EY FACTORS THAT DETE|

Hocguse the fed caple marker has flucinaod so
vielantiv in recent months, and because cattle feeders
seere Raving so much difficulty in understanding what
Fartnrs were respousible. the Marketing Commaiive of
the Tovas €attle Feeders Association commissinned
Hifliam . Helming 1o prepare g special study and
repert for TOEA menthers. )

Air, Hebming is presidont of Livestock Basiness Ad-
pixory S‘if“re‘f:'w fnc., hansas City, Mo, His ropurt
analvies the 55?!;’}**:&&:! Supply Fariors” and fhe

“Pmpertant Demand Facior s that 1 will help
vantle fevsders botier wudd o these
faetors on o dadlv, weckis :

imporiant Supply Factars

. Tota! attle and Call tnventory. This s {he most i
P am factor determining long-term beof supplies. i""{az' X
ple, the shortest beel cattle nventory lguidation pediod in the
.5, sinee 19894 was the two-vear period fromo mid-1965 1o
mid-1967, For those two yvears, the total beel cattle inventory
hasieally leveled out. before turning sharply up again lor eighit
straight years. The normal beef cattle inventory ilqami.nmn
period lasts three o five years, July 1976 represents the end of
the Dirst vear of E;qmd‘mms and Juby of 1977 will be the end of
the second full vear of beef cattle inventory liguidation.

Fven thouzh the 1.5, beal cow inventory and the U5, calf
erop inereased significanthy during those eight vears, and even
thoueh cow and eaihe v non-led cattle wigmz,ﬁivr was relatively
o during that period, total beel production per cow in-
epensed shar ply during each year, 12;@* swimary reason was the

sibstaniial inerease o eattbo-on- %‘_‘Hz aurnbers from 1960
thropeh 1973, particularhy i the Texas Panhandle, New
Sievien, Ohklohoma and western Runsas. It was 1o Jonoary of

P97 when the towal cattle-npedeed Inventory in th
reavhed Hs ali-time high of 13,801,000 head for the 2
That was an inerease of 408 Phead or A8 more eattls
feed then on January BFHG,

This dromaile inerease was the resadt of 68 cheap gram, (2
cheap lend, G5 cheap grass and forage, 10 cheap money . 151
cheap fertilizer. 61 steadily ncreasing demand for Choice fod
§we!§. and (Threlatively low whole saile-trretail price spreads,

£511

Sinee tedal catthe prmmbers praked b mid-1975, mujor ilsgxﬁ»
dation of the total 1.5, aahh' imventory has been tohing place,
This hguidation provess may contine into 1076 o 1979,
hereby causing total bee! sapplies o be only moderately
undder 1970 levels. But beel tonnage will remain velatively
farge for 1977 and 1978,

Seane of the major lactors atlecting the rate of o

Hguidation are:

al caiile

Hagust 1976
Sl

NE THE PRICE OF FED CATTLE

By William C. Helming

a. The severe cost/price squeeze in which the cow-calf
aperator finds himself, plus the major economic advantages of
arrving the calves over and making vearlings out of them, as
opposed to a sieaight cow-call operation, are kov Tactors, Binee
there is a relatively fived forage base in the ©.5., increasing
the numiber of vearling cattle requires thal a proportionate
sumnber of cows be sold {or slanghier,

b About T0% of the wial beef cowsin the U5, today are in
wrds of 2 o fess, The average size of the Texas beef cnw
ierd 15 now about 61 head, Therefore, even when feeder catile
prives are “good’ | aboul 707 of the U8, beef cows are in
herds that are not cconomic units by themselves and thereln
must be supplemented from other sources of ncome, It may
take {wo o three more vears for these types of operstions o
respond o the severe eost/ price squeere by culling more con s,

¢, The cost of all kes Ewe*f production inpuats, inchaling
gratn and Torage, will continue o nerease and remain
relatively high lovels,

i Binee the wotal beel catile inventory only leveled out dur-
ing the 19651967 period, there has not been g lpaidation of
the beef vow inventory in the U5, since the mid-19507
Therefore, it is not reasonable to expect that the present lgui-
dation will be fully completed in one or hm years, when inven-
tory has been in 2 buik hnu provess for 20 straight vears

e, The Increasing consumer profm-{rmw for ground lwog in
the 1.5., at relatively low prices, is a new facior affecting the
rate of beef cattle Liguidation.

