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Livestock Update             

Cattle on Feed 

Last Friday, USDA released the September Cattle on Feed report.  This month’s report was surprisingly 

bullish.  Most pre-report figures anticipated a relatively large year-over-year increase in placements and, 

consequently, a further upward drift in the total on-feed number.   These expectations obviously reflect 

the fact that drought conditions in the Southern Plains have continued to push cattle into feedlots at a 

pretty rapid clip. Placement and on-feed number did not, however, conform to those expectations, as the 

key numbers from the report in Table 1 show. 

 
Table 1.  September Cattle on Feed (COF) Summary: Actual vs. Pre-Report Figures   

  % of Previous Pre-Report Estimates* 

 1,000 head Year Average Range 

On Feed September 1 10,721 105.3 107.9 106.1 – 109.1 

August Placements 2,252 99.2 107.7 100.4 – 112.3 

August Marketings 2,048 106.5 105.7 103.8 – 108.0 
*Source: Dow-Jones Newswires through the Livestock Marketing Information Center.   

 

Marketings were on the high side of expectations but were well within the range of published pre-report 

estimates.  Both placements and the on-feed total, however, were outside the low end of the range of 

published expectations.  The flow of cattle into feedlots from drought-affected areas appears to have 

slowed in August, presumably due to reduced availability of calves since pasture conditions certainly 

did not improve.  Texas placements in August were down almost 2% from July.  This is a noticeably 

counter-seasonal move: over the past ten years, Texas placements have declined from July to August in 

only two years.   
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While placements were not as 

high as expected, the 

accumulated effects of the 

drought on the cattle feeding 

industry were evident in cattle 

placement weights.  Placements 

in the under-600 pound weight 

category were up by over 44% 

compared to a year ago.  Figure 

1 illustrates the dramatic 

increase in placements in the 

under-600 pound category over 

the past two months.  

 

In all other weight categories, 

placements were down in 

August compared to a year ago.  In fact, placements in each of the two highest weight categories – 700 

to 799 pounds and over-800 pounds – were down by over 15%.  The calculated average placement 

weight for August worked out to 701 pounds: down from 725 pounds a year ago and, again counter-

seasonally, down about a pound from July.  With all else being equal, lighter placement weights will 

correspond with lighter slaughter weights.  This will be a supportive feature in the market later this year 

and into early 2012 as recent placements come to market.  Still, these lighter weights probably won’t 

fully offset the impact of the increase in sheer numbers of cattle placed this summer.  The market is 

likely to come under some pressure from the supply side late this year as a result.  That period of time 

will correspond with seasonally 

large competing meat supplies 

(especially pork) as well.  How 

well the market deals with this 

situation will depend on where 

demand stands at that time.  

There are good reasons to be 

optimistic.  Overall, demand has 

held up well this year, supported 

by strong exports.  As figure 2 

shows, weekly exports have 

been consistently above year-

ago levels for all of 2011.  

 

Needless to say, there are 

downside risks on the demand 

side of the market as we look 

ahead to the last quarter.  Foremost among these is the general economy.  The unresolved, slow-motion 

crisis of sovereign debt in Europe creates considerable uncertainty for the U.S. economy.  Apart from 

that, weak growth, high unemployment and political uncertainty here at home continue to weigh on 

consumer confidence.   We appear to be, for now at least, stuck in a slow growth mode.  From here, it 

would not take much of a negative shock to push the economy back into recession – certainly an 

unhelpful outcome for meat demand. 

 

Figure 1.  Number of Cattle Placed on Feed: Under-600 Pound Placement Weight 

Source: USDA National Agricultural Statistics Service through LMIC 

 

Figure 2.  Weekly Beef Export Volume 

Source: USDA Foreign Agricultural Service Export Sales Query System 
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Poultry Market Update 

The poultry industry has struggled 

through a pretty difficult year in 2011.  

Broiler prices have had a difficult time 

gaining any traction.  Figure 3 shows 

monthly average wholesale broiler 

composite prices for each of the past 

three years.   

 

The first notable feature of figure 3 is 

the fact that broiler prices are at their 

lowest level in the past three years.  

