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Cattle producerswill not soon forget 2004 and
itsmarket and emotiona rollercoagter. All-in-al itwas
aprofitable year for most producers and certainly
turned out better than we expected at the start of the
year. Theyear ahead will hold itsown surprises; we
just don’t know what they are or whenthey will occur.
Likely candidates include stable to weakening
consumer demand, growing supplies, returning
Canadian cattle, and resumption of Japanese exports.
Add to these market driversthe fundamental cattle
cyclerotation and 2005 should beaninteresting, and
yet profitableyear for the cattleindustry.

2004 in Review

Total red meat production in 2004 was 2.8%
lower that theyear beforelargely dueto reduced beef
production. Beef tonnage was 7% lower than 2003
on lower steer and heifer slaughter, down 6.6% and
7.6%, respectively, and sharply lower cow daughter,
16.7% lower. Beef imports in 2004 were up 22%
compared to 2003, but largely due to the lack of
Canadian beef importsMay 20-September 4, 2003.
Compared to 2002, Canadian beef importsare down
2.7%. Importswerelower from Australia(-1%), but
higher from New Zealand (+0.1%), Canada, and
Uruguay, up 290% to become the fourth largest
supplier tothe U.S. No surprise, beef exportswere
down 82% compared to 2003 with hopefor increased
exports in 2005 and beyond. Poultry and pork
production hasincreased in 2004. Poultry production
was up 1.7% after several years of slower growth.
Pork production was up 2.8% but perhaps more
importantly pork demand wasa so higher in2004. In
fact, farmlevel hog priceshaveaveraged 34% higher
than ayear agoin spiteof thelarger supplies. At least
aportion of pork’s good demand and good fortune
haslikely comedueto therelatively highretail beef
pricesand growing pork export markets.

Two thousand four was a pretty good year for
most in the cattle businessin spite of volatile cattle
pricesand high feed costsearly intheyear. Thelowa
StateUniversty Estimated Livestock Returnsreported
cattlefeederswere profitable on yearling fed cattle
sold from November 2002 though October 2004.
Average profits for 2004 were $49 per head. Calf
feeders were still profitable in February and had
averaged near $90 per head for 2004. Both enterprises
averaged nearly $200 per head profit in 2003, itis
lessin 2004 andislooking likeared-ink year in 2005
asfeedlotsbid much of the profitsback into feeder
cattleprices.

Western K ansasfed cattle prices averaged $84
per cwt livein 2004, about adollar higher than the
2003 average. By contrast Oklahomafeeder cattle
werequiteabit higher in 2004. Steersweighing 500-
600 poundsaveraged nearly $10 per cwt higher ($116
versus $96) and 700-800 pound steersaveraged $16
per cwt higher ($104 versus $88). Projected
breakevensonyearling cattleplaced inthefal andto
be marketed through the winter and spring had
breakevensinthe mid-to-upper $90swith someweeks
over $100. Whilethelower corn priceswill help the
breakeven on these cattle, feedlotswill berebating
much of the profits from the previous year to the
cowherdsand stocker operations.

Likethefeedlots, packer marginsaso narrowed
in 2004. Boxed beef pricesand hide and offal were
lower and fed cattle priceswere higher. Choiceboxed
beef prices were lower this year by $2.50 per cwt
while Select boxeswere $2.30 per cwt higher in2004.
Asaresult the Choice-Select spread narrowed in 2004
to $8.50 compared to $13.40 the year before. The
$8.50 spread iscomparableto 1999, 2000, and 2001
levels. Therib price declined in 2004 compared to
2003, but theloingained dightly invalue. Hideand
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offa vauesaveraged $.26 per cwt less(gpproximately
$3.25 per head) in2004. Packer costswereasolikely
higher in 2004 dueto thereduced daughter rate, down
8.4%for theyear. Fewer cattle, higher plant cost, and
prices of cattle, and higher imports of beef aso
squeezed packer margins. Thefarmtowholesaeprice
spread (liveanimal to boxed beef ddliveredtoamagjor
city) decreased 15% compared to 2003 and is about
equal to the 2002 level sreflecting thetighter packer
margins.

However, retailershave pushed the priceshigher
to consumers. Retail beef pricesaveraged $3.61 per
pound for theall fresh beef series, 10% higher than
thesametime period in 2003. Pork increased 5% and
broilers 2.6% over the year earlier price. The
wholesale-retail spread widen in 2004, increasing
26.5% over the 2003 level. Thewholesaleto retail
spread wasequal to 78% of thegrossfarm value over
the 1994-2003 period, but is at 93% in 2004 as it
wasin 2002. Thus, the value-added beyond the box
areworth almost as much asthe steer. The price of
beef compared to pork and poultry at theretail counter
isatitshighestlevel inthelast 17 yearsand perhaps
longer. The 1994-2003 average beef:pork and
beef:broiler ratio averaged 1.13 and 1.80, respectively.
Thisyear, through November theratioswere 1.30 and
2.19 and consumers may be shopping for the cheaper
product.

