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Optimistic Cattlemen

The nation’s beef-cattle industry
may be moving away from the
brink of disaster into a period of
sustained growth and profitable
operations. For one reason, prices
of cattle and calves have re-
bounded sharply in recent months
after a near-record decline during
the preceding 18-month period.
For another reason, the cost
squeeze on cattle feeders has
eased, reflecting the prolonged
downtrend in feed-grain prices
and the prospect (helped along by
good weather) for continued
improvement in feed supplies. The
situation still remains affected by the
unstable market conditions and
severe financial losses recorded in
1974 and early 1975, but in
general, cattlemen across the na-
tion are much more optimistic
about the outlook than they

were in late winter and early

spring.

Beef-cattle prices rose 43 percent
between February and June,
largely as a result of a tightening of
fed-cattle supplies as well as
cutbacks in pork and poultry
production. At that, prices are still
about 25 percent lower than
during the shortage period of 1973.
Despite the turnaround in cattle
prices, many observers believe that
consumers need not become
overly concerned, since plentiful
beef supplies should help stabilize
the situation at the supermarket
counter after the recent price run-
up. Cattle producers nonetheless
should increase their share of the
consumer meat budget this year,

reflecting sharp production cut-
backs by pork and poultry produc-
ers as well as the tendency for
middlemen’s profit margins to lag
in a rising farm market,

Supply factors mixed

One basic supply factor, long-term
in nature, involves the potential
supply of beef. A second basic
factor involves short-term market-
ing decisions, which depend
largely upon such considerations as
weather, feed-grain supply, and
current prices and profits.

The potential beef supply is at
record heights. The existing
inventory—132 million head of
cattle—may be large enough to
meet projected production needs
through 1980. In fact, the typical
10-12 year cattle cycle now appears
to be close to its peak. The cattle
inventory normally adjusts to its
long-run equilibrium level
through reductions in the size of
herds, reductions in the feeding
rate, and increased slaughter, but
the net impact of all these adjust-
ments shows up only gradually in
the market. Although the catile-
liquidation process started about
18 months ago, herds continued to
grow last year despite record
levels of slaughter, and they may
show little if any decline this year as
new additions continue to match
the slaughter rate.

The process of short-term supply
adjustment is even more complex
and uncertain because of the high
degree of marketing flexibility in-
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herent in beef production. Un-
certainty is probably more evident
now than usual because of ..
unstable prices, declining incomes,
and a continued cost-price
squeeze in feeding operations,
reflecting all the market distortions
of the past two years—consumer
meat boycotts, government price
controls, drought-induced feed-
crop failures, and the problems of
recession and inflation.

Despite continued uncertainties,
cattlemen have responded to the
recent market upturn by sharply
boosting feedlot placements for
three months in a row. (Placements
during the second quarter were 17
percent above a year ago in the 23
major feeding states.) Moreover,
with many feedlots still running at
half-capacity and with few cattle in
well-finished form, we are likely
to see a continued heavy flow of
animals into feedlots over the next
several months. But the level of
marketings of fed cattle is another
question, Econometric studies
indicate that the number of cattle
on feed moves closely with price
changes, but with a time lag dis-
tributed over a 12-quarter period.
Given this lagged response pattern,
fed-cattle marketings may not

increase materially this summer
and fall, so that any increases in
beef production must come from
range or pastureland.

Total beef production could rise 8
percent above year-ago levels in the
second half of 1975, according to
Agriculture Department projec-
tions, as a result of the record
farm inventory of animals on the
hoof and the prospects for contin-
ued heavy slaughter of range-fed
cattle. On the other hand, total red-
meat production could remain
below a year ago because of a
projected 16-percent cutback in
pork supplies. Also, the official
beef-supply estimates may be on
the high side, since farmers tend to
respond initially to higher cattle
prices, rising feed-grain supplies
and good range conditions by
withholding animals for breed-

ing and feeding purposes.

Demand factors strong

Demand factors meanwhile should
remain quite strong. Beef is one
of the principal components of the
American diet, and consumption
remains on a strong upward trend
because of the generally strong
trend in population, income and
beef-eating preferences. Over the
past two decades, per capita
expenditure for beefincreased 180
percent, matching the gain in per
capita disposable income. In the
same timespan, the average Amer-
ican expanded his consumption




of pork at only half that pace, and
expanded his consumption of
lamb hardly at all.

Despite the recession, per capita
beef consumption rose to a new
quarterly record in the January-
March period, and annual con-
sumption this year could reach
122 pounds per person for the first
time in history. This upsurge
reflects the strong increase in
production and the still relatively
low {atbeit rising) level of prices,
along with such key demand factors
as a shift in relative prices favor-
ing beef over pork and poultry, a
sharp cutback in pork produc-
tion to the lowest [evel in 40 years,
and a recovery of consumer
purchasing power at the end of a
long and severe recession.

The supposed consumer resistance
to high beef prices may have
been over-played during the last
several years. Some observers had
pointed to the earlier decline in
cattle prices and a backup in cold-
storage stocks as evidence of a
reduction in beef consumption.
The data suggest otherwise,
however, especially in view of the
record level of beef consumption
in both 1974 and early 1975,
Moreover, beef consumption has
risen significantly in recent
months in the face of a turnaround
in prices, while cold-storage
stocks this spring were one-third
below year-ago levels,

Brighter income outlook

The cattle-price outlook will be
affected not only by the current
rise in demand and expansion of
supply, but also by the actual
quantity of beef caitle sent to
market and by the speed with
which pork and broiler production
recover from their present de-
pressed levels. In view of all these
factors, cattle prices may stabilize
about recent levels but with possi-
bly a normal seasonal decline next
fall. A sharp drop in beef prices
seems unlikely in view of the decline
in total red-meat supplies.

Cash receipts from marketings of
cattle and calves in the second half
could increase significantly above
depressed 1974 levels on the basis
of expanded output and the recent
improvement of prices. In fact,
most cattlemen now feel that the
traumatic period of sharply fall-
ing prices and sharply rising costs
has come to an end. But the profit
outlook for cattlemen—from

range operators to feedlot owners—
will depend upon a continuing
improvement in the feeding situa-
tion and upon producers’ ability

to bring ample supplies of beef
products to the consumer in an
orderly marketing program,

" Dean T. Chen
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