The Cattle Industry in Transition

By Mark Drabenstott and Marvin Duncan

The U.S. cattle industry has been a major
force in U.S. agriculture for nearly 150 years.
Today that industry generates the largest single
portion of farm cash receipts, accounting for
nearly a 25 percent share in an average year.
The Tenth Federal Reserve District includes an
area encompassing a sizable part of that in-
dustry. Within the Tenth District, one-fifth of
the U.S. calf crop is produced and one-third of
the nation’s fed cattle are produced and
slaughtered. Hence, developments in the cattle
industry are important to the agriculture of
both the nation and the Tenth District.

The industry is currently undergoing signifi-
cant change. Production patterns and practices
are responding to changes in production costs
and in consumer demand, which in turn are af-
fected by such factors as macroeconomic
policy, resource availability, and consumer
preferences. These factors also result in changes
in the financia? needs of the industry.

This article examines the changes occurring
in the U.S. cattle industry. Included in the
discussion are changes over the past two
decades in the supply and demand for beef, in
the cattle cycle, in the scale of production units,
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and in regional production patterns. Also
discussed are future patterns of cattle produc-
tion, profitability, and financial requirements
to support such production.

CHANGING SUPPLY FACTORS FOR
BEEF PRODUCERS

A number of factors have tended to raise
production costs for beef producers in the
United States over the past two decades. This
section examines these factors, which may be
classed into three categories: price inflation,
high and volatile interest rates, and rising
energy costs.’

Production Costs and Inflation

For cattle producers, as for many other farm
operators, increases in production costs are

closely tied to price inflation. Farm input prices

1 Beef imports also have become an important source of
supply for U.S. consumers, with import volume increasing
by nearly 50 percent over the past two decades. Imports
have become particularly important as a source of
manufacturing beef—lower quality beef for the processed
meat and fast food industries. Imports of beef tend to rise
in periods of declining production, such as 1976 through
1979, when imports rose from 8.1 to 11.3 percent of
domestic production. This has been true especially since
January 1980, when Congress began regulating beef im-
ports into the United States on a countercyclical basis.
Under current legislation, imports serve as countercyclical
supply substitutes, smoothing out total domestic supply
fluctuations and moderating price fluctuations over the cat-
tle cycle.
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increased 233 percent from 1962 to 1981 com-
pared to a 201 percent increase in the Consumer
Price Index (CPI). During the same time
period, the prices received by livestock pro-
ducers rose by only 171 percent.? Prices for
both farm inputs and consumer items increased
more rapidly in the 1970s than in the 1960s.

Two important inputs for cattle pro-
ducers—feed and replacement livestock—have
increased in price over the past 20 years at a less
rapid rate than both overall farm inputs and
consumer prices. Reflecting the fact that grain
and livestock prices generally have not kept
pace with inflation, feed prices increased only
164 percent during the 1962-81 period, while
replacement livestock prices increased 190 per-
cent.

Interest Rates

Farm loan interest rates have increased and
have also become more volatile during the past
20 years. Nonreal estate farm loan rates re-
mained fairly stable within a range of 6.75 - 8
percent from 1962 to 1971. However, loan rates
have more than doubled in the past 10 years
and have exhibited substantial volatility, rang-
ing from 7.75 to 18.5 percent.

Cattle producers have felt the effects of
higher and more volatile interest rates in three
different ways. Higher real interest rates have
reduced profit margins and placed a strain on
cash flow by raising production costs. Also,
volatile rates have increased financial risks for
farm and ranch borrowers, as lenders have
shortened maturities and adopted variable in-
terest rates, thereby shifting more of the in-
terest rate risk to borrowers. Finally, the high
real interest rates of recent years have sharply
increased debt service requirements and

2 Source: Agricultural Prices, U.S. Department of Agri-
culture.
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discouraged business expansion through debt
financing.

Energy Costs

For most of the past two decades, cattlemen
benefited from declining real energy prices. In-
expensive energy encouraged increased produc-
tion of irrigated feed grains in the high plains
and western portions of the United States. This
availability of surplus feed grains fostered rapid
growth of the cattle feeding industry in the
southern plains.® In addition, inexpensive
transportation costs that resulted from low
energy prices permitted the regional location of
cattle production to be relatively insensitive to
such costs.

