Cattle Herd Drops From Drought and Attitude of “Corn Over Cows”

Beef producers responded to drought and high feed prices by cutting the size of the breeding
herd last year. Severe drought in the Southeast was the primary reasons for the 338,000 cow
liquidation. There is also some evidence that cow-calf producers in the Western Corn Belt are
choosing corn over beef cows. The results of fewer cows and high feed prices will be record
high finished cattle prices with depressed calf and feeder cattle prices in 2008.

Beef cow numbers dropped to 32.6 million head, the lowest number of cows since 1991. In
2004 beef cow numbers reached a cycle low. Then in 2005 and 2006 they started to expand.
However, that has reversed with lower numbers in both 2007 and again this year. Producers
say they have reduced the number of replacement heifers by four percent which means the
herd will continue to drop in 2008.

The Southeast -hard hit by drought- accounted for 74 percent of the total herd reduction. The
other region that accounted for the greatest liquidation of cows was the Western Corn Belt
where lowa cow numbers dropped by five percent (55,000 head) and Missouri by three percent
(66,000 head). These states may be seeing producers shift their enterprises toward corn rather
than cows. Cow numbers remained stable in the Eastern Corn Belt with Illinois at 427,000 head
and Indiana at 234,000 head.

The decline of 338,000 beef cows was somewhat offset by an increase of 92,000 milk cows.
Strong export and domestic demand enabled milk prices to rise more rapidly than feed costs in
2007. The result was a one percent increase in milk cows. Three percent more milk
replacement heifers are being retained suggesting the milk herd will continue to expand in 2008.

Biofuels have started competing with the beef sector for land and that competition is likely to
grow. Interest in shifting some pasture land back into crops in the Midwest will likely continue.
On the Southern Plains, the number of calves utilizing winter wheat pasture is down as wheat
producers want to avoid any potential damage to the extremely valuable wheat plants. This
makes backgrounding of calves more expensive when utilizing alternative forages. In the
Southeast and parts of the Plains states, interest in switchgrass, or other fuel crops, is expected
to begin to become viable in another two to four years. The recently passed energy bill
encourages rapid development of cellulosic ethanol after 2012.

Slightly smaller beef supplies are expected this year falling about one percent. Exports of beef
are also expected to recover to 68 percent of pre-BSE levels in 2003. The U.S. economy is
expected to be very slow growing, at least in the first-half of the year and this will temper cattle
prices somewhat. Finished cattle prices are expected to average about $93 this year compared
with $91.82 for Nebraska steers last year. The live cattle futures market is currently even more
optimistic for higher cattle prices.

Both 2007 and 2008 will be new record highs. Prices are expected to move from about $90
currently to the mid-$90s in the early-spring. Summer prices are expected to drop back to the
very low $90s, and finish the year back in the strong mid-$90s. Prices in 2009 are expected to
set records for a third consecutive year.



Cattle feeders have been “whipped about” by volatile feed prices. During the months of July to
August last year, corn prices averaged near $3.25 per bushel causing a false sense of calm.
Cattle moved rapidly into feedlots during August to November, averaging an increase of 11
percent in September, October, and November. However, the more recent escalation in corn
and meal prices resulted in placements dropping one percent in December. Given continued
high feed prices, feedlot placements are expected to remain low this winter and spring.

Calves and feeder cattle will be in shorter supply this year as the nation’s calf crop is estimated
to have dropped again to about 37.3 million head. However, even with smaller supplies, prices
are expected to be lower due to the extremely high feed costs. For this year, feed prices may be
the primary driver of calf prices, of course along with finished cattle prices.

Last year, 500 to 550 pound steer calves at Oklahoma City averaged $1.24 per pound. This
year the average price is expected to drop to $1.16 per pound. Prices of 750 to 800 pound
feeder steers at Oklahoma City averaged $1.08 per pound and are expected to drop to $1.04
per pound for an average in 2008. Eastern Corn Belt calves tend to be about three to five cents
per pound lower than those at Oklahoma City.

The impact of higher feed prices has the most adverse impact on cow-calf operations in the
form of lower calf prices. Record calf prices were in 2005 and have decreased about $.16 per
pound since as feed costs increased. This represents a decrease of about $80 per head on a
500 pound calf, or around a $3 billion annual decrease to the cow-calf sector. Over time,
continued beef cow liquidation will help calf prices recover, but a turbulent and risky period from
2008 to 2010 is expected to be in store for the entire beef sector.

