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The summer meeting season has been underway the last few weeks.  Discussion of the corn crop, 
changes in the number of cattle on feed as well as where the farm bill may - or may not - be 
headed dominated a lot of those sessions.  Nearly all of those also included a review of the 
general economy.  Generally those conversations about the rest of the economy were anaemic at 
best with at least a little fear mongering thrown in.  Yes, the housing market appears to be getting 
its feet back under it.  We have had several months now where we have created right at 200,000 
jobs per month with jobless claims down to more manageable levels.  Equity markets are 
establishing new records.   

The General Economy       __________________  

 
But the general consensus is that there are storm clouds gathering on the horizon. While it has 
not been in the news that much over the last few months, economic conditions in Europe are not 
good.  All but Germany is back in a recession, with some of the region’s economies continuing 
to noticeably contract.  This reduction in economic activity there is backing up into China as 
their export numbers are down sharply.  Japan remains mired in their stagnation where they have 
been stuck for nearly 20 years.  Here in the United States we are not seeing job creation at the 
300,000 level nor has unemployment - especially long term unemployment - made any 
significant move to lower numbers.   
 

July 2013 – Livestock Market Update 
Public Policy Department  

Budget & Economic Analysis Team 

 
In this edition:  
 The General Economy:  Bob Young, Chief Economist  

 
 Crop Update:  Todd Davis, Senior Economist 

 
 Energy Update:  Matthew Erickson, Economist 
 
Recommended links: 
 Recent Analysis and Presentations on SILO 
 
Next Market Update:  
 Crop Market Update:  Week of August 12th         
 
 

6th Annual AFBF Commodity Outlook Conference 
Peppermill Resort – Reno, NV 

October 16-18, 2013 
*Agenda & registration information available week of July 29th * 
 

http://silo.fb.org/Inside.aspx?id=17220�


2 
 

This was a pretty consistent story across four or five meetings, webinars or conference calls I've 
listened to over the last several weeks.  But one lesson I learned back when I hair is that when all 
the stories are going one way, it is probably time to start looking for an alternative.  So I took 
particular notice earlier this week when one analyst gave a very different story.  I'll keep the 
name out of the article in order to protect the guilty, but this gentleman's story went something 
like this...  
 
There is becoming a general consensus in Europe that the austerity moves of the last couple 
years, while necessary to bring fiscal issues under some semblance of control, may have been 
more than needed, that it may be time to loosen those constraints somewhat and shift to a growth 
policy as opposed to so concentrated a focus on their deficit issues.  The Chinese government 
will do whatever is necessary for their economy to grow by at least 7.5 percent per year, which is 
about where they are now.  Inevitably they will likely overshoot and overstimulate, leading one 
to think that a few months from now their economy will start to bump back up about the same 
time the European economy is regathering.  Adding to that is the shift in policy in Japan. While 
they have tried stimulus efforts in the past, those fiscal efforts have not had the coordination on 
the monetary front that is now in place.  Just getting Japan to a one percent growth rate would be 
a big deal - and would help reinforce the situation for China.  
 
All of this would point to the potential for us to see significant improvement in exports by say 
the fourth quarter of this year or early into next.  It is important to recall that it was export 
growth that drove a significant portion of our recovery over the last few years.  This gentleman 
was talking about the economy growing as much as 4 percent in the 4th quarter and around 3 
percent plus for 2014.  Could be... 
 

Feedlot Placements Get Heavier 
Livestock Update            

Last week’s Cattle on Feed report included some interesting information to consider.  The 
headline numbers were not too much of a surprise.  Table 1 below summarizes the key numbers 
from that report: 
 
Table 1.  July Cattle on Feed Summary: Actual Figures vs. Pre-Report Estimates   

 % of Previous Pre-Report Estimates* 
 1,000 head Year Average Range 

June Placements 1,587 95.4 94.9 89.3 – 99.8 
June Marketings 1,895 96.4 94.7 93.4 – 95.5 
July 1 On-Feed 10,368 96.8 97.0 96.0 – 97.7 
*Source: Dow-Jones Newswires via LMIC   
 
The placement and on-feed inventory figures were right in line with pre-report estimates.  
Marketings were a bit higher than the pre-reports anticipated.  It is worth noting, as USDA did in 
the report, that the June marketings figure is the lowest since this particular series was started 
back in 1996.  This at least partly reflects the lower availability of cattle given currently depleted 
inventories.  In fact, the previous record low for June marketings came just last year; so this 
looks like a continuation of the effects of the general decline in cattle numbers.  However, 
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consider that last point for a second.  Last June’s marketings, at 1.965 million head, were a 
record low to that point in time.  This year’s June marketings were almost 4 percent below that 
level.  Part of this is due to the fact that this June had one less business day than last June, but we 
are still talking about a pretty slow pace of marketings.   
 