2. Cattle on Feed Numbers. The USDA 23-5tate Guarter-
iv Catile on Feed Reporis are useful for determining fed heel
supplics,  However, total numbers on feed and [feediot
placements are not always indicative of what actual fed cattle
marketings will be 34 10 120 davs later. Here are some ex-
amples of what causes significant variations in fed eaitle
marketings from time Lo time:

The new 8510A beet grading standards result in cattle
meeting the desired geade twe to three weeks qm{ ker than
Before the new grades were put into effect, Therelore, the ratio
of fed cattle marketings 1o the total cattle on feed nveniory
pow amd will remain at higher levels than in past vears.

b, Thue 1o the relutivels i;zgix vost of grain for the past two
years. ahmost all catile now being placed d on feed ure year ézz
cattle tover S poundsi Therefore. the time on feed that ls
quired to gel these catile to meet the desired grade and z:‘;azﬂwi
weight has been reduced significantly. 'This trend will con-
thnue o the future.

.

¢ Vhe relative supphy, price, and level of non-fed cattle
slanghier s a major [actor affecting the number of fed catde
that can and will be marketed for any given period of thue,
Generaliv, the larger the supply ol non-fed canle béing
slanghtered, the wore difficell i s for the cattle feeder to



move his fed cattle on schedule,

d. Significant changes in both the cash and cattle futures
market affect the rate of fed cattle marketings. For examuple,
if the difference between the cash and Tutures market (hasis)
for the spot month is unusually wide, this has the tendency w0
encourage some catile feeders to hold caitle unil the basis
narrows. Thus, he may hold the cattle one 1o three weeks,
with the intention of delivering them against the futures con-
tract or holding them long enough to litt his hedges at a move
desirable level.

e. Year-around feeding of cattle in the U.5. today--due in
large part to the expansion and shift of cattle feeding and beef
packing facilities into Texas. New Mexico, Uklahoma and
Kansas regions--has resulted in a relatively stable supply of
fed cattle marketings for each quarter of the year.

3. Total Meat Production. Total meat tonnage. not
slanghter numbers, is what counts and i= what catile feeders
should focus on. Slaughter numbers alone, pariicularly for
cattle, can be very misteading. Total beef, pork, lamb, broiter
and turkey production, on 2 weekly and monthly basis, com-
pared to vear-ago levels, is the most important meat supply
factor.

This is why average dressed beef weights are very impor-
tant. For the first seven months of 1976, total eattle slaughter
was up 9% and total beef production was up 11% over year-
agn levels, For the week ending August 14, 1970, total F.LS.
cattle slaughter was 753,000 head or up 1% over the same
week in 1975, However, total beef production for the same
period was up 8%. Average dressed beef weighis in August of
1976 were up 7% over year-ago levels, which amounts to an
increase of 35 to 4 pounds.

4. Baily and Weekly F.1.5. Slaughier Estimates. The
daily and weekly F.L5. davghter and meat production
estimates miade by the Market News Service of the USDA are
very mmporiant. These original estimates dnd the subseguent
revisions sometimes adversely affeat the market on a shorts
term basis, because the eattle and meat buyers walch these
slanghier and meat production estimates very closely and vse
them (o thelr advantage,

Another important aspect of the FUOLS, slaughter estimates
is the peresninge thet FLLS. slaughter represents of the 1otsl
commercial slaughior. The number of cattle repn B
the ¥ s, slaughter, for exampie, has boen generally going up
i P70, 3 the Pois. weekly cattle slanghior In 1970 b
AHHE hend, this means tht the conunorcial ealile slanghier
for that same week was 810,64

Hi head.

fey
1

F.L& Catile Sisughtsr
Az a Percent of Commercial Caltls Sisughiar
1870 . 1878

YEAH % of TGTAL
1870 37.9%
1971 583
1972 a0.2
1673 0.8
1974 2058
1975 §0.2
1978 918

The reason for the moderate decline in the mumber of canle
under Federal inspection during 1974 and 1975 was that non-
fed slaughter. as a percent of fed cattle slaughter, was
unusually high and the remaining non-inspectad plants handle
primarily non-fed cattie (cows, calves, bulls, ete. |,