Chris Hurt
February 4, 2008
Purdue University



Table 1. Cattle Number, 1995 - 2008: Data in 1,000s

% Change
1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 vs. 2007

All cattle and calves
January 1 102,785 103,548 101,656 99,744 99,115 98,199 97,298 96,723 96,100 94,888 95,438 96,702 97,003 96,669 -0.3%
July 1 113,000 111,600 109,200 107,700 107,000 106,300 105,800 105,100 103,900 103,400 104,200 105,200 104,800

Beef cows
January 1 35,190 35319 34,458 33,885 33,745 33,569 33,397 33,118 32,983 32,861 32,915 32,994 32,891 32,553 -1.0%
July 1 36,100 35,700 34,800 34,400 34,150 33,950 33,900 33,750 33,600 33,400 33,450 33,450 33,350

Milk cows
January 1 9,482 9,420 9,318 9,199 9,133 9,190 9,183 9,112 9,142 8,990 9,005 9,063 9,132 9,224 1.0%
July 1 9,500 9,400 9,300 9,200 9,150 9,250 9,100 9,150 9,100 9,000 9,050 9,150 9,150

Heifers 500 Ibs. +

Beef replacement
January 1 6,452 6,189 6,042 5,764 5,535 5,503 5,588 5,561 5,624 5,518 5,691 5,904 5,877 5,670 -3.5%
July 1 5,700 5,500 5,300 5,000 4,800 4,700 4,600 4,600 4,600 4,800 5,000 5,000 4,700

Milk replacement
January 1 4,121 4,090 4,058 3,986 4,069 4,000 4,057 4,060 4,114 4,020 4,118 4,275 4,310 4,457 3.4%
July 1 3,900 3,700 3,600 3,600 3,700 3,700 3,600 3,700 3,600 3,600 3,700 3,800 3,900

Other heifers 500 Ibs. +
January 1 9,302 9,948 10,212 10,051 10,170 10,147 10,131 10,057 9,891 9,806 9,763 9,805 9,899 9,876] -0.2%
July 1 8,000 8,100 8,200 8,100 8,100 8,100 8,200 7,900 7,700 7,550 7,500 7,800 8,000

Steers 500 Ibs. +
January 1 17,513 17,815 17,392 17,189 16,891 16,682 16,441 16,790 16,554 16,277 16,476 16,933 17,222 17,305 0.5%
July 1 15,400 15,100 14,800 14,600 14,400 14,300 14,600 14,500 14,200 14,200 14,500 15,000 14,900

Bulls 500 Ibs. +
January 1 2,385 2,384 2,350 2,270 2,281 2,293 2,274 2,244 2,248 2,206 2,219 2,263 2,215 2,207 -0.4%
July 1 2,400 2,400 2,300 2,200 2,200 2,100 2,100 2,100 2,100 2,050 2,100 2,100 2,100

All Calves < 500 Ibs.
January 1 18,341 18,384 17,826 17,401 17,290 16,815 16,206 15,763 15545 15,210 15,250 15,465 15,456 15,378] -0.5%
July 1 32,000 31,700 30,900 30,600 30,500 30,200 29,700 29,400 29,000 28,900 28,900 28,900 28,700

Calf Crop 40,264 39,823 38,961 38,812 38,796 38,631 38,280 38,224 37,903 37,505 37,575 37,519 37,361 37,286 -0.2%

Source: USDA, NASS Cattle reports




Table 2a. Ratios of Commercial Slaughter Steers and Heifers to Beginning Cattle

Inventories
January 1% Total Commerical Ratio of Slaughter to
Slaughter Supply Steer and Heifer Slaughtel Supply
------------- Thousand Head --------------- ------Percent------
1995 45,156 28,667 63.5
1996 46,147 28,573 61.9
1997 45,430 29,541 65.0
1998 44,641 28,893 64.7
1999 44,351 29,795 67.2
2000 43,644 30,101 69.0
2001 42,778 28,958 67.7
2002 42,610 29,361 68.9
2003 41,990 28,733 68.4
2004 41,293 26,999 65.4
2005 41,489 27,022 65.1
2006 42,203 27,739 65.7
2007 42,577 27,852 65.4
2008° 42,559 27,844 65.4