Total placements were essentially right near the middle of the pre-report range.  The really 
interesting thing about placements this month – as well as last month, by the way – was the 
weight distribution.  Placements remain skewed far to the high end of the weight scale.  
Placements of cattle weighing less than 600 pounds were down by over 30 percent year-over-
year.  Placements of cattle over 800 pounds were up by over 26 percent.  Now to be fair, last 
June the effects of the drought were probably becoming widespread enough that some lighter 
calves were being forced into feedlots, but the shift toward heavier weights in placements is 
evident from a longer view of the data as well.  The 315,000 head of cattle placed at less than 
600 pounds in June was the smallest June placement in that category since 1999.  Moving up the 
scale a notch, the 232,000 head placed weighing between 600 and 699 pounds was the smallest 
June placement in that category on record for this series (which, again, goes back to 1996).  By 
contrast, the 625,000 head placed at over 800 pounds was by far the largest June placement on 
record in that category.   
 
USDA does not report an average placement weight, but we can construct a placement weight 
index by specifying average weights of 550, 650, 750, and 850 pounds for each of the four 
weight categories reported.  Calculating a weighted average then based on the number of cattle 
placed in each category provides what is essentially a placement weight index.  Such an index is 
graphed in figure 1 for this year, last year, and the 2009-11 average.  
 

 
Figure 1.  Calculated Placement Weight Index 
Data Source: USDA National Agricultural Statistics Service via LMIC 
 
Clearly, placement weights appear to have been counter-seasonally increasing since April, with 
the June index value almost 30 pounds above the three year average.  There are a number of 
different but interrelated things going on that are driving this trend.  With high feed costs, there 
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is an incentive to keep cattle out of the feedlot as long as possible.  This will lead to heavier 
slaughter weights but help to economize on feed use overall.   The widespread adoption of beta 
agonists have probably helped support this shift by increasing the efficiency of feed conversion 
or heavier cattle toward the end of the finishing period.  Tight cattle supplies in general are 
probably also contributing to this trend.  With lower numbers, some volume can be made up with 
a heavier weight per animal, providing another incentive to finish at a heavier endpoint and thus 
to start with a heavier feeder. 
 
It is also probably worth repeating something was noted here last month: these heavy-weight 
feeders probably include a number of heifers that had been held as potential replacements.  
Feeder heifers have an option value in that they can be developed for replacements or sent on for 
finishing.  The number of beef replacements was up by 2 percent in last January’s Cattle report.  
The last couple of months of placement figures suggest that many of them will not be making it 
into the cow herd.   
 
Meat Production Forecasts 
Earlier this month, USDA released their monthly World Agricultural Supply and Demand 
Estimates (WASDE) report.  There was a number in that report that probably should have gotten 
more attention than it did.  For 2014, USDA now projects that commercial pork production will 
slightly exceed commercial beef production: 24.135 billion pounds for pork versus 24.105 billion 
pounds for beef.  Of course, these figures will be revised repeatedly before 2014 production is 
actually in the books, but should this projection turn out to be accurate, it will be a notable 
milestone.  The last time pork production exceeded beef production was in 1952 – over 60 years 
ago.  Have we reached a point where pork production will consistently exceed beef production?  
Maybe.  The beef herd will likely experience another year of contraction in 2013.  If expansion 
gets underway in 2014, this will hold additional females off the market, further reducing supply.  
This seems to be what USDA is anticipating in their 2014 forecast.  After that it will be at least a 
couple more years before beef production will begin to climb.  In the meantime, the pork 
industry will most likely be steadily increasing production, as it has already been doing since 
2010.  On the other hand, the pork industry will face some real challenges to expansion.  It is 
ridiculously difficult to build hog facilities in most parts of the country.  It is difficult even to 
expand existing facilities.  Growth in pork production has primarily been coming from increasing 
efficiency (more litters per sow, more pigs per litter, heavier carcass weights).  There is a limit to 
how much progress can be made at this intensive margin and how fast that progress can occur, 
though to this point the industry has done a remarkable job of it.  Beef production, on the other 
hand, could expand relatively easily.  There is already excess capacity in the feeding and packing 
sectors so some of the challenges to expansion that the pork industry has to deal with would not 
be an issue.   
 
