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November Cattle on Feed 
Livestock Update: “Cow Culling in Black and White”   __     

Everybody knows the story of the little boy who cried “Wolf!”  A boy gets bored tending the 
livestock. In order to gin up a little excitement he falsely calls for help to fend off a wolf attack.  
After a couple such false alarms, a wolf actually shows up but nobody believes the boy when he 
calls for help. Consequently, he is consumed by the wolf.  (Those old-timey fables didn’t pull 
any punches.) 
 
For many months now – years even – most people reporting on the cattle market have probably 
at times felt a little bit like that unfortunate boy.  Month after month we have talked about 
declining cattle numbers, but month after month the number of feedlot placements and on-feed 
inventories have held up.  Well, after the last couple of Cattle on Feed reports, it looks like the 
impact of sustained liquidation is really starting to be felt.  And this time, I really mean it. 
 
Last month, I noted that September placements were down sharply from a year earlier and were 
actually a bit lower than August placements, a strongly counter-seasonal pattern reflecting 
generally low cattle availability and the effect of drought induced early placements.  This 
month’s Cattle on Feed report again shows a sharp year-over-year decline in placements.  
Headline numbers from last Friday’s report are summarized in Table 1 below.  
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Table 1.  November Cattle on Feed Summary: Actual vs. Pre-Report Figures   

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

October Placements 2,180 87.5 87.3 83.3 – 92.0 
October Marketings 1,837 102.9 102.6 100.8 – 103.5 
November 1 On-Feed 11,254 94.5 94.6 93.5 – 96.0 
*Source: Dow-Jones Newswires via LMIC 
 
All of the numbers in this month’s report were well-anticipated by the pre-report estimates, so 
the immediate market impact of the report won’t amount to much.  However, the numbers in the 
report point to somewhat rapidly declining fed cattle supplies as a dominant feature of the market 
in coming months.  This year’s October placements were the smallest since this COF series 
began in 1996. This is not simply an issue of placements having been pulled ahead by this year’s 
drought or of year-over-year comparisons being skewed by the 2011 Southern Plains drought.  
Accumulated July-through-October placements were just over 15 percent lower than a year ago 
and over 9 percent below the ten-year average.  These are also the lowest July-through-August 
placements on record back to 1996.   
 
Lower placements are contributing to a declining on-feed inventory.  To be clear, while the cattle 
on feed inventory has increased over the past couple of months, that increase has been 
considerably slower than what would be considered normal seasonally.  As a result, the on-feed 
inventory has fallen below year-ago levels, with the gap between current and last year’s 
inventory levels widening since August.  Figure 1 shows the monthly on-feed inventory for this 
year versus last year and 
the prior 3-year average.   
 
Looking ahead, further 
tightening of fed cattle 
supplies is all but 
inevitable as the pipeline 
continues to empty out 
over the next several 
months.  Placements will 
almost certainly remain 
constrained by tight 
feeder cattle supplies.  In 
fact, feeder supplies 
could tighten up 
substantially in 2013.  
The drought has flushed a 
lot of calves onto the 
market by forcing sales 
and discouraging heifer 
retention.  If conditions next fall are amenable to herd expansion, we may finally see the full 
effects of this protracted liquidation. 
 

Figure 1.  Monthly Inventory of Cattle on Feed, 1000+ Capacity Lots 
Data Source: USDA NASS via LMIC 
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Meat Production Forecasts 
In the World Agricultural Supply and Demand Estimates (WASDE) report issued earlier this 
month,   the USDA World Agricultural Outlook Board updated their estimate of 2012 and 2013 
meat production.  The numbers are interesting in light of the foregoing discussion regarding 
cattle inventories.  Currently, USDA forecasts beef production to be down by just over 4 percent 
in 2013.  Incidentally, this follows an estimated 2.3 percent decline in 2012.  Four percent may 
not sound like too much, but that would actually be the second largest year-over-year decline in 
the past twenty years.  So will the decline actually materialize?  It is probably worth noting that 
in November 2011, USDA was forecasting a roughly 5 percent decline in beef production for 
2012.  It is now looking like the actual decline in beef production will be a little less than half 
that.  Two things happened.  First, the drought this year interrupted industry expansion plans and 
instead actually forced more production to market.  Second, fed cattle weights have been much 
higher this year than last year.  Since fed cattle weights are likely to stabilize (and perhaps retreat 
a bit) and drought conditions should (we hope) subside, a bigger drop in production for next year 
looks like a reasonable forecast. 
 
USDA is also currently forecasting lower 2013 production for both pork and broilers as well – 
down 1.4 percent and 1.2 percent, respectively.  This is a notable development in that beef, pork, 
and broiler production have all three declined together only one other time in the last 30 years.  
That was in 2009, following the commodity price surge/financial crisis in 2008.  Figure 2 shows 
year-over-year percentage changes in meat production for each of the three major species for the 
past 15 years. 