" Steers 500 pounds and over, other heifers, and all under 500 poun
B Projected

Table 2b. Ratios of Commercial Slaughter Steers and Heifers to Beginning Cattle Inventories

January 1 Inventory First Half Calves < Steer and
Steers and Heifers  Steer and Heifer 500 Pounds Heifer
500+° Slaughter Ratio January 1 Slaughter Ratio
------ thousand head------ ------thousand head------
1995 26,815 14,119 52.7 18,341 14,548 79.3
1996 27,763 14,742 53.1 18,384 13,831 75.2
1997 27,604 14,680 53.2 17,826 14,861 83.4
1998 27,240 14,446 53.0 17,401 14,447 83.0
1999 27,061 14,794 54.7 17,290 15,001 86.8
2000 26,829 15,159 56.5 16,815 14,942 88.9
2001 26,572 14,351 54.0 16,206 14,607 90.1
2002 26,847 14,502 54.0 15,763 14,859 94.3
2003 26,445 14,526 54.9 15,545 14,207 91.4
2004 26,083 13,579 52.1 15,210 13,420 88.2
2005 26,239 13,243 50.5 15,250 13,779 90.4
2006 26,738 13,861 51.8 15,465 13,878 89.7
2007 27,121 13,854 51.1 15,456 13,998 90.6
2008" 27,181 13,898 51.1 15,378 13,874 90.2
A Projected
® Excluding replacement heifers
Table 3.  Cow Inventory, January 1 and Cow and Bull Slaughter for the Following Year
Ratio Bull
Ratio Slaughter
Cow Cow Slaughter to Cow
Inventory Slaughter /Inventory Bull Slaughter Slaughter
----- thousand head----- thousand head
1995 44,672 6,144 13.8 675 11.0
1996 44,739 7,172 16.0 723 10.1
1997 43,776 6,619 15.1 707 10.7
1998 43,084 5,985 13.9 606 10.1
1999 42,878 5,711 13.3 639 11.2
2000 42,759 5,522 12.9 624 11.3
2001 42,580 5,774 13.6 632 10.9
2002 42,229 5,758 13.6 611 10.6
2003 42,125 6,086 14.4 635 10.4
2004 41,851 5,160 12.3 563 10.9
2005 41,920 4,869 11.6 510 10.5
2006 42,057 5,426 12.9 523 9.6
2007 42,023 6,961 16.6 570 8.2
2008" 41,777 5,721 13.7 540 9.4

* Projected



Table 4. Commercial Beef Slaughter, Production, and Dressed Weights

Slaughter Weight Production Slaughter Weight Production
Year (1,000 hd) (Ib) (Ibs) (1,000 hd) (Ib) (Ibs)
------------- January-March-------------- mmmmmmmm e April-Jung-- - - oo oo
1990 8,117 678 5,507 8,541 671 5,733
1991 7,858 685 5,383 8,299 686 5,694
1992 8,032 697 5,597 8,255 694 5,726
1993 7,910 677 5,357 8,469 672 5,690
1994 8,162 704 5,745 8,615 701 6,042
1995 8,400 701 5,888 9,016 702 6,325
1996 8,967 703 6,303 9,487 700 6,642
1997 8,912 686 6,112 9,307 690 6,419
1998 8,681 716 6,215 8,995 718 6,461
1999 8,733 733 6,397 9,161 723 6,627
2000 9,005 739 6,653 9,195 729 6,699
2001 8,500 727 6,182 9,033 720 6,501
2002 8,408 758 6,376 9,157 746 6,833
2003 8,352 752 6,282 9,463 729 6,902
2004 7,873 741 5,834 8,529 733 6,254
2005 7,593 754 5,725 8,296 746 6,189
2006 7,840 776 6,082 8,805 764 6,724
2007 8,153 765 6,235 8,830 753 6,649
2008" 7,926 772 6,119 8,713 758 6,604
--------------- July-September--------------- ------------October-December--------
1990 8,449 688 5,814 8,112 686 5,564
1991 8,453 711 6,012 8,074 707 5,710
1992 8,451 709 5,991 8,122 696 5,654
1993 8,673 701 6,076 8,268 704 5,819
1994 8,825 723 6,377 8,629 709 6,114
1995 9,231 718 6,625 8,839 710 6,277
1996 9,116 701 6,390 8,898 684 6,084
1997 9,300 710 6,603 9,348 669 6,258
1998 9,071 732 6,638 8,737 726 6,339
1999 9,337 733 6,841 8,914 732 6,525
2000 9,256 747 6,914 8,791 741 6,511
2001 8,987 748 6,720 8,844 758 6,700
2002 9,265 766 7,097 8,900 762 6,783
2003 9,542 742 7,081 8,097 738 5,973
2004 8,343 762 6,360 7,977 764 6,096
2005 8,501 772 6,560 8,011 775 6,209
2006 8,733 783 6,834 8,310 784 6,513
2007 8,699 782 6,801 8,591 783 6,725
2008" 8,722 780 6,803 8,368 785 6,569