Despite the higher production, domestic per capita pork consumption will still lag beef 
production for a while.  The reason is that a greater share of pork is claimed by exports.  Pork 
exports amount to about 20 percent of production.  Beef exports represent about 10 percent of 
production.  So there will still most likely be more beef than pork for the domestic market, 
meaning higher domestic per capita consumption.    
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Broiler Production Increasing 
The broiler industry appears to be getting more aggressive in its expansion.  Since the first of 
June, broiler type egg sets have been up by almost 3 percent year over year.  For the first three 
weeks of July, egg sets are at their highest level since 2010.  So far this year, a good many 
broiler eggs have been exported to Mexico as that country works to recover from the impacts of 
avian influenza; so broiler chick placements have not been up as much as egg sets.  But in recent 
weeks, chick placements have been up by over 2 percent.  Chick placements have begun to 
decline seasonally, but appear set to continue running well above last year’s levels. 
Wholesale prices have been quite strong for broiler meat this year, though they have slid some 
since around late-May.  Boneless-skinless (B/S) breast wholesale prices topped out at just over 
203 cents per pound in the last week of May.  Last week B/S breast meat prices averaged 178.77 
cents per pound.  On the other hand, dark meat prices have held up pretty well.  Last week, B/S 
thigh meat prices reached their highest level of the year at 150.67 cents per pound.  Dark meat 
sales have become an increasingly important component of total value to the broiler industry.  
Consider this: in early June when B/S breast prices were at around 200 cents per pound, the 
broiler composite worked out to a little over 110 cents per pound.  The last time the B/S breast 
price exceeded 200 cents per pound was in late-July 2004.  At that time, the broiler composite 
worked out to a little less than 79 cents per pound.  The striking difference in the broiler 
composite between these two cases is dark meat prices.  In 2004, leg quarters were around 35 
cents per pound; drumsticks 47 cents per pound; thighs 45 cents per pound; and B/S thighs 95 
cents per pound.  This year, prices on those cuts were at least 50 percent higher than in 2004.  
Prices on thighs were almost twice as high.  The ability of the broiler industry to capture more 
value from those dark meat cuts will represent an important advantage for that industry relative 
to its beef and pork competitors moving forward. 
 

Ethanol Market Update:  Production Rebounds, Exceeds Year-Over-Year Levels 
Energy Update:  Inventories at 13-Week High; Monthly RIN Prices Soar    

Reports from The Energy 
Information Administration (EIA) 
for the month of July saw a reverse 
trend from what has been occurring 
for most of 2013:  ethanol 
production decreasing while 
ethanol inventories are increasing.  
However, it was news regarding 
inventories that made the headline 
as inventories were reported at a 
13-week high.  As highlighted in 
Figure 1 by the dotted red line, 
ethanol stockpiles have been 
trending downward for most of 
2013, mostly as a result of last 
year’s drought.  In fact, from the 
beginning of 2013 to the end of 
June, stockpiles shrank 22 percent. 
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Figure 1: U.S. Ethanol Production vs. U.S. Ethanol Inventories 
(2012 - Present)
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Since, stockpile levels reported an increase for three consecutive weeks, extending the longest 
streak of gains since December.   Week-over-week stockpiles levels increased 4.1 percent to 
approximately 17.3 million barrels, but remain 9 percent below levels seen at this time last year.  
The three week consecutive increase in stockpiles was rather significant as the three week jump 
eased worries that there would be a shortage of ethanol. The rise in stockpiles also caused 
ethanol’s discount to gasoline to swell to the widest level in more than three months as higher 
inventories led to a decrease in ethanol prices to approximately $2.34 per gallon (August 
delivery).   
 
