
 

 

 

 

 

 

The General Economy 
 

So clearly, the first quarter 2014 numbers were a fluke.  Recall that the Bureau of Economic 

Analysis (BEA) pegged first quarter 2014 economic activity as having contracted by 2.1 percent.  

The numbers for the second quarter came out July 30.  That report said the economy grew by 

real rate of 4.0 percent for the three months ending June 30.  As a reminder, June job growth was 

also 288,000 strong, further indicating a strengthening economy. 

 

All categories contributing to the GDP showed better figures for the second quarter than in the 

first.  Consumption – which makes up roughly 70 percent of the overall GDP – grew at a 1.7 

percent rate as opposed the first quarters 0.8 percent rate.  Fixed investment also contributed 0.9 

percent in 14Q2 as opposed to essentially a zero growth rate in 14Q1.  Inventories however were 

the biggest change as they reversed the 14Q1 contraction of 1.2 percent and showed a positive 

contribution of 1.7 percent in the second quarter.  Net exports, while still lowering the overall 

level of economic activity only posed a 0.6 percent drag this quarter as opposed to the 1.7 

percent drag the first quarter.  Government spending actually contributed a 0.3 percent 

contribution to growth, the second highest level since 12Q3. 

 

One of those important buried numbers was the change in real disposable income.  It grew at a 

3.8 percent rate this quarter.  Growing quicker than the spending side of the equation did 

suggests the savings rate actually grew as well and sat in the 5.3 percent range for the second 

quarter.   

 

July job creation report will come out at the end of this week.  The private report from ADP 

suggests we should continue to be generating new jobs noticeably better that the 200,000 rate.  In 

fact anything less than 200,000 would probably cause some market concern.  Job growth seems 

to be coming from all sectors and at all pay scales.  Construction, service, professional – literally 

every category is showing noticeable growth. 

 

All of this suggests the Federal Reserve will continue the policy of cutting back on their bond 

purchases.  One should expect that they will be out of the market by the end of the year.  Even 

with the Fed no longer making those buys, one would expect them to continue to hold interest 

rates low for several months to come.  The stronger economy, however, should lead one to 

expect higher rates to show up in the market by the end of the year or early into next year. 

 

PEDv-Induced Changes in Pork Production 
 

For a couple of reasons, I want to start this month’s newsletter picking up pretty much exactly 

where I left off at the end of the June newsletter: talking about hog weights.  For one thing, there 

is more to say than I had space for on this topic last month. For another thing, the changes in hog 

production that have been induced by the PEDv event really do represent one of the more 

interesting phenomena in commodity markets right now.   
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To recap a bit for those who missed last month’s notes, pork production has held up remarkably 

well for most of the year in spite of the challenges presented by PEDv.  The most recent 

Livestock Slaughter report from USDA National Agricultural Statistics Service (NASS) is 

showing year-to-date pork production through the end of June that is almost dead even with last 

year.  But anyone will tell you that PEDv has been a major challenge to the industry.  So the 

more-or-less steady production has been accomplished through some pretty major adjustments to 

the production system.  To see this, first consider barrow and gilt slaughter.  Figure 1 shows 

weekly barrow and gilt slaughter for this year compared to last year and the 2010-12 average. 

 

 
 

Figure 1.  Weekly Federally Inspected Barrow and Gilt Slaughter 
Data Source: USDA Agricultural Marketing Service through Livestock Marketing Information Center. 

 

Since around the end of February, barrow and gilt slaughter has run consistently below the prior 

year – often as much as six or eight percent below the prior year.  And production is not being 

maintained with sow slaughter.  Sow slaughter has similarly (though not quite as consistently) 

lagged last year’s level.   

 

For the most part, production has not fallen by nearly as much as slaughter rates because hog 

weights have been adjusted.  Hogs are being kept to heavier finish weights to make up, some, for 

the fact that they are fewer in number.  Figure 2 shows another presentation of the weekly 

average barrow and gilt dressed weight data that was discussed last month.  In this figure, the 

data is shown as a continuous time series covering the last decade.   
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Figure 2.  Weekly Barrow and Gilt Average Dressed Weight: January 2005 through June 2014 
Data Source: USDA Agricultural Marketing Service through Livestock Marketing Information Center. 