With that said, they are not terribly low 

historically.  The wholesale broiler 

composite price reported by USDA 

Economic Research Service averaged 

just under 70 cents/lb for the five years 

between 2004 and 2008.  This year’s price has been a bit better than that, averaging 70.8 cents for 

January through August.  Relative to costs of production, though, prices don’t look so good.  With high 

feed and energy costs, broiler integrators have had a hard time realizing profits at this year’s price levels.  

The response to this situation has been to cut production.   

 

Figure 4 shows weekly broiler chick 

placements this year compared to last 

year as well as the prior five-year 

average.  Broiler chick placements 

have dropped more-or-less steadily 

since early summer. Broiler production 

has followed, dropping below year-ago 

levels fairly consistently since around 

mid-July.  At the same time, demand, 

which has struggled all year, may be 

showing some signs of life.  The export 

component of demand improved 

significantly in July, with export 

volume increasing almost 30% 

between June and July.  Much of this 

increase was due to large purchases by Russia.  Unfortunately, it may be difficult to count on that 

continuing, but it will be nice for however long it lasts.   

 

The second notable feature of figure 3 is the fact that wholesale broiler prices have improved recently 

and currently match their highest level of the year.  While margins undoubtedly remain tight, the higher 

prices suggest that supplies may finally be coming in line with demand to the point that integrators are 

realizing at least some of the pricing power that they have been looking for all year.  Support for prices 

should continue as production continues below year-ago levels.  Of course, the same cautions apply here 

as for the beef industry: general economic conditions remain uncomfortably weak, subjecting demand to 

potential weakness.  This is particularly true for the food service sector, which hasn’t been all that great 

for chicken this year to begin with. 

Figure 3.  Monthly Average Broiler Composite Wholesale Price 

Source: USDA Economic Research Service 

 

Figure 4.  Weekly Broiler Chicks Placed 

Source: Livestock Marketing Information Center 
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Quarterly Hogs and Pigs Report 

This Friday, USDA will release the latest quarterly Hogs and Pigs report.  Pre-report estimates are out 

and most analysts are projecting little change in the size of the hog breeding herd.  Pre-report estimates 

of the September 1 breeding herd inventory range from down about 0.5% to up about 0.5%.  There is 

very little expectation that this year’s historically high prices have induced any real expansion in sow 

numbers.  High costs of production and substantial uncertainty about what feed prices will do over the 

coming corn marketing year have largely offset any incentive for expansion provided by higher hog 

prices.   

 

Producers have focused on increasing production by improving efficiency to the maximum extent 

possible.  June-August pigs per litter are expected to be up by around 2% compared to the prior year.   

Looking ahead, September-November and December-February farrowing intentions are expected to be 

down slightly (< 1%). With only modest gains in efficiency and/or market weights, this level of 

farrowings will still be consistent with slightly higher pork production.  Overall though, if these 

expectations are borne out in Friday’s report, it will confirm a continuation of very slow growth for the 

industry – not likely fast enough to outstrip normal growth in demand (i.e., population growth in the 

domestic market and steady improvement in exports).  This suggests strong support for prices through 

the first half of 2012 and probably a bit further decline in domestic per capita pork consumption. 

 

 

Energy Update:  “It’s Time to Do the Twist”         

Over the past month, markets continue to worry about the possibility of another recession.  Domestic 

and global economic news placed downward pressure on oil prices as gains in U.S. jobs have stagnated, 

quarter growth estimates were lower than expected and the warning from the Federal Reserve of 

significant downside risks to the U.S. economy loom in force.  On a global front, the International 

Monetary Fund (IMF) downgraded their forecasts for global GDP to 4 percent for 2011 and 2012.  And 

as if it couldn’t get any worse, Europe is going through a tumultuous debt crisis that many feel is the 

first domino to fall that could eventually lead to the next global recession.  Convinced, yet?  Needless to 

say, gloomy economic news is a dominant force behind downward and upward pricing pressure in 

markets.  Markets are behaving like there is no solution in sight, but the Federal Reserve came out with 

a proposal that was last used in the 1960s….and I believe the 1960’s single by Chubby Checker says it 

best when… 

 

It’s Time to do the “Twist” . . . That is “Operation Twist”      

With the European debt crisis and fears of a global recession sparking fear in the markets, daily oil 

prices closed below $80 per barrel for just the second time this year and for the first time since August 

9
th.

