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RED MEAT OUTLOOK: CATTLE & BEEF

The trend in the cattle market has been upward during the month of
November, with some cattle changing hands at $117 late in the month.
That was up about $3 from where the market started at the beginning
of the month. Carcass weight data suggests that feedyards have done

a pretty good job of marketing animals lately and the industry appears
to be relatively current. Packers helped keep the cattle moving also, as
their margins have been over $100/hd since early May, and at the end
of November those margins were around $155/hd. Those large
margins have provided plenty of incentive for packers to kill
aggressively and provided room for them to pay up for cattle when
necessary. The market is now near the apex of the holiday middle meat
buying and price levels for ribs and tenderloins have exceeded last
year’s level. Of course, a beef carcass produces much more than just
middle meats and packers have struggled to market all of the end
meats and trim over the past few weeks. The blended cutout declined
about $3 over the course of November as the gains in the middle meats
were a little more than offset by declines in the end cuts and grinds.

Beef production could fall 5-6%

year-over-year into December 2018

SUPPLY PICTURE

Fed cattle kills remain around 500,000 head per week and are likely to
be in the 490,000-500,000 head range for most of December, holiday
weeks excluded. January could see a little larger fed cattle kills,
perhaps reaching 510,000 per week. The most recent Cattle on Feed
report indicated that placements into feedyards during October were
down 6% from last year’s large number. That was the second month
in a row of year-over-year declines in feedyard placements and that
has helped to pare back the total inventory of animals in feedyards to
just over 3% more than last year. That has eased concerns somewhat
about an over-supply of market-ready cattle in the first quarter of
2019. Cattle feeders in the US have had a terrible year financially in
2018.
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We estimate that feeders will end up losing an average of about $100 /
hd on every head marketed this year. That has drained some equity out
of the cattle feeding sector and made feeder cattle buyers a little less
willing to pay up for feeder cattle this fall. It is almost as if the supply
chain is coming back into balance after a year or more where cattle
feeders paid too much for feeder cattle and were unable to recoup the
cost when they sold the finished cattle. There is probably some more
recalibrating to be done. We are looking for placements to fall short of
last year through to at least February. Beef production this fall has been
somewhat limited by light carcass weights. Figure 1 shows steer
carcass weights this year relative to 2017 and 2016. Weights were above
last year through most of the spring and then tracked very close to last
year in the summer. But wet, muddy feedlots this fall limited cattle
performance and weights in October were significantly below last year.
There is a strong tendency for carcass weights to increase each year.
Figure 2 shows annual average steer weights over the last 38 years. The
projected annual average for 2018 is about 4 pounds below the long-
run trend. If weights had been on the trendline this year, then
production would have been larger and prices lower that what actually
came to pass. There is a good chance that 2019 will see carcass weights
return to the trendline. It appears as though steer and heifer beef
production during November was only up about one-half a percent
from November, 2017 and, with light carcass weights and a reduced
holiday schedule ahead in December, it is possible that beef production
in the last month of the year could fall as much as 5-6% below last year.

DEMAND SITUATION

On the demand side of the equation, things continue to look very good.
Figure 3 is a price-quantity scatter diagram that we use to illustrate the
strength of demand. We use the blended cutout on the Y-axis and per-
capita disappearance as the quantity measure on the X-axis. The green
regression line indicates the average level of demand from 1996
through 2018. Data points that lie above the line are indicative of strong
demand years and those below the line are years where demand was
weaker than average. This particular scatter is for Q4. You can see that
in 2018 demand was relatively strong and was even better than
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Figure 1: Weekly Steer Carcass Weights
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Table 1: JSF Cattle and Beef Price Forecasts ——— * DR R_OB MURP_HY BS, MS, PhD Agri Economics,
Executive Vice President, Research & Analysis,
'
SDec_ 12-Dec__ 19-Dec__ 26:Dec___ 2an 9-Jan J.S. Ferraro & Company
Choice Cutout] 2128 2099  209.5  207.7 2044 2024 E: Rob.Murphy@jsferraro.com
SelectCutout| 1963 1947 1964 1979 1964 1959
ChoiceRibPrimall 4193 3957 3762 3550 3200 _ 314.0 . . . . .

Choice Chuck Primal 1664 1693 1734 770 1783 176.9 Dr. Rob Murphy is an agricultural economist and business leader with over 27
Choice Round Primal 158.9 161.1 165.0 166.8 168.8 1716 years in the industry. He has a wealth of experience in the North American meat
Choice LoinPrimall 2751 2722 2703 2670 2620 2600 and livestock industries studying, analyzing and predicting market movements.

Choice Brisket Primal]l 1853 1821 1805 1774 1728  169.1
Cash Cattle 1199 1187 1179 1182 1179 _ 117.6 ) o
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