Ethanol imports continue to be strong, but saw a reduction week-over-week due to the jump in 
stockpiles.   Foreign purchases fell 18 percent to 41,000 barrels a day last week and have 
averaged 21,000 barrels a day so far this year which is more than double the same period as seen 
last year.  Even though the weekly reports from July eased stockpile concerns temporarily, the 
idiom “we’re not out of the woods yet” comes in handy.  Stockpiles continue to be well below 
their two and a half year average (10 percent below) and getting stockpile levels back up to this 
average would most certainly require a successful corn crop this upcoming harvest.  
Nevertheless, the highlight over the next month will most certainly be on the corn crop condition 
for this coming harvest. 
 
For once, it seems that ethanol production took a back seat to ethanol stockpiles.  Ethanol 
production slumped over the past month due to inventory worries, but also with gasoline 
consumption decreasing over the previous two weeks due to gasoline prices rising to nearly 
$3.70 per gallon.  For week ending July 22, ethanol production fell 2.6 percent to 853,000 barrels 
a day, the lowest level since May 3.  However, production levels are 7.2 percent higher than 
levels seen this time last year, but if you recall, this was the peak of the 2012 drought when corn 
price swelled to $8 per bushel.  Current ethanol production levels are annually equivalent to 
13.08 billion gallons of ethanol [which still remains under the RFS obligated volume for 2013] 
and roughly 4.76 billion bushels of corn. Without any weather and disaster related circumstances 
to the nation’s new corn crop, ethanol production should remain above year-over-year levels as 
the drought of 2012 affected ethanol production beginning late last June. 
 
Ethanol-blended gasoline stayed consistent over the past month.  Ethanol-blended gasoline made 
up between 91 and 92 percent of the total U.S. gasoline pool for the month of July, but managed 
to decrease a couple percentage points compared for the month of June.  Ethanol-blended 
gasoline for the month of July continues to be on par with the average seen over the course of 
2013 at 92 percent.   
 
Market Condition for RINs: RIN Prices Further Increase Due to Ethanol Blend Wall 
The price for all three major RIN categories also made significant market news over the past 
month as prices neared $1.50 per gallon.  This section is solely dedicated to what these RINs 
mean to the market and what we could see from these RINs down the road as a result of the 
ethanol blend wall.  Remember that compliance with the RFS is tracked by RINs that are 
attached to each gallon of biofuel until blended with gasoline.  However, they can also be traded 
in the marketplace. Even though the price of the D6 conventional RIN slumped down to its 
lowest level since July 12 to $1.26 per gallon, examples will be shown from what was seen last 
week when RIN prices neared $1.50 per gallon.    



7 
 

 
For the most part, increases in RIN prices over the past month and over the course of the year are 
affecting the production and marketing of renewable fuels.  The run up in prices in the value of 
D6 conventional RINs since the beginning of 2013 is fundamentally supported by the ethanol 
blend wall. The effect of a rising D6 conventional RIN price can be used to cut the price of E85 
at the pump, encourage higher demand for ethanol and encourage higher sale volume.  The 
higher price for RINs allows for breaking through the E10 saturation point and creates more 
RINs in excess of the E10 limit.   
 
Because of the continued rise in the D6 conventional RIN over the past month, E85 has become 
price competitive against E10 for consumers in some locations around the country.  If E85 is 
approximately 75 percent the energy value of E10, 25 out of the 90 gasoline stations that report 
retail fuel prices on E85prices.com reported E85 selling at an advantage to E10 as of July 18, 
2013.  Table 1 shows market conditions for E10, E85 and the D6 conventional RIN as of July 18, 
2013 and compares the current market condition to that five months ago (February 2013) when 
the price of the D6 conventional RIN significantly rose.  The D6 conventional RIN price for the 
month of February averaged approximately $0.40 per gallon and its value compared to that of 
E10 makes the value of the D6 conventional RIN at $0.30 per gallon.  Since the reported price of 
E85 was significantly higher than that of the breakeven E85 pump price required to be energy 
competitive to E10, this left the difference of the RIN revenue and the pump price reduction at -
$0.26 per gallon.  At this point, the price of the D6 conventional RIN was not high enough to 
encourage higher demand for higher blends of E85.  Five months later, the price of the D6 
conventional RIN increased to $1.48 per gallon which has allowed for an incentive for greater 
market penetration for E85 as indicated from the $0.81 per gallon total revenue gained from the 
RIN value.  This significant increase in the D6 conventional RIN is being used to cut the price of 
E85 ($3.30 vs. $2.99) and is allowing for some parts of the country to have the price of E85 
cheaper than that of the price of E10.  
 