5. Daily Terminal Numbers. The daily “rerminal market
runs’ are a major market factor, but eften are misleadin
They alse are a relatively poor indication «f the actual sup
of fed cattle available in the Cornbelt, ¥For the past two ve

the weekly terminal market numbers of cattle have
represented only 12% of the iotal weekly F.LS. oaitle

slaughter. Furthermore, the quality of the eattle that show up

at the terminals is generally poor, compared to the quality of
the fed cattle that are sold in the “country’ on a private-treaty
basizs. ‘This is more evident today than it was three to five years
A,

The rapid expansion and shifi in cattle feeding and beef
packing plants into Texas, New Mexico, Oklahoma and Kan-
sas over the past 10 vears should be taken into account when
looking at the terminal runs published daily by the Market
News Service of the USDA. Also, watch the USDA’s daily ad-
vanee estimale of terminal market numbers with caution. For
example, on Mondar alternoon, the USDA will release an
estimate of what the terminal market numbers will be on
Tuesday morning. Invariably, these advance estimates are
understated. when compared io the actual number of cattle
that are received. This “overrun™ generally works to the ad-
vantage of the baver and to the disadvantage of the cattle
feeder.

. The Cattle Slaughter Mix. This has a direct impact on
the level of fed cattle marketings and on average dressed beef
weights, Generally, the greater the proportion non-fed cattle
slaughter is of total cattle slaughier, {a) the more selective the
packer-buver is in buying fed cattle, and (b} the lower
average slaughter cattle weighis will be. Again, it is heef ton-
nage that counts, not the number of cattle.

Kuowing what the cattle slanghter mix is presently or what
it will be in the futore i3 an excellent guideline in determining
what average dressed beel welghts will be. As a general
guideline for the next five vears, il the weekly cow slaughter is
9597 or more of the total F.LS. slaughter, the fed cattle
market will penerallv be less active and will tend 10 be under
some pressure, However. if weekly cow slaughter is 21% or
less of the total F.LS. slanghter, the fed catile market will
tend to he more active and generally show signs of some
sirength.

7. Beef and Feedor Cattle Fnporis. Beef imports into the
U5, from other couniries represent a major beef supply and
market factor, For example, total beel mmporis into the 1.5,
subject to the 1964 Meat Lmport Act, will represent about 8
pounds per persan, or 0% of the 126 pounds of beef per caplia
that will be consumed in this country in 1976, Also, there is a
seasonal patiern 1o beel imports-~usually down in the second
cuarter and up in the third quarter,

{3ne HDmitation or {allasy of the 1964 Meat Import Act is
ihat as L.o beel production nereases, beel mports from
other cpuntries also ean increass, This vear, for exsmple,
while domestic beef supplies are running 1% over vear-ago
levels, beel imporis inte the 150 are up 209,

Another luniistion i that ail beel Imiports are not contrniied
by the bMeat Duport Aci. For the past several vears, this has
amonnied o an additional 1 to 3 pounds per capiia. The extra
Beef now entering the 1.5, market from Puerto Hico is part of
this problem.

Feeder enttle imports into the U.S. each vear arve also
significant. In 1976, Canada and Mexico will export 10 ihe
L2, about TMLUGL head of feeder cattle, equal to about 2% of
the total 1970 calf erop, Total eattle exports from the 1.5, 1o
giher countries in 1975 was 195,700 head.

8. Boxed and Fabricated Beef Supplies. Over 60% of
the beef presemtly sold by beef packers is in boxed or
fabricated form. Ten years ago, only 25% of the beef sold by
beef packers was fabricated.

Murch of this boxed or fabricated beef can now be stored by
the pecker, the relail stores, the H. R, & L. trade and others
for two or three weeks, without any significant deterioration in

: dhite 1o shrink. 'This is an important market fae-

- o, afthongh a hard oae to evaluate, because there presently is

refinhle data available on the amount of boxed or
rcated beof in storage or in the “pipe line”. Most of 11 is

not now accounted for in the USD A Cold Storage Meat Stock
- Heporis. o ' o



It will 1ake time, perhaps one or two vears, for the total ine
dustry, and the market, to adjust to the increasing quantities
of beef that are now being sold 23 boxed or [abricated heel.