Rising energy prices since 1973 have brought
a changed economic environment for cattle
producers. The prices paid by agricultural pro-
ducers for fuels and energy-related items have
nearly quadrupled during the past decade, the
sharpest price increase of any farm input.* Ris-
ing energy prices have tended to discourage fur-
ther development of irrigated feed grain pro-
duction in the high plains and western United
States, since as energy prices rise, irrigation
costs climb and profit margins decline for crop
producers. Energy is the primary component in
the cost of pumping ground water for irriga-
tion; higher energy prices have thus shortened
the economic life for irrigated feed grain pro-
duction in the southern and northern plains.
Rising energy prices, therefore, have increased
production costs and may be inducing shifts in
regional patterns of production.

3 Feed grain production has grown significantly in the
southern plains states and especially in the northern plains
states in the past decade. Annual feed grain production for
these two regions combined averaged 1,675 million bushels
from 1972 to 1981, compared to only 1,135 million bushels
in the previous decade. Much of this boost in feed grain
production has been the result of irrigation development.

4 Source: U.S. Department of Agriculture.
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Chart 1
ILLUSTRATIVE DEMAND CURVES FOR BEEF IN THE UNITED STATES, 1971-81

Retail Price (1967 Dollars)

1.05

.95 L

85

1982
Estimate

75

"T7e
_

90 100

120 130

Annual Per Capita Consumption
(Pounds Carcass Weight)

SOURCE: U.S.D.A.

NOTE: While the demand curves are for illustrative purposes only and have not been statistically estimated, the data points
do represent per capita consumption and beef prices for the years specified.

CHANGING DEMAND FACTORS
FOR BEEF PRODUCERS

The past decade has produced both
movements along as well as shifts in the de-
mand curve for beef. Chart 1 contains two
curves that serve to illustrate this consumer de-
mand behavior. Movements along a demand
curve have occurred in response to changes in
the price of beef. For example, real beef prices
declined substantially from 1973 to 1975, while
consumption increased significantly, a response
consistent with demand curve A. During the
past five years, beef demand has apparently
shifted downward to curve B. In support of
this, real beef prices were nearly equal in 1972
and 1979, but consumption was considerably
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lower in 1979.

The downward shift in beef demand has
resulted from a number of factors. While beef
continues to be a meat that many Americans
prefer, demand has been reduced during the
past few years as a result of relative price shifts
among meats, slower growth in real disposable
income, recent cutbacks in government food
and nutrition programs, and a changing
American lifestyle.*

5 The beef export market has grown steadily in the past two
decades, but it still accounts for only a very small fraction
of total demand for U.S. beef. In terms of quantity, beef
exports have increased nearly fivefold between 1962 and
1981, but the export market still accounts for only 1.13 per-
cent of domestic production. Past growth in exports has
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Relative Price Shifts

Retail beef prices have risen relative to both
pork and poultry prices. From 1962 to 1981,
retail pork prices averaged almost 75 percent of
retail beef prices. In the past few years,
however, pork prices have declined relative to
beef prices, averaging only 64 percent of beef
prices since 1978. During the past two decades,
the ratio of retail poultry prices to retail beef
prices averaged 41 percent. However, poultry
prices have fallen in comparison to beef prices
recently, averaging only 30 percent of beef
prices in the past three years.$

As a result of these relative price declines,
pork and poultry consumption have increased.
In the past three years, when relative prices
have shown the most dramatic shifts, annual
per capita pork consumption has risen 10 per-
cent. Poultry consumption has shown an even
more dramatic response, increasing more than
25 percent in the past three years. Over the
same time period, per capita beef consumption
has declined by 12 percent.’

Pork and poultry prices have fallen in the
past three years because large supplies of these
meats have been placed on the market by pro-
ducers. Some analysts contend that greater pro-
duction efficiency on the part of pork and
poultry producers also accounts for some of the
price reduction. These analysts argue that pork
and poultry producers in the United States have
achieved cost efficiencies that have been un-
matched by the cattle industry. Poultry produc-
tion has markedly changed over the past two
decades, with large, vertically integrated pro-

demonstrated an upward secular trend, with little apparent
cyclical behavior. This suggests that the quantity of beef ex-
ported may depend more upon foreign market development
than on cyclical supply and demand factors.