As shown in Table 1, the effect of a rising D6 
conventional RIN price has been used to cut 
the price of E85 at the pump. Even though the 
price in some parts of the country favors E85 
to the price of E10, logistical hurdles still 
stand in the way of full-scale E85 as only 2 
percent of fuel stations across the country 
offer E85 blends.  In addition, even with the 
substantial increase of the D6 conventional 
RIN, E85 production has only increased by a 
few tens of millions of gallons – a level that is 
not even close to being considered to solving 
the ethanol blend wall problem.  Nevertheless, 
the price for D6 conventional RINs is allowing 
for greater market penetration for E85 and 
with the U.S. only using 3 percent of its E85 
capacity, the potential is real for E85 so long 
as the price is competitive to that of E10. 

Feb-13 18-Jul-13
E10 Price $3.67 $3.63
E85 Price $3.30 $2.99

Energy Ratio 74.6% 74.6%
Breakeven E85 Pump 

Price $2.74 $2.71
Pump Price Reduction 

Required $0.56 $0.28
D6 RIN Price $0.40 $1.48

RIN value $0.30 $1.10
RIN Revenue Minus 

Pump Price Reduction ($0.26) $0.81

Current E85 Market Conditions  as of 7/18/2013

Table 1: Current E85 Market Conditions  
(July 18, 2013) vs. 5-Months Ago (Feb. 2013) 
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As similar to the D6 conventional RIN, the other two major categories of RIN prices have also 
been increasing (Figure 2).  The job of the D4 biodiesel RIN is to force more biodiesel use and 
has been used to support the price of the D6 conventional RIN.  Some of this behavior could be 
due to speculative buying, but for the most part, this behavior with the D4 biodiesel RIN is also 
forced by the blend wall issue.  Without a resolution to the ethanol blend wall sometime soon, a 
portion of the renewable (ethanol) mandate beginning in 2014 may have to be satisfied with 
advanced biofuels or advanced biofuels RIN credits (D4 or D5) , but most likely from biodiesel 
(D4).  Without question, the rise in the biodiesel D4 RIN is creating more demand for biodiesel 
as biodiesel is not subject to the ethanol blend wall.   
 
As for Brazilian sugarcane ethanol imports, the rise in the price of the D6 conventional RIN is 
decreasing the premium available to Brazilian sugarcane ethanol imports.  The premium to 
Brazilian sugarcane ethanol imports is measured through the difference of the D5 advanced 
biofuel RIN and the D6 conventional RIN price.  In fact, there is currently no premium [or 
incentive] for Brazilian sugarcane ethanol imports as the D6 conventional RIN price is currently 
in a dead-heat with that of the D5 advanced biofuel RIN and also with that of U.S. domestic 
biodiesel.  
 
However, two possible developments could alter that fundamental support that would result in 
declining RIN values. First, a more rapid expansion of ethanol blending through E15 or E85 
would expand the blend wall and reduce the demand for D6 conventional RIN credits to meet the 
renewable fuels mandate. Second, a reduction in the RFS mandate for renewable fuels would 
reduce the demand for the D6 conventional RIN.   Without any resolution to the ethanol blend 
wall, a portion of the renewable fuels mandate in 2014 would have to be met with advanced 
biofuels or advanced biofuel RIN credits of D4 or D5, but would most likely have to come from 
biodiesel (D4) due to the infrastructure and capacity that is in place already.  If that is the case, 
the price of D6 RINs could be supported up to the price of D4 biodiesel RINs. The RIN markets 
are currently dictating that this may be the trend as the D4 biodiesel RINs are currently trading 
nearly identical to that of the D6 conventional RIN and there is currently no solution to the 
ethanol blend wall problem.  More importantly, these measures and actions should be monitored 
and reviewed with extreme caution as any policy altercation could create an unintended set of 
consequences to the U.S. economy.  
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Figure 2:  Current Prices for All Three Major RIN Categories (D4, D5 and D6) 
Source: ProExporter 