 

A couple of points about this graph are worth noting.  First, the seasonal pattern in market hog 

dressed weights is almost ridiculously consistent: high in the winter/spring, low in the summer, 

pretty much every year without fail.  Second, there was a notable jump in hog weights in the 

fourth quarter of 2010 (denoted by the arrow in Figure 2), despite the fact that corn prices were 

really taking off.  It was substantial enough to generate quite a bit of comment, though difficult 

to explain since corn prices were soaring while hog prices were falling.  My own comments 

(from the November 2010 Livestock Market Update) at the time were typical of the unsatisfying 

nature of analyst explanations: 

 

Barrow and gilt live weights have soared this fall…This surge in weights has 

largely been attributed to the availability of much higher quality new crop corn.  

As this adjustment to new crop corn is completed and as normal seasonal effects 

kick in, weights should begin to moderate fairly quickly.  Indeed, that already 

seems to be happening… 

 

So higher-test-weight corn is about the best explanation we could come up with.  You may note a 

trick of the economist’s trade at the end of that passage: forecast something that is already 

happening – it’s a good way to keep your average up.  Indeed, my out-on-a-limb forecast proved 

correct.  Hog weights did stabilize at about that time and then revert to normal seasonal form.  

They did not, however, retreat from their new higher level.   

 

The point of all this is simply to note that what amounted to a roughly five pound jump in hog 

weights over what had been a “normal” seasonal high was a pretty big deal.  That gives us a 

useful perspective on this year’s increase in weights, which has been more like 10 or 11 pounds.  

Also, not only have weights been significantly higher than last year but they continued to 

increase strongly in late spring/early summer when they are normally flat to declining; so there 

has been not just an increase but also some departure from that strong seasonal pattern that we 

are used to.  Dressed weights have begun to decline seasonally in the last month or so but remain 

at about the same level as at the beginning of the year – not really a normal phenomenon for 

summertime hog weights, which (as figure 2 shows) are generally well below mid-winter levels.   
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Heavier weights have allowed the industry to make up, to a surprisingly large degree, for lost 

pigs.  It is worth pointing out that this adjustment did not take place in isolation from other 

factors at work in the market.  Most significantly, the increase in hog weights has occurred as 

corn prices have declined and hog prices have climbed.  Cash corn prices have declined from 

around $7 per bushel (Chicago price) in mid-2013 to around $4 per bushel recently.  Conversely, 

over that same time period, market hog prices increased – at least partially in response to reduced 

availability of hogs, of course – from a bit under $100 per hundredweight (cwt) to around $125 

per cwt.  The net effect of these price changes has been to make it profitable to push hogs to 

heavier-than-normal finish weights, providing at least some offset to pig losses from PEDv. 

 

Chicken Production and Prices 
 

One of the more surprising features of this year’s meat market has been the slow response of the 

broiler sector to this year’s favorable market environment.  Production has been essentially flat 

so far this year.  According to USDA Agricultural Marketing Service (AMS) data, through mid-

July, broiler production (ready-to-cook weight) was actually down slightly (< 1 percent) 

compared to a year ago.  Integrators have apparently had a bigger job to do in rebuilding 

foundation breeding flocks than most outside observers expected.  This has made them unable to 

really increase numbers of terminal-cross birds for grow-out.  Recent data on egg sets indicates 

that that might be changing.   

 

Figure 3 shows broiler eggs set through the third week of July.  Broiler egg sets have run 

consistently above year-ago for about the last five weeks, and the gap has expanded some in the 

last couple of weeks.  Now is about the time of year when egg sets drop seasonally.  It will be 

interesting to see if this happens or if integrators try to keep filling the pipeline in response to 

what ought to be very favorable margins looking ahead.  

 

 
 

Figure 3.  Weekly Broiler Eggs Set: 19 States, Avg. 2010-12 through 2014 
Data Source: USDA National Agricultural Statistics Service through Livestock Marketing Information Center. 
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In the meat case, broilers continue to build on their relative price advantage over beef and pork.  

According to retail price data from USDA Economic Research Service (ERS), last month beef, 

pork, and broiler prices all three continued to increase; however, the month-over-month increase 

in broiler prices was very small (just a quarter of a cent per pound) while beef and pork increases 

were more substantial.  Last month’s average retail broiler price, at 194.86 cents per pound, was 

actually about 2 percent lower than a year ago.  By contrast, the average all-fresh retail beef price 

in June was over 12 percent higher than a year ago and the average retail pork price was almost 

14 percent higher than a year ago.   