6 Source: Livestock and Meat Situation, U.S.D.A.
7 Source: Livestock and Meat Situation, U.S.D.A.
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ducers and processors now more common. Hog
producers, to a lesser extent, also have moved
to larger scale enterprises. Despite these
economies of scale, it is unlikely that price
declines for pork and poultry are associated
only with efficiency gains. Cyclical changes in
supply appear to be a factor as well.

Disposable Income

Changes in real disposable income also ex-
plain the apparent downward shift in beef de-
mand. Real per capita disposable personal in-
come has grown at a slow rate in recent years.
Since 1978, real income has grown at an
average annual rate of only 0.9 percent, a
significant reduction from the more than 2 per-
cent rate that Americans experienced in the
1960s and early 1970s. Consumers have
responded to the squeeze on personal income
by spending fewer dollars on beef and other
meats. The share of disposable income spent on
meat has declined from 4.51 percent in 1970 to
only 3.75 percent in 1981. At the same time, the
proportion of disposable income spent on beef
has declined from 2.48 to 2.08 percent.*

Of course, identifying the precise links be-
tween income growth and meat consumption is
not easy because other factors, including supply
shifts, also influence meat consumption and ex-
penditures. The total quantity of meat pur-
chased has increased during the past five years
relative to the early 1970s, in spite of very slow
growth in real disposable income. One partial
explanation for this is that large meat supplies
in recent years have driven down prices, enab-
ling consumers to purchase greater quantities of
meat using a lower proportion of disposable in-
come. However, had income growth been
stronger, consumers likely would have paid
higher prices for the quantities produced, or

8 Source: Livestock Business Advisory Service.
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alternatively, would have purchased greater
quantities at existing prices.

Government Food Programs

Federal food and nutrition programs have
grown at a very rapid rate during the past 20
years. In 1961, the year the Food Stamp pro-
gram began, total federal expenditures for
Food Stamps and School Lunches totaled $227
million. Federal outlays for the Food Stamp,
School Lunch, and School Breakfast programs
totaled $12 billion in 1980.° Thus, federal ex-
penditures for these primary programs have
grown at a compound annual rate of nearly 25
percent. Moreover, these programs have grown
by 65 percent just since 1977.

Government food programs probably con-
stitute a small, but significant, portion of total
U.S. beef demand. No official estimate of what
proportion of these program dollars are spent
on beef is available. On the basis of U.S.D.A.
aggregate consumption figures, however,
federal food and nutrition programs likely ac-
counted for at least 4 percent of total consumer
expenditures for beef in 1980.!°

Present food programs will likely operate at
reduced levels in the future. Increased attention
to a balanced federal budget has already
brought about cutbacks in food and nutrition
programs in 1981, and further reductions ap-
pear to be in prospect. These program cutbacks
may remove a segment of American consumers

9 Source: Food and Nutrition Service, U.S.D.A.

10 The average U.S. consumer spent approximately 16.5
percent of each food dollar on beef in 1980, according to
U.S.D.A. figures. Therefore, with food and nutrition pro-
grams injecting $12.2 billion into consumer food budgets in
1980, one could assume that roughly 16.5 percent of this, or
$2.01 billion, was spent on beef. Total consumer expen-
ditures for beef totaled $50.1 billion in 1980. Combining
these two figures, federal food and nutrition programs
likely accounted for at least 4 percent of total U.S. con-
sumer expenditures for beef.
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from the retail market for beef.

Changing American Lifestyle

With greater mobility and higher incomes,
Americans are eating less food at home and a
greater amount away from home. In 1960,
Americans spent 20.0 percent of their
disposable personal income on food, with 4.0
percent of that income consumed away from
home. The share of disposable personal income
spent on food declined to 16.6 percent in 1980,
largely the result of efficiency gains in U.S.
food production. However, the share of income
spent on food away from home rose to 4.4 per-
cent.'