 
Figure 2.  Annual Percentage Change in Production for Beef, Pork, and Broilers: 1998 – 2013 (Forecast) 
Data Source: USDA World Agricultural Outlook Board via LMIC 
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Of course, lower production should be supportive of prices up and down the supply chain.  Retail 
prices for beef and broilers have been at record levels pretty much all year, with the all fresh beef 
retail beef price notching a new record level in October at 477.2 cents/lb.  Pork retail prices have 
hung around close to the record levels reached in 2011.  For October, the average pork retail 
price (reported by USDA Economic Research Service) was 348.4 cents/lb – down a few cents 
from the September 2011 record level of 356.1 cents/lb. 
 
The real question is how much more consumers will be willing to pay to continue meat 
consumption at current levels.  The fact that retail and wholesale prices have been unable to push 
higher for most of this year may be a bit of a warning.  Still, whether consumers will pay more or 
not – and if so, how much more – is going to depend on a number of external factors and so 
could potentially go either way.  For one thing, energy prices will be important.  Fuel prices have 
been historically fairly high but reasonably stable in most of the country (sorry about your luck, 
California) for the better part of this year.  Escalating tensions in the Middle East right now are 
giving a boost to crude oil prices this week, and those higher prices will eventually start to spill 
over into the consumer market for gasoline if things don’t settle down soon.  If too much of that 
happens, it will be difficult to even hold the line on retail meat prices, much less move them 
higher, no matter what the supply side of the market looks like.  Similarly (and very much 
related to the previous point), the tone of the general economy will be very important.  A 
resumption of economic growth in the 3 percent to 4 percent ballpark would go a long way 
toward encouraging consumers to loosen up the purse strings a bit.  On the other hand, growth of 
2 percent or less – like we have had for a long time now (essentially zero growth in real terms) – 
will keep consumers feeling defensive.   
 
 

It seems commonplace now-a-days to hear in Washington, and most likely all across the country, 
that the budget situation is affecting all facets of policy.  Additionally, the current budget 
“conundrum” is also affecting markets by adding further uncertainty as to whether or not 
Washington can come up with an agreement to our ever-increasing debt problem. The 
“conundrum” that I am referencing is the fiscal cliff where 100 plus tax provisions are set to 
expire and cuts of $1.2 trillion over nine years are set to kick in if no congressional action is 
taken before January 1.  The Congressional Budget Office (CBO) predicts that if no deal is 
reached or if the U.S. falls over the fiscal cliff, the action of tax increases and spending cuts 
together will push the U.S. economy back into recession.  Without a doubt, the fiscal cliff 
negotiations will play an influential role in the direction of oil prices over the next couple 
months. More importantly, it’s critical to understand what type of situation we are in today and 
where we could be heading as a country if we do not set our overall fiscal house in order.  

Energy Update: “The U.S. Budget and Fiscal Cliff”       

 
Over the past couple years when budget policy has taken the mainstream headline, Greece has 
been labeled as the “poster child” of what could happen if countries live beyond their means.  
With comparison to the U.S., it is important to emphasize that the United States is currently in no 
shape or form as bad as Greece – in short, the U.S. economy is far larger and more productive 
than that of Greece.  Greece was living beyond its means even before joining the euro.  Once 
Greece joined the euro, public spending soared.  For example, public sector wages from 1999 
and 2007 increased 50 percent, which was far faster than any other euro zone country, and 
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income was fundamentally hit by wide spread tax evasion – a recipe for spiraling, out-of-control 
deficits.  When the global financial crisis hit, Greece was ill-prepared to cope with this spiraling 
deficit situation and debt levels reached the point where the country was no longer able to repay 
its loans.  That leads us to Greece’s current situation today.  To date, Greece’s debt as a percent 
of gross domestic product is 140 percent (green dot) whereas the U.S. debt as a percent of GDP 
is just under 75 percent (2012 red dot).  Even though the U.S. debt is over $16 trillion, the 
overall size of our economy along with flexibility from within our monetary policy and overall 
productivity through trade allows the United States to be better off than Greece – for now. . .  
 
As one can see from the bubble chart above, the U.S. currently has a choice between two futures.  
It is important to note that these are just scenarios and these scenarios change given changes to 
overall policy.  To illustrate the consequences of possible changes to current law, the red dots for 
selected years are shown out to 2050.  Under the “alternative scenario,” expiring tax provisions 
are extended indefinitely (except the payroll tax reduction in effect in calendar years 2011 and 
2012), the Alternative Minimum Tax is indexed for inflation after 2011, Medicare’s payment 
rates for physicians’ services are held constant at their current level, and the automatic spending 
reductions of $1.2 trillion required by the Budget Control Act through sequestration do not 
occur.  Enacting and following this path leads us to a situation where the United States would see 
its debt as a share of GDP at 200 percent with government deficits at 20 percent of GDP by 
2050, making the current situation in Greece seem like it’s on “cloud nine.”       
 