A Projected for next 12 months



Table 5. Beef, Pork, Poultry Production, Nebraska Steer Prices, and Oklahoma City Feeders by Quarter

Beef Pork Poultry Nebraska Choice ~ Oklahoma City Oklahoma City Oklahoma City
Production Production Production Steer Price 450-500 Heifers 5-550 Steers 750-800 Steers
------------------------ million pounds---------=---==---=--- $lcwt.

1996 | 6,303 4,389 7,880 $63.06 $53.54 $62.12 $58.11

1] 6,642 4,104 7,949 $60.26 $50.24 $59.83 $56.79

1] 6,390 4,143 8,043 $67.35 $56.18 $64.90 $63.29

\Y 6,084 4,449 7,930 $70.39 $57.55 $67.49 $66.15

1997 | 6,107 4,194 7,875 $66.40 $70.64 $81.28 $69.44

1] 6,416 4,091 8,341 $66.63 $81.28 $90.28 $75.88

1] 6,603 4,194 8,275 $65.65 $83.97 $92.65 $80.44

v 6,258 4,767 8,259 $66.56 $78.81 $89.90 $78.98

1998 | 6,215 4,687 8,135 $61.73 $81.43 $83.44 $75.49

I} 6,461 4,429 8,316 $64.11 $81.54 $86.71 $74.00

1 6,638 4,625 8,244 $58.97 $69.11 $74.41 $67.89

\Y, 6,339 5,239 8,452 $61.06 $72.67 $79.21 $69.80

1999 | 6,397 4,865 8,501 $62.43 $78.03 $87.35 $71.93

1] 6,627 4,630 8,928 $65.04 $80.49 $89.12 $72.17

1] 6,838 4,672 8,848 $65.12 $82.36 $87.12 $77.57

\Y] 6,522 5,110 8,760 $69.65 $85.28 $93.20 $83.87

2000 | 6,653 4,824 8,887 $69.32 $96.90 $106.13 $84.91

I} 6,699 4,478 9,146 $71.59 $96.16 $101.64 $84.76

1] 6,914 4,606 8,934 $65.43 $93.46 $101.80 $86.25

\Y, 6,511 5,010 8,929 $72.26 $93.57 $97.97 $88.76

2001 | 6,182 4,805 8,879 $79.11 $100.39 $107.78 $86.82

1 6,501 4,546 9,369 $76.41 $102.17 $107.22 $89.47

1] 6,723 4,548 9,276 $70.19 $97.06 $103.00 $91.13

\Y, 6,700 5,239 9,317 $65.13 $90.75 $98.21 $85.37

2002 | 6,376 4,779 9,240 $70.19 $94.87 $102.35 $81.24

1] 6,833 4,800 9,697 $65.58 $87.47 $91.76 $77.16

1] 7,097 4,832 9,670 $63.29 $81.49 $88.38 $78.87

\Y, 6,783 5,255 9,418 $69.10 $84.30 $93.02 $83.08

2003 | 6,282 4,898 9,166 $77.82 $89.79 $97.68 $78.48

1 6,902 4,741 9,714 $78.49 $92.81 $99.18 $82.49

1] 7,081 4,807 9,857 $83.07 $95.97 $104.33 $94.90

\Y, 5,973 5,499 9,663 $99.38 $102.37 $111.23 $103.51

2004 | 5,838 5,130 9,504 $82.16 $103.57 $111.50 $87.98

1 6,253 4,897 9,858 $88.15 $116.47 $122.45 $104.58

1] 6,360 5,047 10,229 $83.58 $123.51 $129.12 $116.27

\Y] 6,097 5,435 9,926 $85.09 $112.94 $125.13 $110.19

2005 | 5,725 5,136 9,891 $89.09 $122.70 $129.75 $104.09

1] 6,189 5,022 10,334 $87.96 $124.70 $136.05 $113.36

1 6,560 4,999 10,306 $81.41 $120.59 $131.48 $111.50

v 6,209 5,510 10,275 $90.27 $125.09 $131.46 $114.84

2006 | 6,082 5,335 10,293 $89.24 $127.42 $132.18 $106.23

1] 6,724 5,008 10,570 $80.39 $123.02 $130.39 $104.08

1 6,834 5,087 10,303 $85.40 $112.78 $130.03 $115.17

\Y 6,513 5,625 10,274 $86.61 $110.51 $119.80 $103.10

2007 | 6,235 5,396 9,984 $90.61 $111.41 $121.94 $99.53

1] 6,649 5,128 10,494 $93.45 $115.53 $126.89 $108.87

] 6,801 5,255 10,595 $91.36 $119.78 $127.79 $115.63

Ve 6,725 6,160 10,705 $91.85 $108.93 $120.67 $109.04

2008 I* 6,119 5,625 10,305 $92.64 $109.92 $117.59 $98.85

I 6,604 5,460 10,795 $94.55 $112.49 $120.38 $105.02

mA 6,803 5,530 10,840 $90.72 $104.61 $111.93 $105.02

v* 6,569 6,075 10,850 $94.96 $106.71 $116.01 $107.50
“Estimates

*Prices are point estimates, but users should look at a range of possible prices at least in a band that both
adds and subtracts the following $/cwt. These are the estimation errors:
Nebraska steers: $3.00/cwt.; 450 to 500# heifers and 500 to 550 # steers: $3.50/cwt.; 750 to 800 # steers: $4.00/cwt.
This range has included about 67% of the prices from the historical price estimates.



Table 6 Beef Production and Prices and Percentage Changes from Year-Ago Period

Beef Production Cattle Prices ($/cwt.)*
%Change Finished % 450-500# % [ 500-550# % 750-800# %

