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Consumers’ Beef

Everyone knows by now that retail

beef prices rose sharply during the first

half of the year — at more than a 30-
* percent annual rate, to be precise. The
. price rise wasn’t totally unexpected; -
after all, the post-1975 decline in the _

size of the nation’s beef herd has been

the sharpest in this century. However,

- the magnitude of the recent price rise
bas also been much larger than
expected.

One major explanatory factor,
strangely enough, concerns the na-
tion’s pig farmers. Last fall, after sur-
veying the people who put pork
chops and bacon on American tables,
the experts at the U.S. Department of
Agriculture projected a 10-percent in-
crease in pork production in 1978,
They expected that consumers would
be able to substitute cheap and abun-
dant pork for scarce and expensive
beef in their menus, but they were
wrong because the little pigs didn’t
come to market. In fact, the USDA
now estimates only a 3-percent rise in
pork production for the year. If it
weren’t for a large increase in chicken
suppfies, consumers might be paying
even more than they have for beef
and other protein.

Another factor explaining the larger-
than-expected price rise was the im-
pact of two successive winters of se-
vere weather, Last winter’s blizzards
disrupted marketing, stowed weight
gains, and created disease problems

- among livestock — all of which contrib-
uted to lower beef output. Overall,

combined supplies of beef, pork and
other meats this year probably will fall .
3 to 4 percent below last year's level.”
With demand stimulated meanwhile -

- by rising real i mcomes and summer.

cookout weather, prices are likely to
remain in the stratosphere

Where are the boycotts? '

But where are the consumer boycotts,
such as we had five years ago? One
reason may be that the 1973 beef-
price upsurge caught consumers un-
aware, whereas the recent rise was
widely heralded by the media. Indeed,
today’s consumers may have built up
some sympathy for cattle producers,
with their record of several straight
years of red-ink production. Again,
household budgeteers may have be-
come more resigned than they once
were to the steady flow of price in-
creases. But more to the point, beef
prices simply have not risen as fast in
this latest episode as they did in 1973.
Meat prices rose 41 percent between
August 1972 and August 1973, follow-
ing a 10-percent rise in the preceding
12-month period; in contrast, they
rose about 13 percent in the first half
of 1978, following an actual decline of
4 percent over the 1976-77 period.

To get a better fix on the price out-
look, we should look at one of the
most regular of all American economic
cycles — the cattle cycle. Movements in
the January and July head counts of
the nation’s cattle herd constitute the
basis of the cattle cycle. Each cycle oc-
curring in the post-World War il period
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has lasted exactly ten years, from
peak to peak. Since the last peak in
1975, we have witnessed a record de-
cline in cattle population, reflecting the
combination of a multi-year Western
drought and a three-year period of de-
pressed prices. Herd numbers

dropped 7 percent between July 1977

and July 1978, but the trough of the
current cycle may be near. By the time
of the next count in January 1979, the
farm value per head may equal or ex-
ceed the 1974 record

Facts of life .

The cattle cycle is what it is simply be-
cause biological growth takes time.
Unlike most manufacturers, cattle pro-
ducers must wait many months to ac-
complish a sustained rise in their
output. Suppose beef prices increase,
and suppose market participants ex-
pect them to stay high for a lengthy pe-
riod. Cattlemen do not react by
sending more animals to slaughter, as
any normal, self-respecting capitalist
would. Instead, they react by sending
less. This of course further exagger-
ates the price rise which had already
begun. Likewise, in the case of falling
prices (actual and anticipated), cattle-
men again turn the textbooks on their
head and send more instead of fewer
cattle to market. This, in turn, further
depresses prices.

The reason for this bizarre behavior
has to do with the nature of the com-
modity produced by the livestock in-
dustry. In this industry, the commodity
represents both the output and the

major capital input. In short, it takes
cattle to make cattle. When prices be-
gin a sustained rise, as they have this
year, most cattlemen hold some heif-
ers from the queue going to market
and put them to work making babies.
But it takes roughly two years from the
point of conception to the day when
the new cattle are sent off to face the
butcher — nine months’ gestation plus
nine months’ weaning pius six months
on feed. And if the cattleman starts
from scratch by buying a new heifer,
he must add almost two more years to
this process because of the time need-
ed for the heifer to mature to breed-

' |ng age

Those who would forecast future
price movernents thus must first under-
stand these facts of pastoral life. Even
though the trough in the size of the na-
tion’s cattle herd may occur next Janu-
ary, increased output and lower prices
will not necessarily follow immediate-
fy. Quite the contrary. Historically, the
herd size increases only through short-
run reductions in sfaughter, and price
rises often continue for a year or more
after that trough is reached. 5o past
history would suggest that we won't
see any appreciable price relief until
well into 1979.

Facts of foreign life

But can’t we obtain some price refief
by shipping in more beef from abroad?
Actually, the Administration on June 8
announced a 15-percent increase in
beef-import quotas, which would in-
crease our potentia! beef supply by



about one pound for each American
stomach. But although the market
reacted rather strongly to this an-
nouncement, its actual impact may be
rather modest — even apart from the
rather small amounts involved.

First, our traditional foreign suppliers
may not be able to provide the addi-
tional 200 milion pounds allowed to
thern under the expanded quotas. Aus-
tralia and New Zealand, which ac-

* count for more than two-thirds of our
beef imports, both find themselves at
the same stage of the cattle cycle as
we do. For that reason, Washington's
recent announcement immediately
sent prices soaring in Sydney, which
naturally made Australian consumers
unhappy. Meanwhile, a growing Mid-
dle Eastern demand for mutton has

caused New Zealand livestock pro-
ducers to reduce their production of
U.S.-bound cattle and to increase their
production of petrodollar-bound
sheep and lambs. Thus, neither Aus-

- tralia nor New Zealand may be able to

do much to ease the U.S. beef short-
age in the immediate future.

Altogether, we may not have seen the
end of the beef-price rise of 1978.

There may be no immediate upsurge,
because of heavy marketings by pro-

~ ducers anxious to take advantage of

the present high level of prices. But the
fundamentals suggest a further in-

- crease over the next year or so - per-

haps as much as double the overall
rise in consumer prices over that
period.

Michael Gorham
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