The demand for lower quality, nonfed beef
has risen relative to fed beef as a result of the
trend to greater away from home consumption.
A large share of the beef consumed away from
home is ground beef made from lower priced
cuts. From 1960 to 1980, the share of consumer
expenditures for beef spent away from home in-
creased from 36 to 43 percent.'? This, in com-
bination with the types of beef consumed away
from home, suggests that a larger share of total
beef demand consists of the relatively cheaper
cuts of beef.

Americans also are eating lighter diets than
they did 20 years ago. Heightened consumer
awareness of weight control and health have en-
couraged Americans to shift away from high
fat and starch intake. Americans are also em-
phasizing fruits and vegetables in addition to
leaner meats such as poultry. This move to
lighter diets shows no sign of abating, and con-
sequently may continue to have some dampen-
ing effect on the demand for beef.

In summary, a number of factors have com-
bined to reduce U.S. beef demand in recent

11 Source: U.S. Department of Agriculture.
12 Source: U.S. Department of Agriculture.
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years. Declining relative prices for competing
meats have caused consumers to shift their
meat consumption away from beef. A slow rate
of growth in real disposable income also has
limited beef demand. Government food pro-
grams have boosted the demand for beef in the
past, but cutbacks in these programs will likely
dampen it. Finally, demand for nonfed beef has
increased as a result of a changing American
lifestyle, while an emphasis on lighter diets has
reduced total beef demand.

THE CATTLE CYCLE AND INDUSTRY
PROFITABILITY

The U.S. cattle industry has been character-
ized by patterns of cyclical inventory accumula-
tion and liquidation going back in time to at
least the late 1800s. These cycles have typically
taken from 8 to 12 years to complete—from in-

ventory peak to inventory peak. Such cycles oc-
cur because cattle producers, during periods of
high profitability, individually make decisions
to expand output without considering the im-
pact of such collective decisions on the industry
as a whole. Hence, output is expanded beyond
profitable levels. Losses are then incurred that
trigger inventory liquidation to levels below
profitable equilibrium. Inventory liquidation
continues until profits earned are substantial
enough to attract increased production, and
then a new cycle starts again.

Since 19785, the cattle cycle has not followed a
normal pattern. In the past, each iteration of
the cycle has produced a peak in cattle numbers
well above the previous one (Chart 2). With
mounting losses during 1974 and 1975, pro-
ducers began a herd liquidation that was much
more severe than normal because of declining

Chart 2
U.S. CATTLE INVENTORY, 1942-81
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demand for beef and rising production costs.
The changed supply and demand factors out-
lined earlier have discouraged rapid expansion
of the herd, and inventory numbers remain well
below the peak level of 131 million head
reached in 1975.

Profit levels from cattle production are
related to both demand and supply factors.
During the latter part of the 1960s and the early
1970s, both of those factors tended to add
strength to market prices for beef cattle and to
industry profitability. The cattle industry was
profitable enough to attract substantial invest-
ment from sources outside of agriculture. These
investments in both ranching and cattle feeding
were motivated by profit expectations and, im-
portantly, by opportunities to defer income for
tax purposes. Consequently, overexpansion
was encouraged in the industry. As the industry
entered the liquidation phase of the cycle, beef
prices dropped precipitously.

The cattle industry has not experienced sus-
tained profitability for all segments since 1974.
Cattle prices peaked by 1974, and inventory
numbers peaked in 1975. More specifically, cat-
tle feeders have incurred losses in 46 of the 84
months from 1975 through 1981. Until 1979, a
sharp liquidation in inventory resulted in large
supplies of beef in competition with other
meats. That meant that cattle prices frequently
failed to cover full costs of production for both
cow-calf producers and cattle feeders. Since
that time, rapid inflation and macroeconomic
policies to deal with inflation have resulted in
cost pressures, weak demand, and less than
profitable prices for one or more segments of
the industry.

THE SCALE OF CATTLE PRODUCTION

The scale of cattle production units has
changed considerably in the past 20 years. This
section reviews these changes, looking
specifically at the increases that have occurred
in the scale of cow-calf and cattle feeding
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operations. Cow-calf operations refer to
livestock enterprises in which a cow herd is
maintained, calves are raised, and the calves are
sold after weaning from the mother cows. Cat-
tle feeding refers to the practice of feeding fat-
tening rations to young cattle kept in feedlots,
with the animals being sold for slaughter at
950-1,100 pounds of weight.