9, Weekly Volume of Trade Fstimates, These figures {or
fed eattle. which are available from the Texas Cattle Feeders
Assoeiation, the Market News Service of the USDA and
Cattle-Fax, are helpful in making a reasonable estimate of the
number of catile being traded and sobd each week. They often
are misleading, however, herause what counts is the tonnage
of beef, pork and poultry that is sold or available for sale cach
waek,

10, Feeder Cattle Bupplics and Prices, The actual sup-
ply of feeder cattle and ealves s one of the most commonly
msundersiood and misinterpreied paris of the woial beef wnp-
ply situation. The priee of feeder catthe, the price of grain, and
the price of fed cattle often have very little bearing on the ac-
teal supply of feeder cantle. Just becanse leeder prices are
relatively high, does not necessarily mean that feeder catile
supplies are tight.

The total supply of feader cattle and calves on Joanuary 1,
1977, will be down 680,000 head or 1% below January L
1976, The acteal sumber of feeder cattle weighing 500 pounds
and over on January |, 1977, will be about 25,750,000 head,
which is 1.200,000 head or 3% above vear-ago levels. No
shortage of to1al feeder cattle supplies B anticipated for the
next 12 months,

f1 is apparent that many cattle feeders were “hetting on the
come’ during the first half of 1976, as illustrated below.

Price Relationship Between Fed Cattle, Corn, and Feeder Cattle
For the Texas Panhandis
Firsi Bix Months, 1675 - 1978

Actuat Change % Ghange
o 1975 WG from 1975 B from 1975
1. Fed Cattle ($ percwt) £42.82 340.73 $ 1.89 - 4.4%
2. Com % perbushal) 2.64 283 1 -3 -
3. Feeder Cattle{Epercwt) 3077 4103 10,28 + 33.3%“__“)

11. Grain and Forage Bupplies, The availability and
price of feed grain and forage supplies has a major bnpact on
the total supply of beef, pork and poultry for any given six 1o
12Z-month period. 1t is Important for catile feeders to keep in
mind that {a) corn is the “hub of the wheel” in the entire grain
eomplex, and (1) as go corn prices, so will go the price of
grass. wheal pasiure, hay, silage and other roughages. Fur-
thermore, it is important to keep in mind that a relatively large
corn crop does not necessarily mean “cheap” grain and
roughage prices. There are other factors to consider, including
the increasing world demand for grain, that will determine the
price of corn or milo to a feedlot.

Until the price of grain-fed cattle Inereases sufficiently 1o
cover all production and {eeding costs, plus a profit, the trend
will be toward the feeding of Jess grain per animal fed, This,
plus the new beel grading standards, plus the further redne-
tion in the total beef cow and calf inventory, will resudt in {ala
significant reduction in total beel supplies by 1982, and ibi
further excess feedlot capacity than what we now have. We
now have 35% to 40% excess feeding capacity, which likely
will grow to 50% or 60% by 1982, By that tme, 1962, we like-
Iy will have an exeess in beef packing plant capacity, wo.

Feed grain consumption by heef cattle will trend downward
between now and 1982, This mayv not mean, however, that
Fepd grain prices will rend downward in the same proportion.
That will depend on worldwide feed grain supply trends
{weather}, the rate of 1.5, feed grain exports and the rate a3

which hog and poultry production is increased over the next
five vears. Hogs and poultry can convert grain inlo meat pro-

“teln more efficiently than can beef cattle. Although beef caitle

ean effectively use and eonvert forage Into good quality beef,
the cost of forage continues o go up and will approach the cost
of grain in the vears ahead.

12, Ground Beef Supplies. The United States has indeed
become s “hamburger society”. Of the total amonat of beef
that will be consumed in 1970 {about 126 pounds per capital,
about 4% {50 pounds per capiial will be ground beef. By
P82, this could increase as much as 66%.

The mend w ground beef will lead to turning cattle in

feedlons 3.5 10 4.0 ttmes 8 vear and thus less feeding of grain
per animal fed, as disenssed above. Tn 1970, 18% 1o 229 of
the grain-fed carcasses went into ground beef: and in 1975,
this had increased 10 253% 10 30%.
v of the iotal beel consumed in the U5,
today s enten away from home. Some managers of retail food
stores and away-from-home eating establishments sav, 5o
lonir as we call it hamburger, ground beel, or steak, we can sell
#7. Blany restaurants amd other away-from-home eating
esiablishments now are serving and selling large quantithes of
“resomstituted T or “Tabricated” meat. often called steak .