  Over the past month, a stagnate U.S. jobs market on top of slower projected growth in the economy 

are helping to put downward pressure on crude oil prices.  For the week of September 23
rd, 

oil prices 

held gains on a larger than expected draw on U.S. crude supplies, which fell to their lowest level since 

January.  Stockpiles (week ending September 16) decreased approximately 7.3 million barrels to just 

over 339 million barrels.  Reversing market gains came from oil production and U.S. gasoline 

stockpiles.  For week ending September 16, oil production increased approximately 13 percent to 5.75 

million barrels per day, and gasoline stockpiles increased 3.3 million barrels to 214.1 million barrels. 

Without a doubt, the fear of demand destruction is hovering over oil markets, creating further 

uncertainty.  In an effort to lessen the downside risks to the economy, the Federal Reserve announced a 

plan that would essentially replace short-term debt in their portfolio with longer-term Treasuries. 
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The term “twist” is quite simple.  The goal of “Operation Twist” is to drive down rates with the hopes of 

increasing lending.  The announcement on September 21
st
 involves the Fed swapping $400 billion in 

shorter dated Treasuries for the same amount in the 6-year to 30-year range.  As a result, 10-year 

Treasury yields slipped to historic lows at 1.75 percent along with the 30-year Treasury yield at 2.86 

percent.  As the announcement was made, investors immediately dumped stocks and commodities and 

went to U.S. Treasuries, which are considered one of the safest investments in markets.  This sell-off of 

equities and commodities strengthened the dollar as the dollar index increased by approximately 1.4 

percent.  It’s quite apparent that the term “the risks are greater than the rewards” relates to the current 

conditions of the market as oil prices fell below $80 per barrel, gold decreased substantially as investors 

turned to cash and the volatility index (VIX) (also known as the measure of “fear” within the market) 

increased to above 40.  The general rule of thumb for the VIX indicator is the “rule of 30” – above 30 is 

considered a sign that investors are becoming increasingly pessimistic with their investments.  The final 

results of Operation Twist are in the wait and see stages in the game, but many investors are wondering 

if another bond buying round, known as quantitative easing, is in the works. 

 

International Energy Outlook 2011 

Global energy use is expected to increase by 

2035.  The International Energy Outlook 

(IEO) predicts that global energy use will 

increase 53 percent by 2035 due to 

strengthening demand from emerging 

countries China, India, Brazil and Russia.  

Last year’s IEO had global energy use 

increasing by 49 percent.  The increase in 

world consumption is accompanied by an 

expected increase in carbon dioxide 

emissions.  EIA expects carbon dioxide 

emissions to increase by 43 percent by 

2035.  However, IEO bases its projections 

on current policy and projections could 

change if the United States and China pass 

stronger laws restricting carbon dioxide 

emissions. 

 

In the report, oil prices and consumption are expected to increase from current levels.  Oil prices are 

predicted to reach $108 per barrel by 2020 and $125 per barrel by 2035.  The impact of rising prices and 

regional supply disruptions in the Middle East and North Africa region add considerable uncertainty to 

the market in the near-term. However, these price predictions are less than last year’s report.  Last year, 

EIA expected oil prices to reach $133 per barrel by 2035.   

 

Liquids, 29%

Natural gas, 23%
Coal, 27%

Nuclear, 7% Renewables, 

14%

Projected World Energy Consumption by Fuel in 
2035 



Page 6 of 7 

 

In regards to consumption, liquid 

fuels continue to lead as the largest 

source of energy.  By 2035, liquid 

fuels are projected to generate 29 

percent of the total world energy 

consumption.  However, the liquid 

fuels share of world energy 

consumption is projected to 

decrease due to higher world oil 

prices leading many energy users 

to use more cost competitive 

sources of energy.  In fact, in 2008, 

34 percent of the world market 

consumption was from liquid fuels 

and is expected to decrease to 29 

percent by 2035.  Renewable 

energy is expected to be the 

world’s fastest growing form of 

energy.  In 2008, the renewable 

share of total energy use was 10 

percent and is expected to increase to 14 percent by 2035.  Nuclear power is expected to increase 

slightly from 2008 to 2035 as its energy consumption share increased from 5 percent to 7 percent.  

