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The fed cattle market continued on the same track last week remaining at $124/cwt. Fed
cattle prices have now increased for 18 straight weeks basis the USDA 5-area Weighted
Average Direct Slaughter Cattle report. The run has seen prices improve by 25% since the

annual low of $99.92/cwt. reached the
week ending September 13™,

CAB carcass supplies in the last two
weeks of December were a bit stronger
as the percentage of eligible carcasses
meeting all 10 specifications rose to
36.3%, about 1.5 percentage points
(ppt) higher than a year earlier. That
amounted to 1,122 more carcasses for
those two weeks in the year-on-year
comparison.

Packing firms are seeing seasonal
tightening of their operating margins
caused by the aforementioned higher
cattle costs aligning with lower boxed
beef values.

The comprehensive carcass cutout
price has declined 10% from the

This Previous | Previous
—_— Week Week Year

Weekly Slaughter 640K 544K 631K
Fed Cattle Price 5124 5124 5124
Steer Carcass Wt. 905 904 896
CAB cutout §228.55 | S$227.10| 5219.28
Choice cutout $211.61 | $210.53 | $210.22
Select cutout $205.29 | $202.50| $203.91
CH/SE spread $6.32 $8.03 $6.31
CAB/CH spread $16.94 $16.57 $9.06
Beef Index $210.52 | $209.19 | 5208.97
Pork Cutout $75.50 $75.74 $72.07
Chicken Index $58.33 $57.96 $60.01

$234/cwt. fourth quarter high achieved in early November. Many of us are quick to point to
fourth quarter demand drivers in the super-inflationary pricing of ribeyes and tenderloins for

the December holidays.

Those cuts are definitely seasonal

Live Cattle Price as a % of Comprehensive
Cutout Value (August 2019 to Present)
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favorites but as we look at the cheapening
of the total carcass cutout value from the
November high through December, the
lower trend is shared across many
subprimal cuts. For instance, the chuck
and round primals underwent 11% and
8% price declines from early November to
year’s end. In comparison, rib and loin
primal price drops were 16% and 13%,
respectively. This doesn’t negate the
positive impact that marbling-rich middle
meats have on the market during this time




Seasonal Supply/Demand Shifts Emerge

A new calendar above the desk means more to the beef business than it may to other
enterprises. The passing of December holidays signals the end of late-year market popping
demand for marbling-rich middle meats. To say that demand has fallen off is untrue, but
carcass cutout values for those items shift back towards normalized levels with notable
seasonal changes.

This demand shift has a big impact on dollars returned to the cattle feeder during the first
quarter. The accompanying chart displays the relationship of the Certified Angus Beef®
brand (CAB) carcass price to Select carcass price on a quarterly basis for the past 4 years
(blue bars). Also illustrated is the quarterly supply of CAB carcasses as compared to the
annual total.
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whole. CAB carcass
certification rates are often at their highest in the first quarter as well, but the net volume
based on improving marbling rates can’t overcome the smaller processed head counts.

All of this sets up the observation that seasonality of demand plays a particularly
important role in the first quarter of the year. While CAB carcass production (supply) is
lowest during the first quarter, the premium for CAB carcasses on the end-user side is also
lowest (demand) in the first quarter in the most recent four years.

The CAB cutout above Choice last week was above $16/cwt., a lagging effect of smaller
December supply, potentially. How this plays out in the next few weeks will be interesting as
the Choice/Select spread has behaved much differently with that price gap at a very narrow
$2.46/cwt. just yesterday. These are two different trends within the graduated scale of
Select on up through Certified Angus Beef® brand product.

This being the case, feedlot operators and those retaining ownership should simply
recognize the seasonal decline in quality premiums which tend to rapidly widen again in the
spring.



2019 Yearbook, Continued Growth and Demand

As we charge headlong into 2020 it’s instructive to take a quick look at the numbers that

we’ll mark in the annual yearbook.
From a production and sales volume persp

ective we’ve built a story for 2019 indicating

larger USDA Prime supplies as the Prime grade trend held stronger for the year, even as
Choice volume was challenged in the second half of the year. Certified Angus Beef ® brand
Prime supply was likewise higher with category growth of 36% on the year with most of that

growth at retail. Just as some might have thou
maturing, paradigms have had to shift.
This leads us to address short versus
long-term thinking. Some may look at the
rapidly narrowing Choice/Select price
spread in the commodity market and
formulate a theory that quality is important
only part of the time. Considering that
alternatives in marketing a pen of finished
cattle today is certainly impacted by this
fact. However, let’s not cloud the issue

ght that demand for premium quality beef was
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with short-term seasonal tendencies.

Building a story of trends across years, however, shows that we’ve produced more high

quality beef again in 2019 than ever before. Si
grades and for the CAB brand also widened.

multaneously, the price spreads between the

Don’t miss these recent columns and articles:

Black Ink: Betting on beef
https://www.cabcattle.com/betting-on-beef/

The winding road to Prime

https://www.cabcattle.com/the-winding-road-to-prime/

Video news releases:

¢ The most important meal

https://youtu.be/IHA-bOVouCU

The capability of traceability
https://youtu.be/1fitYYLS7kM

To subscribe to CAB Insider and Feed-Lot eNews, text
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