Year Qtr. Mill. #s Year-Ado Steers Change| Heifers Change] Steers Change | FeederSteers Change
2000 | 6,653 4.0% $69.32 11.0% | $96.90 24.2% | $106.13 21.5% $84.91 18.0%
1] 6,699 1.1% $71.59 10.1% | $96.16 19.5% | $101.64 14.0% $84.76 17.4%
] 6,914 1.1% $65.43 05% | $93.46 13.5% | $101.80 16.9% $86.25 11.2%
\Y 6,511 -0.2% $72.26 3.7% $93.57 9.7% | $97.97 5.1% $88.76 5.8%
Year 26,777 1.5% $69.65 6.2% $95.02 16.5% | $101.89 14.2% $86.17 12.8%
2001 | 6,182 -7.1% $79.11 14.1% | $100.39 3.6% | $107.78 1.6% $86.82 2.2%
Il 6,501 -3.0% $76.41 6.7% | $102.17 6.3% | $107.22 55% $89.47 5.6%
1l 6,723 -2.8% $70.19 7.3% $97.06 3.9% | $103.00 1.2% $91.13 5.7%
[\ 6,700 2.9% $65.13 -9.9% | $90.75 -3.0% | $98.21 0.2% $85.37 -3.8%
Year 26,106 -2.5% $72.71 4.4% $97.59 2.7% | $104.05 2.1% $88.20 2.4%
2002 | 6,376 3.1% $70.19 -11.3%]| $94.87 -55% | $102.35 -5.0% $81.24 -6.4%
1 6,833 5.1% $65.58 -14.2%| $87.47 -14.4%| $91.76 -14.4% $77.16 -13.8%
11 7,097 5.6% $63.50 -95% | $81.49 -16.0%] $88.38 -14.2% $78.87 -13.5%
[\ 6,783 1.2% $69.10 6.1% $84.30 -7.1% | $93.02 -5.3% $83.08 -2.7%
Year 27,089 3.8% $67.09 -7.7% | $87.03 -10.8%| $93.88 -9.8% $80.09 -9.2%
2003 | 6,282 -1.5% $77.82 109% | $89.79 -5.4% | $97.68 -4.6% $78.48 -3.4%
1] 6,902 1.0% $78.49 19.7% | $92.81 6.1% | $99.18 8.1% $82.49 6.9%
I 7,081 -0.2% $83.07 30.8% | $95.97 17.8% | $104.33 18.0% $94.90 20.3%
\Y 5,973 -11.9% $99.38 43.8% | $102.37 21.4% | $111.23 19.6% $103.51 24.6%
Year 26,238 -3.1% $84.69 26.2% | $95.24 9.4% | $103.11 9.8% $89.85 12.2%
2004 | 5,838 -7.1% $82.16 5.6% | $103.57 153% | $111.50 14.1% $87.98 12.1%
Il 6,253 -9.4% $88.15 12.3% | $116.47 25.5% | $122.45 23.5% $104.58 26.8%
1l 6,360 -10.2% $83.58 0.6% | $123.51 28.7% | $129.12 23.8% $116.27 22.5%
IV 6,097 2.1% $85.09 -14.4%] $112.94 10.3% | $125.13 12.5% $110.19 6.5%