 

Cattle Slaughter and Beef Herd Expansion 
 

According to last week’s Livestock Slaughter report, year-to-date beef production though the end 

of June was down by about five percent from the prior year.  While cattle slaughter has been 

down across-the-board, it is clear that the biggest drop has been in female slaughter.  Year-to-

date steer slaughter is only down by a bit less than two percent.  By contrast, heifer slaughter is 

down by seven percent, and beef cow slaughter is down by 15 percent.  Of course, the decline in 

slaughter partly reflects the simple fact that fewer head are available this year after a long spell 

of herd contraction.  But the fairly large discrepancy between the change in steer slaughter versus 

the change in heifer slaughter is a pretty good indication that herd expansion really is underway.  

Weekly cow slaughter numbers also support that notion.  Figure 4 shows weekly beef cow 

slaughter though early-July.   

 

 
Figure 4.  Weekly Beef Cow Slaughter, Avg. 2010-12 through 2014 
Data Source: USDA Agricultural Marketing Service through Livestock Marketing Information Center. 

 

If cow slaughter proceeds from this point in a “normal” fashion, it will end the year totaling a 

little under 10 percent of the January 1 inventory level.   This would be the first time since 2007 

that total annual beef cow slaughter amounted to under 10 percent of beginning inventory.  That 

is a rate that is kind of on the bubble in terms of being compatible with expansion.  Clearly, 

though, if the pace of slaughter looks more like that last month or two rather than the first couple 

of months of the year, herd expansion will be well established. 
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Mid-Year Cattle Inventory Report 
 

Last year, due to budget constraints, USDA NASS did not produce the mid-year Cattle report.  

That report was reinstated for this year and was released last Friday.  Since there was no report 

last year, the standard year-over-year comparisons that we generally employ to provide some 

context for the numbers are not really relevant.  An exception to this is the calf crop number.  

The preliminary estimate of this year’s calf crop can be compared to last year’s final number 

from the January inventory report.  Right now, USDA projects a 2014 calf crop of 33.6 million 

head – a decline of one percent from last year.   

 

Aside from the unavailable year-over-year comparisons, a couple of other observations can be 

made on the inventory report.  First, at 29.7 million head, the beef cow inventory is, not 

surprisingly, the smallest since this mid-year series was started in 1973.  The mid-year inventory 

of beef replacement heifers of 4.1 million head compares to a beginning inventory (January 1) of 

5.471 million head.  The mid-year heifer inventory is typically substantially smaller than the 

beginning inventory due to normal seasonal production factors.  However, this mid-year 

inventory amounted to only 75 percent of the beginning inventory.  Generally, the mid-year 

inventory of replacements is closer to 80 percent of the beginning inventory.  This suggests that 

some heifers designated as replacements were redirected to the feeder market in response to this 

year’s record prices.  The Cattle on Feed report also provides some evidence for this 

phenomenon.  The July 1 inventory of heifers on feed was reported at 3.603 million head.  That’s 

about a 3.5% decline from the January 1 inventory of heifers on feed.  Historically that’s not 

much of a January-to-July drop.  In fact, that is the smallest decline in January-to-July heifers on 

feed going back to the beginning of this series in 1996.  That suggests fairly aggressive 

placement of heifers between January and July.  As noted earlier, heifer slaughter figures so far 

this year remain very consistent with herd expansion; it will be interesting to see if figures for the 

second half of the year remain that way.  

 

Speaking of Cattle on Feed, a quick run-down is probably in order.  The July 1 on-feed 

inventory was 2.4 percent smaller than a year ago.  Placements were down 6.2 percent, and 

marketings were down 1.8 percent.  All of these numbers were generally consistent with pre-

report expectations, though both the on-feed and placements numbers were on the low side of the 

range of estimates.  Overall, the report included no major surprises.   The weight distribution of 

placements was kind of interesting.  Compared to last year, there were far fewer heavy-weight 

placements.  This year’s weight distribution looks fairly normal, though, last year’s placements 

were unusually heavy (in weight, not number). 

 

Contact: Bob Young, 202-406-3620, boby@fb.org or John Anderson, 202-406-3623, 

johna@fb.org 
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