Furthermore, natural gas increased 8 percent from 2008 to 2035 and is expected to equal 23 percent of 

the world’s energy consumption by 2035. The emergence of the shale gas industry accompanied by 

favorable expected prices is the primary factor responsible for the 8 percent increase for total natural gas 

consumption, now and projected.  

 

September Short-Term Energy Outlook 

Price forecasts for crude oil for 2011 and 2012 continue to decrease.  However, forecasted prices 

continue to be around $95 per barrel. Over the past month, weekly WTI crude oil prices have stayed in 

the range between $85 to $90 per barrel.  However, crude oil prices fell below $80 per barrel (week of 

September 23) with gloomy economic news of U.S. job gains stagnating, lower estimates of economic 

growth expected and the European debt crisis affecting the global economy. In fact, in EIA’s short-term 

energy outlook, the economic growth assumptions were lowered significantly as the September outlook 

has U.S. GDP growing by 1.5 percent for 2011 and 1.9 percent for 2012. The September outlook 

forecast has prices for WTI spot crude oil averaging $94.40 per barrel for 2011 and increasing to $94.50 

per barrel in 2012.  Currently in 2011, crude oil prices are on pace to average approximately $96 per 

barrel. Comparing the current 2011 average crude oil price against the September forecast for 2011 and 

2012, respectively, EIA expects average crude oil prices to decrease 1.6 percent for the rest of 2011 and 

to decrease by 1.5 percent in 2012. 

 

Gasoline prices are projected to average $3.56 per gallon while diesel prices are projected to average 

$3.85 per gallon for 2011. Gasoline prices peaked near $4 per gallon during the first part of May and 

declined to approximately $3.57 by the first of July, resulting in a decrease of approximately 10 percent. 

Since gasoline is a by-product from crude oil, the main reason for the 10 percent decrease in gasoline 

prices was due to crude oil prices decreasing by 12 percent during that timeframe.  From the first part of 

July to present, retail gasoline prices have stayed relatively stable, averaging approximately $3.65 per 

gallon.  Prices are projected to fall for the rest of 2011 as refiners switch production from summer-grade 
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gasoline to lower-cost winter grade gasoline.  Currently for 2011, weekly national retail prices for 

gasoline are averaging $3.57 per gallon, which is currently a mere $0.01 per gallon higher than the 

September forecasted average for 2011 and $0.03 per gallon higher than the September forecasted 

average for 2012.  Weekly retail diesel prices are currently averaging $3.83 per gallon, which is 

currently $0.02 lower than the September forecasted average for 2011 and $0.04 per gallon lower than 

the September forecasted average for 2012. 

 

Natural gas prices for 2011 continue to be relatively cheap due to working inventories.  Natural gas 

working inventories closed the month of August at approximately 3 trillion cubic feet – about 5 percent 

below August levels from last year. However, EIA expects natural gas inventories to increase and 

approach last year’s high levels by the end of this year’s injection season.  Natural gas prices are 

continuing to average below 5-year average levels (2006 – 2011: $5.93 per MMBtu) at $4.24 per 

MMBtu.  Price projections for 2011 are expected to average $4.20 per MMBtu.  However, prices for 

natural gas are expected to increase slightly as inventories are expected to tighten as average prices for 

2012 are projected to increase to $4.30 per MMBtu, which continues to be well below the 5-year 

average level. 

 

 

2011 Current 

Average

August Outlook 

2011 Forecast

September Outlook 

2011 Forecast

August Outlook 

2012 Forecast

September Outlook 

2012 Forecast

WTI Crude ($/barrel) $95.94 $95.71 $94.40 $101.00 $94.50

Gasoline ($/gal) $3.57 $3.53 $3.56 $3.64 $3.54

Diesel ($/gal) $3.83 $3.83 $3.85 $3.96 $3.87

Natural Gas ($/MMBtu) $4.24 $4.24 $4.20 $4.41 $4.30

All Prices for "2011 Current Average" Column end September 16 and September 19, respectively

Source: EIA

American Farm Bureau Federation® 