Year 24,548 -6.4% $84.75 0.1% | $114.12 19.8% | $122.05 18.4% $104.76 16.6%
2005 | 5,725 -1.9% $89.09 8.4% | $122.70 18.5% | $129.75 16.4% $104.09 18.3%
1 6,189 -1.0% $87.96 -0.2% | $124.70 7.1% | $136.05 11.1% $113.36 8.4%
1 6,560 3.1% $81.41 -2.6% | $120.59 -2.4% | $131.48 1.8% $111.50 -4.1%
\Y 6,209 1.8% $90.27 6.1% | $125.09 10.8% | $131.46 5.1% $114.84 4.2%
Year 24,683 0.5% $87.18 2.9% | $123.27 8.0% | $132.19 8.3% $110.95 5.9%
2006 | 6,082 6.2% $89.24 0.2% | $127.42 3.8% | $132.18 1.9% $106.23 2.1%
1 6,724 8.6% $80.39 -8.6% | $123.02 -1.3% | $130.39 -4.2% $104.08 -8.2%
I 6,834 4.2% $85.40 4.9% | $112.78 -6.5% | $130.03 -1.1% $115.17 3.3%
\Y 6,513 4.9% $86.61 -4.1% | $110.51 -11.7%| $119.80 -8.9% $103.10 -10.2%
Year 26,153 6.0% $85.41 -2.0% | $118.43 -3.9% | $128.10 -3.1% $107.15 -3.4%
2007 | 6,235 2.5% $90.61 1.5% | $111.41 -12.6%] $121.94 -7.7% $99.53 -6.3%
Il 6,649 -1.1% $93.45 16.2% | $115.53 -6.1% | $126.89 -2.7% $108.87 4.6%
Il 6,801 -0.5% $91.36 7.0% | $119.78 6.2% | $127.79 -1.7% $115.63 0.4%
1 6,725 3.3% $91.85 6.1% | $108.93 -1.4% | $120.67 0.7% $109.04 5.8%
Year 26,410 1.0% $91.82 75% | $113.91 -3.8% | $124.32 -2.9% $108.27 1.0%
2008 | 6,119 -1.9% $92.64 2.2% | $109.92 -1.3% | $117.59 -3.6% $98.85 -0.7%
1 6,604 -0.7% $94.55 1.2% | $112.49 -2.6% | $120.38 -5.1% $105.02 -3.5%
11 6,803 0.0% $90.72 -0.7% | $104.61 -12.7%] $111.93 -12.4% $105.02 -9.2%
\Y 6,569 -2.3% $94.96 3.4% | $106.71 -2.0% | $116.01 -3.9% $107.50 -1.4%
Year 26,095 -1.2% $93.22 15% | $108.43 -4.8% | $116.48 -6.3% $104.10 -3.9%

*Nebraska Finished Cattle. Calves and Feeder Cattle are Oklahoma City. Eastern Corn Belt prices tend to
be about $2 lower for Finished Cattle, and $3-$5 lower on Calves. See Table 5 for accuracy on price forecasts.