On the other hand, following the fiscal cliff path from the blue dots on the same chart above has 
a completely different outcome. Falling over the fiscal cliff will undoubtedly reduce our long-
term deficits, therefore reducing our overall debt. Following the fiscal cliff baseline out to 2050, 
our debt as a share of GDP will shrink to 45 percent as revenue streams begin to increase through 
the elimination of 
key tax provisions 
along with 
substantial 
spending cuts 
taking effect 
starting January 1 if 
no congressional 
action is taken.  So, 
there you have it, a 
choice of two 
futures – but which 
path is the one to 
follow? 
 
That question 
seems obvious to 
answer, right?  
From a pure 
budgetary 
standpoint, it makes 

Italy

Greece

2050

2050

i.e., “Fiscal Cliff” i.e., Don’t fall over “Fiscal Cliff”
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perfect sense – increased revenues with decreased spending leads to lower deficits, thus reducing 
the overall debt. In fact, the U.S. could reduce its 2013 projected deficit by a difference of $396 
billion down to $641 billion just by going over the fiscal cliff in comparison to the “alternative 
scenario” as mentioned above.  However, and I highlight the word however, there is also an 
economy to worry about from the effects of going over the fiscal cliff.  CBO predicts that going 
over the fiscal cliff will lead to negative economic growth in 2013 along with unemployment 
increasing to over 9 percent.  In addition, it is also predicted that the U.S. could be headed back 
into recession if we were to fall over the fiscal cliff.   Moreover, from an oil market standpoint, if 
Washington signals an answer to solving the fiscal cliff issue, expect oil prices to find support 
from these expectations.  However, if the U.S. fails to pass a solution and falls over the fiscal 
cliff, this will most certainly provide downward pressure on crude oil prices, given no major 
tensions in the Middle East – which always remains a HUGE question mark with oil markets in 
general.  
 
Taking the budget discussion a step further, solving the fiscal cliff and the budget problem will 
not be an easy task.  The million dollar question continues to remain . . . well, what to do?  One 
thing for certain is that multiple proposals will be on the table and will be analyzed, dissected 
and scrutinized [to say the least].  Tax reform will most certainly be on the table and discussed in 
the next year with regard to increasing revenue through closing “loopholes,” otherwise known as 
tax expenditures. Tax expenditures have a significant impact on the budget because they reduce 
revenues by a sizeable amount.  In fact, over a ten year period from 2013 to 2022, a set of ten 
major tax expenditures total approximately $12 trillion, which is just less than double the amount 
of the expected reduction in the ten-year deficit from falling over the fiscal cliff ($6.6 trillion).  
Generating savings 
through closing or 
reforming tax 
expenditures could be 
one option seen over 
the next couple 
months for deficit 
reduction.  
 
 Another means of 
deficit reduction 
could be to reduce the 
deficit through higher 
taxes. For example, 
extending the Bush 
tax cuts for those 
making less than 
$250,000 will most 
certainly be 
discussed.  As shown 
in the graph, reverting 
the estate tax 
provision back to 
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2009 levels [$3.5 million exemption at a 45 percent top tax rate] along with extending the Bush 
tax cuts for those making less than $250,000 generates $823 billion in total net deficit reduction 
over the ten year time period, which is less than that generated from the automatic spending cuts 
of $1.2 trillion required from the Budget Control Act in the form sequestration.  In fact, if the 
U.S. were to only use the sequester as a means to deficit reduction over the ten year time period, 
approximately $2.7 trillion dollars in additional cuts would need to be generated in order to 
stabilize our debt as a share of our economy.  The above chart shows just a couple proposals that 
could be thrown out on the table for discussion.  However, as one can most certainly see, solving 
this situation is not as easy as it may seem and WILL require a lot of conversation during the 
overall process.      
 
But more importantly, tough decisions will have to be made during this process, and quite 
frankly, the path of making a tough decision is just that . . . it’s tough!  Recalling back to our 
wonderful memories of high school English class, the last paragraph of Robert Frost’s poem, 
“The Road Not Taken” is a perfect description that describes the challenges the U.S. is faced 
with as tough decisions must be made in order to solve this complicated situation: 
 

“I shall be telling this with a sigh 
Somewhere ages and ages hence: 

Two roads diverged in a wood, and I – 
I took the one less traveled by, 

And that has made all the difference.” 
 