Cow-calf production has increased in scale to
some degree during the past two decades, but
small-scale producers still play the dominant
role. The share of total sales controlled by
medium and large operations—farms with an-
nual calf sales greater than 100—increased
moderately between 1964 and 1978 (Table 1).
However, small-scale farms and ranches—
operations with annual calf sales less than 100
—still account for nearly two-thirds of total
U.S. calf sales.

Cow-calf production has remained small in
size despite additional economies of scale that
might be achieved.!* The ease of combining
cow-calf enterprises with part-time farms and
with other production enterprises on larger
farms may provide an explanation for the
relatively small scale of feeder cattle produc-
tion. Further economies of scale, however, are
possible in the three main calf producing
regions—the southern plains, southeast, and
north central. In the southern plains, the
greatest economies of size are gained in moving
from a small operation to a medium one (an-
nual calf sales between 100 and 200). The
decline in production costs is achievable
because total fixed costs can be spread over a
larger scale of operation with only modest in-

13 Economies of scale refers to lower per-unit costs of pro-
duction as the number of units produced increases (a
downward sloping long-run average cost curve over the
relevant sizes of production plants—in this case, numbers
of feeder cattle being produced).
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Table 1
SCALE OF CATTLE PRODUCTION IN THE UNITED STATES

Cow-Calf Cattle Feeding
Number Share of Total Share of Total Number Share of Total Share of Total
of Cattle Operations (percent) Sales (percent) of Cattle Operations (percent) Sales (pevcent)
Joss o 1984 I 1964 Rl2i3 14 27
14 29.8 24.0 3.9 2.6 1-49 72.8 81.0 14.2 8.3
5-19 46.1 45.3 26.1 19.8 50-99 13.3 7.8 11.2 4.8
5-9 N.A. 21.4 N.A. 6.1 100-199 8.0 5.1 13.1 6.0
10-19 N.A. 239 N.A. 13.7 200-499 4.2 3.7 14.9 9.4
2049 17.9 214 28.6 26.5 500 or more 1.6 2.0 46.7 71.5
50-99 4.1 5.9 14.8 16.4
100-499 2.0 31 18.9 23.6
500 or more 0.1 0.2 7.7 11.2

SOURCE: Census of Agriculture.

creases in variable costs. The southeast exhibits
fairly uniform economies of scale in moving
from a small to medium to large operation.
Because many crop farms in the southeast are
small relative to other regions, total farm fixed
costs are low. Fixed costs for cow-calf enter-
prises that share these total farm fixed costs are
correspondingly low. In the north central
region, few economies of scale are evident
because high total fixed costs necessary for row
crop operations must be shared by cow-calf
enterprises.’*

Cattle feeding production has grown in scale
at a rapid pace during the past two decades. A
shift toward commercial feedlots (annual sales
of at least 2,500 head) and away from farm-size
operations has been the principal factor in this
trend. Feedlots with annual sales in excess of
500 head accounted for only a minor share of
all U.S. cattle feeding operations in both 1964
and 1978 (Table 1). However, the share of total
fed cattle sales controlled by these feedlots in-

14 Cost of production data were obtained from the Firm
Enterprise Data System, a system of budgets maintained by
the U.S.D.A. in cooperation with Oklahoma State Univer-
sity.
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creased from 46.7 percent in 1964 to 71.5 per-
cent in 1978. In addition, more than 58 percent
of total fed cattle sales in 1978 were controlled
by commercial-sized feedlots.

Significant cost economies have encouraged
the trend to large-scale commercial feedlots
that can sharply reduce fixed costs per
marketed animal through more intensive
utilization of fixed resources. In 1979, for ex-
ample, fixed costs per hundredweight of beef
marketed averaged $5.62 for an average farm-
size feedlot, compared to only $0.80 for a com-
mercial feedlot.'* Total costs were 11 percent
lower for commercial feedlots in 1979 than for
small farm feedlots (Chart 3). The largest farm
feedlots, however, had costs only slightly
higher than those for commercial feédlots.