These “steaks” generally are made from relativels vough
cus of beel und/Zor grades of beel that arve otherwise too toneh
for anvihing other than hamburger. A common procedare s 1o
debone the chuanks of beef and wimmings and 8 the voids
twhere the bone or other waste was) with other seraps of beef,
The whole piece of beef is then tenderized by a needle provess
thai breaks down the tough fibers, molded under pressure into
a big chonk of meat, commonly ealled a “log”, and frozen.
When the “log! s later sliced, vou then have what looks and
caoks like a strip steak,

The trend s clearly towards every day low prices for ground
beot and every day high prices for the “hetter” cuts of beel,
The average retail price of all ground beef in the U5, during
the fiest hall of 1976 was about 3¢ per pound, compared 1o an
average of 81.8% for the better cuts,
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Important Demand Factors

i. Bsposable Perconal Income, This s a key Tactor in
determining  the effective consumer demand for beef,
Thsposable personal income is the “take home pay’ after all
tax ard insurvanes deductions.

2. Pereent of Bisposable Income Spent on Beell
Historically, American consumers have spent a relatively
stable percentage of disposable personal income on beef, rang-
ing between 2.4% and 2.8% from 1930 through 1975, But a
shight change in this percentage has a major mpact on the
price of fed cattle and dressed beef. For example, during the
third and fourth quarters of 1975, the percentage of disposable
income spent on beel was 2.73% and catile prices were
relatively sirong. But during the summer of 19706, when the
peroentage has been running elose o 2.45%., cattle prices were
weak, A number of factors affect this percentage. some of
which are not readily predictable or easily explained.

it is tmporiant to remember that per capits beel consump-
tion is not a good indication of effective consumer demand for
heef. Beef is a perishable commodity and all the beef produced
in the 1.8, s consumed. The only question is. "Al what
price? .

4. General Economy and Rate of Employment, The
rate of real growth in the U 5. economy. as measured by the
vate of change in the gross national product, plus the total
level of employment and the rate of inflation, all have a direct
impact on the effective consumer demand {or beef and other
meats. An important part of this & consumer atitudes and
confidence in the general ecconomy. therchy allecting coe
sumer willingness to spend money for beef, other meats, and



—

-on durable goods, such as antomebiles, refrigerators, ete,

4. Changes in the U5, Population, The rate at which the
U.S. population is growing in indeed an important factor
affecting tota! consumer demand for beel and other meats.
Sinee VT, the LS. population has been increasing but a1 a
decreasing rate, as shown in this table:

Annual Change in U.S. Population

Mumbgr of % Ghangs From

YEAR - Poopia Provious Year
1970 201,860,000 +1.3%
1971 204,200,000 +1.3
1972 206,500,000 + 1.1
1973 208,166,000 + 8
1974 , 204,700,000 + .8
1978 ’ 211,400,000 + B
1976 : 213,000,000 + 8

3. Wholesale to Hetail Price Spread. This spread now is
at historically wide levels. During the first seven months of
1976, it averaged 351/ ewt., up 32% frem the same period of
1975. Iaflation, as measured by the Consumer’s Price Index,
was up only about 6%.

The price spread for beef has widened aver the past three
vears, primarily because (a} the supply of beef has been up
sharply, (b) costs at the retail level {labor, transportation,
utilities, ete.) have gone up sharply, and {¢! market power at
the retail level has increased.

This increased market power is a factor on demand and
price of beef in two ways, First, it §s estimated that retail foed
stores in the 1.8, will spend about $2i0,000.000 for beef
advertising this year, This is 2 big figure and amounts to sbout
$3.00 per head for ali the cajile that will be slaughiered
(42 ULO00 head) in the LS during 180, Becond. reiaid
food stores appear to have been more consistent and suceessful
in maintaining a positive margin on beefl thal they sell than

/?:gﬁs the cattle feeder.

