prices have been fairly strong all year long but especially over the past month or 
so.  Boneless/skinless (b/s) chicken breast prices now far surpass all previous levels.  Figure 2 
shows weekly average b/s chicken breast prices for the northeast region through last Friday.  So 
far this week, chicken prices continue to increase, with the northeast region prices on b/s breasts 
surpassing $2 per pound.  
Expect to see signs of 
accelerating expansion within 
the broiler sector in coming 
weeks as integrators respond 
to these prices.   
 
Wholesale pork prices have 
also finally begun to show 
signs of life in the past month 
or so.  That market has 
struggled for weeks now with 
restricted access to key export 
markets in China and Russia 
due to the dispute over beta 
agonists.  It would appear that 
market adjustments to that 
situation are finally taking 
hold.  Last week, the pork 

Figure 2.  Weekly Average Boneless/Skinless Chicken Breast Wholesale 
Prices: Northeast Region 
Data Source: USDA Agricultural Marketing Service via LMIC 

Notes: mpr = mandatory price reporting; vpr = voluntary price reporting 
 
Figure 3.  Weekly Average Pork Cutout: FOB Plant 
Data Source: USDA Agricultural Marketing Service via LMIC 
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cutout average over $90 per hundredweight for the first time this year.  The pork cutout is well 
above year-ago levels and is closing in on 2011 price levels.  Note here that a fair amount of 
caution is in order in comparing the current pork cutout with previous years.  The current pork 
cutout is based on mandatory price reports whereas prior year’s numbers were based on the now 
defunct voluntary price reporting system.  Figure 3 shows the weekly average wholesale pork 
cutout value, including separate lines for 2013 voluntary price reporting (VPR) and mandatory 
price reporting (MPR).  Note that over the period of overlapping price reports, the MPR cutout 
was generally $2 to $5 higher than the VPR cutout.  Given this difference, comparisons between 
the 2013 MPR cutout and previous years are somewhat imprecise.  At any rate, the recent 
strength in the MPR price series is clear. 
 
Meat Production Forecasts 
USDA’s recent World Agricultural Supply and Demand Estimates (WASDE) report, as usual, 
included their monthly update of meat production forecasts.  The report also included USDA’s 
first estimates for 2014 production.  These estimates show a continuing decline in beef 
production along with modest increases in pork and broiler production.  At 24.188 billion 
pounds, 2014 beef production would be almost 4 percent below this year’s production and would 
be the lowest annual production figure since 1993.  At that time, domestic per capita 
consumption worked out to 64.6 pounds.  For 2014, with a higher population and much higher 
exports, domestic per capita consumption on a similar amount of production is expected to be 
around 54.3 pounds.   
 
Pork production for 2014 is projected to hit a record 24.042 billion pounds, an increase of 2.3 
percent from this year’s expected production.  Note that if these forecasts hold (and there will be 
many revisions between now and the time final numbers are determined) pork production will be 
almost equal to beef production next year.  In fact, the current forecast actually calls for quarterly 
pork production to exceed quarterly beef production by the fourth quarter of this year and again 
in the first quarter of 2014.  When 
this happens, it will be the first 
time that quarterly pork production 
has out-paced quarterly beef 
production since the last quarter of 
1952.  That, incidentally, is the last 
time that annual pork production 
exceeded annual beef production.  
Barring a fairly dramatic turn of 
events, it looks quite likely that by 
2015, pork production will again 
consistently exceed beef 
production.  Figure 4 shows annual 
beef, pork, and broiler production 
from 1970 through 2014 (forecast), 
illustrating the convergence in beef 
and pork production over the last 
few years.   
 

Figure 4.  Annual Beef, Pork, and Broiler Production: 1970 – 2014F 
Data Source: USDA National Agricultural Statistics Service via LMIC 
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The uptick in broiler production at the end of figure 4 is also notable.  For 2013, broiler 
production is forecast at a record-high 37.339 billion pounds, a 1.9 percent increase from 2012.  
The preliminary forecast for 2014 is for an additional 2.9 percent growth in production compared 
to 2013.  This is only about half the rate of growth that the industry realized back in the go-go 
days of the early 1990s, but in the current environment of high costs and tepid demand, it is quite 
respectable and, if realized, will almost certainly represent further gains in domestic market share 
for broilers. 
 