While commercial feedlots do have lower
total costs, they are more vulnerable to in-
creases in input prices since nearly 99 percent of
their total costs are variable costs. Farm

15 Cost-of-production data were obtained from Costs of
Producing Livestock in the United States—Final 1979,
Preliminary 1980, and Projections for 1981, prepared by
the Economics and Statistics Service, U.S. Department of
Agriculture, for the Senate Committee on Agriculture.
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feedlots, on the other hand, are somewhat more
resilient with respect to input price increases,
since only 84 percent of their total costs are
variable costs.

REGIONAL PATTERNS IN CATTLE
PRODUCTION

The past two decades have witnessed signifi-
cant shifts in the regional location of cattle pro-
duction. The traditionally strong beef-
producing regions—the north central and the
southeast—have lost some of their relative im-
portance, while the southern plains and other
western portions of the United States have
grown in importance (Chart 4). Shifts in the
regional shares of the total U.S. cattle and
calves inventory reflect these trends. The north

central and southeast regions held 46 percent of
the U.S. cattle and calves inventory in 1964, but
only 41 percent in 1978. The southern plains,
meanwhile, increased their share of total cattle
and calves inventory from 18 to 23 percent.
Cow-calf production has shifted only
moderately among regions over the past 20
years. Production has moved from the north
central to the southeast, but the southern plains
continue to be the most important feeder cattle
producing region (Table 2). Based on 1979 pro-
duction cost data, four regions—the range
states, southern plains, northern plains, and
southeast—enjoy comparative advantage over
the remaining regions—north central, north-
west, and southwest.'® The range states had the
lowest cost of production, while costs in the

Chart 3
ECONOMIES OF SCALE IN U.S. CATTLE FEEDING
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Chart 4
MAJOR CATTLE PRODUCING REGIONS IN THE UNITED STATES
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northern plains were just slightly higher. These
shifts in feeder cattle production are the result
of both regional differences in production costs
and the comparative advantage of other
agricultural production opportunities across
the regions.

Cattle feeding production has shifted
dramatically from the north central and
southwest regions to the southern plains over
the past 20 years (Table 2). The north central
region traditionally was the strongest cattle
feeding region because of its ample supply of
feedgrains. However, the southwest had
become an important cattle feeding region in
the 1950s and 1960s as large commercial

16 Cost-of-production data were obtained from the Firm
Enterprise Data System.
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feedlots developed to utilize the available feeder
cattle and feed grain supplies. In 1964, the
north central and southwest contributed nearly
56 percent of total U.S. fed cattle production.
By 1978, this share had declined to only 35 per-
cent. Their relative losses in production shifted
primarily to the southern plains where the share
of U.S. fed cattle sales increased by more than
250 percent. Thus, by 1978, the southern plains
had become nearly as important in fed cattle
production as the other two regions combined.

THE FUTURE OF THE
CATTLE INDUSTRY

The cattle industry will continue to be a ma-
jor force in U.S. agriculture during the re-
mainder of the 1980s. However, a changing
economic environment will determine both the
profitability and the size of the industry.



Moreover, there may be regional production
shifts within the industry. The structure that
emerges in the coming decade will significanily
affect the financing that flows to the cattle in-
dustry, in terms of both quantity demanded
and lender source.

Future Profitability

Through a substantial increase in nonfed
slaughter during the current cattle cycle, cat-
tlemen have limited the supply of beef
marketed to levels that have provided a much
needed positive profit margin to cattle feeders
in 1982. For example, fed cattle prices between
January 1 and July 1 of this year have increased
by 19 percent, while total beef production has
fallen 1.2 percent below the same period last
year. Even though producers of calves and
feeder cattle have not yet experienced profitable
prices, it is likely that the lesson of limiting
marketings to profitable levels is one they will
attempt to apply.

Lower feed grain and protein supplement
prices also have been a factor in a return to
profitable feed cattle production this year.
Feedstuff prices are apparently near a cyclical
low and can be expected to turn up over the
next year or two. However, the amplitude of

volatility in grain prices may be tempered
somewhat during the 1980s as compared to the
1970s. A slower forecast rate of growth in U.S.
grain exports could be expected to dampen
grain price increases over the next few years.
Thus, feedstuffs may be more affordable to
cattle producers.