\53. Retail Advertising and Featuring, et food stores
and the H. B, & L. wade are very sensitive 1o the gecds and
desires of the consumer, This s the primary regson why they
want relatively stabie and relutively Tow beel prices cach
week. So long as they can keep the wholesale 0 retail price
spreads s wide as they presently are, without having to in-
crease the price 1o consunters, this i what they will coptinue to
do. The lower the wholesale price of beef, the more reinil food
stores will featare 3. Comversely, the higher the wholesale
price of beel. the foss they will feature it L
TETiil food slores are ver

conspmer detand and preferenee {or beed and ather o

Then atsp are sensilive lo major and sudden

weather, which ends 1o affect the consiogers

on o daihv and or weekls basic,

sonsiive o seasonal cha

i

Y. Franster Pavanents. An important demand facior o
beef and other meats B transfer pavisents, Sone examples arp
{at fowd stamps. (b the school lunch program, @) government
purchases for the armed services, (41 social security payments,
and te) other government wellure and/or food assistance pro-
grams. The Food Stamyp Program alone currently aceounts for
over 4% of the total doliars spent on beel iIn the T.n, This will
amowit to about 81,2 billion in 1970,

{Other Factors

i. The Cattle Fatures Market, The caitle futares market
is a very important short-term and longer-term market factor.
It can be misleading and ofien is misinterpreted. The cattle
futares market is normaily not a rellable indication of what the
cash fed cattle market will be four to six months in the future,

The caule futires market does indeed affect the attitudes
and the market planning decisions of many people, including
the caitle fesders. Tt has been and will continue to be both 2
positive and negative factor, However, cattle fesders who take
the time to learn about and effectively use cattle and grain
futures, ean heip themselves greatly from a financial stand-
point.

The eattle and grain futures markets are here 1o stay. The
use of fed cattie, feeder catile and grain {utures markets by
eatile feeders will increase substantially over the next ten
vears. Over 309 of the corn is now hedged by the commercial
secior of the grain basiness. Less than 10% of the fed cattle
are now hedged but this ikely will increase (o over 50%.

2. Government Actions. Various government regulations
and/or policies have a direct or indirect impact on the eost of
producing or on the price of caitle and dressed beef. Some ex-
amples ars {a} increased grain exports, {b) grain export em-
bargoes, tcl wage and price controls, and {d} the new beef
grading standards. The most important and overriding ele-
ment of government influence on the catile market is that the
1.8, government has always had and still does have a cheap
food policy. Some government programs, however, such as
transfer payments referred to above, are very beneficial to the
effective consumer demand for beef and other meats,

3. Market Psychology. Market psychology is indeed one
of the most important short-term influences on the fed and
feeder catile market. H cattle producers, cattle feeders, beef
rocessors, beef packers and retail food store meat buyers are
particnlarly bullish or bearish on any given day or week, such
attitudes will alfect the market to a significant degree. Cattle
feeders are generally more bullish and optimistic about the fed
caitle market than what the basic supply and demand factors
would call Tor. The negative cattle feeding margins in 1976
certainly prove this point,

4. Price Trends and Cyeles. The cattle market, bothon a
live and cattie lutures hasis, is very eyelieal in nature, Such
evoies, if apalyvzed and studied carefully, tend to be predic-
table. Catile foeders should keep this in mind when they are
wrving to determine {a) the fnture price trend of the cattle
market, and (bl when such a price rend will likely change
direction on a weekly, monthly or annual basis,

Surmmary and Conclusions

b BEHectively analvzing and forecasting the led and feeder

3
Thattle market s becaming a more comples and challenging

ssk ax cach week and month passes. This rend will continne
i i -~ £
£

i ihie fuiure,

ae of the key new factors now sffecting the price of
fed and feeder cattle are (at major beef cande Hanidation and
the subsmeguent lperense in non-fed coattle sloughter, (b1 the
signifieant inerease in ground and Ureconstiuied” bedf
supplies, o} Inceeased quantities of boxed and {abricated heef,
i) the relatively hiyh price of grain and forage, (e} the signifi-
cani shift i beel slaughtering capacity into the Texas Panhan-
die, New Mexico, Okishoma and western Kansas, and ({3 the
concentrated buying power of the large retail food chains and
the H. H. & [ establishments through the U5,

3. There are now. and there always will be, some factars
affecting the fed catile market that ceanot be explained or
predicted by using sound logic or wraditional economic
analysis. Une example would be market psyvehology.

4. The cattle feeding industry is not dving. However, 1t is
changing rapidly. Cartle feeders 1eday and cattle feeders of the
fuiure must be willing to change and 1o be fexible.