If sustainable progress is made in reducing
inflation in the United States during the period
ahead, the cattle industry will benefit from
reduced cost pressures. It also will benefit from
stronger product demand as national macro-
economic policy can be directed toward greater
economic growth. The slower increases in the
index of prices paid by farmers—up only 1.3
percent in the first half of 1982 compared to an
increase of 4.2 percent for all of 1981 —suggests
that substantial progress is being made on the
cost side of the equation. A return to positive
real economic growth that is expected sometime
in the latter half of 1982 would be associated
with gains in employment and real disposable
income and would set the stage for improved
product demand.

While the cattle industry has experienced dif-
ficulty in adapting to 4 rapidly changing
economic environment, progress is now being
made in resolving those problems. Economic

Table 2
REGIONAL SHARES OF CATTLE PRODUCTION IN THE UNITED STATES
' (Percent) i . .
Cow-Calf
North Central  Northeru Plains Northwest Range States South Southern Plains S
1964 229 9.6 2.6 18.9 248 6.1
1978 19.5 ’ 8.8 2.1 23.0 25.6 6.2
Cattle Feeding |
1964 39.7 ©16.3 2.5 8.2 34 12.2 16.0
1978 26.5 14.8 2.1 10.9 3.0 32.4 8.7
SOURCE: Census of Agriculture. -
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expansion will prove to be very beneficial to
cattle producers. Changes in the conforma-
tion—size and shape—of beef cattle and pro-
ductive capacity of the nation’s cattle herd will
play an important role in returning the cattle in-
dustry to profitability. Many observers believe
that regulatory and grading reform also will
boost profits. Finally, improved management
practices, with increased emphasis on long-run
profitability for the different segments of the
industry, are critically important to a brighter
industry outlook.

Future Size

A combination of market forces which has
significantly altered the pattern of the cattle cy-
cle is likely to continue during the coming
decade. The cattle industry may not be as large
during the 1980s as it was during the 1970s.
Cattle producers will encounter cost pressures
and financial risks that will limit herd expan-
sion, at least over the next few years. Consumer
preferences for lighter diets, cutbacks in
government food programs, and continued
competitive prices for pork and poultry will
limit demand growth for beef. This combina-
tion of supply and demand factors suggests that
cattle numbers in the 1980s will remain below
the peak of 131 million reached in 1975.

A smaller industry, however, does not mean
an end to the cattle cycle. The basic cause of
cyclical patterns in cattle inventory—overreac-
tion by producers to market price signals—will
remain. Large cattle producers whose primary
business focus is beef will continue to respond
sharply to price movements. Smaller producers,
who typically have other farm enterprises, may
be expected to make production plans with less
regard to market signals.

Future Structure

The future scale of cow-calf production units
may change only slowly. The trends of the past
20 years indicate that cow-calf production has
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not adapted to large scale production as quickly
and easily as cattle feeding. The relative ease of
combining cow-calf operations with crop pro-
duction in small- and medium-sized farms, or
with off-farm employment, suggests that small
producers will remain an important market seg-
ment in the future.

The next decade also may see a slowdown in
the trend to very large commercial feedlots, and
perhaps even a shift toward comparative ad-
vantage for farm-size feedlots. Commercial
feedlots experienced such rapid growth in the
1960s and 1970s that a continuation of this rate
of growth appears unlikely during the 1980s.
With average profit margins for the cattle
feeding industry that are likely to be positive
but narrow, farm feedlots may be better able to
withstand periods of negative profits. Renewed
attention to farm firm resilience—reducing
risks by diversifying farm enterprises—also
may encourage more farm-size feedlots.

Some regional shifts in cattle production may
occur during the coming decade. For example,
cattle feeding may begin to move back to the
western cornbelt from the southern plains.
With rising energy prices and irrigation costs,
the western cornbelt may regain comparative
advantage in feed costs over the southern
plains. Additionally, changed cropping pat-
terns in major food and feed grain producing
areas in response to rising energy prices could
enlarge the forage base for increased cattle pro-
duction in these areas.

In the case of cow-calf production, regional
shares will likely remain relatively unchanged in
the coming decade. The western United States
is expected to enjoy comparative advantage in
costs of production due to large supplies of rel-
atively inexpensive rangeland. In addition,
technological advances in forage production
could set the stage for increased output in this
area. The southeast, however, will continue to
be the region where feeder cattle production has
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the greatest capacity to expand. But sharp im-
provements in export grain prices could shift
southeastern agriculture toward more crop pro-
duction, thus limiting the potential there for in-
creased livestock production.

Future Financial Needs

The cattle industry uses a significant portion
of total farm sector nonreal estate debt. An
estimated $5.1 billion, or 16 percent, of total
U.S. nonreal estate farm debt may be
involved.'” The future credit demands of the
cattle industry will depend on two primary fac-
tors—the size and the type of production units
that prevail. The size of the cattle industry will
be the major determinant. Because the cattle in-
dustry may be smaller in the coming decade,
growth in the credit demanded by beef pro-
ducers could slow. A return to profitability
could be expected to attract increased invest-
ment from outside agriculture in cattle ranching
and feeding, supplementing other financing
available to the industry.

Rapid growth of commercial feedlots has
tended to increase credit demand for the in-
dustry because these operators typically have a
higher debt-to-asset ratio than farm feedlots.
Therefore, if the coming decade witnesses a
shift toward more farm-size feedlots, the rate
of growth in the credit demanded by cattle
feeders could decline.

The future structure of cattle feeding also
will influence the lender share of financing ex-

17 While no firm data are available, a rough estimate can
be made assuming that beef’s relative share of total farm
cash receipts reflects its share of nonreal estate credit. The
Federal Reserve’s Terms of Lending Survey was used to
determine what portion of nonreal estate debt was lent for
the purpose of livestock production. This factor was then
multiplied by the share of livestock farm cash receipts ac-
counted for by beef to determine the portion of commercial
bank nonreal estate farm loans flowing to the cattle in-
dustry.
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tended. The trend to large commercial feedlots
in the past two decades tended to support a
shift from local and regional financing to
money center and investment forms of financ-
ing. If farm-size feedlot operations increase and
the growth in large commercial feedlots slows,
more financing will originate from local and
regional sources of funds—community banks,
production credit associations, and regional
banks. Cow-calf operators have, of course,
typically utilized community-based -credit
sources—commercial banks or Farm Credit
System outlets. No great change is seen in that
relationship.

Lenders will feel the effects of emerging
trends in the regional distribution of cattle pro-
duction as well. Over the past 20 years, the
portfolios of north central banks have become
more concentrated in crop-based loans, while
banks in the southern plains have seen a
marked increase in cattle-based loans. If cattle
feeding returns to the western cornbelt, banks
there would experience a net increase in farm
loan demand while loan demand could decline
in the southern plains.

SUMMARY AND CONCLUSIONS

The cattle industry is currently in a state of
transition. A new structure for the industry is
emerging from this period of adjustment. The
industry likely will be smaller in the future. The
scale of production units may not increase as
rapidly in the 1980s as in the 1960-80 period.
Moreover, the regional distribution of cattle
feeding may begin a shift toward the western
cornbelt and away from the southern plains.

The credit needs of the cattle industry will
change with its new structure. A smaller in-
dustry with more farm-sized production units
may result in a reduction of the rate of growth
in industry credit needs. With more farm
feedlots relative to commercial feedlots, a shift
to more local and regional sources of lending
and less money center and investment sources
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could occur. The potential movement of cattle
feeding to the western cornbelt from the
southern plains would increase the rate of
growth in credit demand for north central
lenders while slowing growth in loan demand
for southern plains lenders.

The cattle industry faces a potentially more
favorable decade in the 1980s than it did in the
1970s. One or more segments. of the cattle in-
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dustry have endured financial losses almost
constantly since 1974. Periods of financial
stress likely will continue during the period of
adjustment in industry size and in performance
of the U.S. economy. However, with prospec-
tive reductions in inflation and a return to
stronger economic growth—and with potential
gains in productive efficiency—the cattle in-
dustry may be poised for a profitable decade.
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