In summary, 2004 saw record average retail
pricesand wholesaleto retail margins, but adecrease
on farm to wholesale margins as boxed beef prices
decreased and fed cattle prices increased. Feedlot
marginsthat were positivemost of theyear turned red
inNovember and will likely remain red through most
of thewinter asfeeder cattle pricesout paced fed cattle
prices. The higher feeder pricesbenefited cowherds
and stocker operations. Thus, the ends of the chain
are benefiting at the expense of themiddle—for now.

Looking Ahead to 2005

Two thousand fiveisexpected to beaprofitable
year for cowherds, but feedlotsare expected to return
to moretypical returnswithlossesat least early inthe
year. Cowherdshave been profitablein recent years
and havealarger feed supply than previousyearsand

will likely begin an expansion phase. We should a so
seearesumption of tradein both livecattlefrom Canada
and beef to Japan and other partsof theworld. While
theexport bordersmay legally open, it will taketime
towin-back consumersto U.S. product. In addition
to the market trading information and rumors about
trade issues, the U.S. is till in an expanded BSE
surveillance program increasing the probability of
finding another positive animal or at least more
inconclusive tests. As a result producers should
evd uatetherisk management tool savailableincluding
the newly released Livestock Revenue Protection
insurance products.

Cattle Inventories and Expansion

The USDA released the annual U.S. cattle
inventory on January 28. Total cattleinventory isup
1%fromoneyear ago, with steady to higher inventories
in most major classes of cattle (Table 1.). Thereis
evidence of expansion asthe number of beef cows
increased 0.6% and the number of replacement beef
heifersare up 4.1%.

Thesmaller calf crop suggeststight suppliesof
feeder cattle until they areincreased by either more
importation or fewer heifersareretained by breeders.
Inaddition, thesupply of fed cattleisasotight andis
expected to remain below packing capacity until
substantial numbers of live cattle are once again
imported from Canada.

Report Summary

Feeder cattleavailablefor placement January 1
wereup 1.7%fromlast year at amost 28 million head.
This was the lowest January level in over three
decades. The smaller 2004 calf crop (down 0.8%)
doesnot suggest animmediate remedy to these short
upplies Any sgnificantincreasesinfeeder catlesupply
will likely comefromimports.

Beef cow herds are on the increase after 5-6
profitableyearsand two yearsof very good returnsto
cow-calf operators. Beef cow inventoriesare over 33
million head, with the first increase in the January
inventory since 1996. Cow/calf operations have
increased the quantity of replacement heiferstoaseven
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year high, indicating the confidencethey haveina
continuation of significant returns. Along with more
replacement heifersthe number of cowswasdown
also. Last year’scull cow slaughter was down 16%
from the year previous. Cow numbers will likely
continuetoincrease until feeder cattle prices soften.

TheJanuary inventory gives somedetail asto
what ishappening to cattle number withinindividual
states. Among thelarge cattle producing states (over
1 millionbeef cows) Texas, Tennessee, Kentucky, and
Montana experienced reductionsin their number of
beef cows amounting to 156,000 fewer beef cows.
On the other hand, lowa, Missouri, Nebraska,
Oklahoma, and South Dakota had a combined
increase of 220,000 head of beef cows.

Feedlot Inventories

We started 2005 with cattle on feed inventory
near year earlier leves but withsgnificantly morecatle
on feed 120 or more days. Through thefirst week of
March steer carcass wei ghts averaged nine pounds
heavier than 2004 and four pounds heavier than the
5-year average. However, they were less than the
record 2002 level sthanksin part to bad weather in
theHighPlainsregionlast fall.

TheMarch Cattleon Feed report estimated there
were 11.2 million head on feed March 1, 2% above
2004, and 6% above 2003. Placements during
February weredown 6% from 2004 and isthe second
lowest placement for February sincethe seriesbegan
in 1996. February marketingswere down 4% from
theyear beforeand isal so thelowest February figure
since 1996.

The lower fall and winter placements should
reduce U.S. slaughter in the first half of 2005.
September-February feedlot placementswere 1.9%
lower than the same period the year before. Non-fed
daughter will likely be higher in2005in spiteof efforts
to expand thecowherd. Dairy cow daughter was 18%
lower and beef cow slaughter 15.5% lower in 2004
than 2003. It will bedifficult to reduce daughter even
lower. Weexpect to seeadditiona reductionin heifer
daughter as cattle producers continueto expand their
herd. Given the delayed marketings, lower cost

feedstuffs, and relatively higher feeder cattle prices,
carcassweightswill likely stay above 2004 levelsif
wereturnto norma weether conditions. Theexception
that couldlead tolighter weightsisif theindustry pulls
cattle ahead in the absence of Canadian cattle. One
factor that will add to U.S. cattle slaughter is the
resumption of live cattleimportsfrom Canada. The
exact datethat cattleenter from Canadaislikepicking
alottery number with“never” being apossiblechoice.

Canadian Border

Canadahas been exporting bonel essboxed beef
totheU.S. since early September 2003 following the
ban ontheir importsfollowing thediscovery of acow
inAlbertawith BSE. Beef importsfrom Canadain
2004 were 43.5% above 2003, but 2.6% below 2002
thelast normal year of trade. In 2002 Canadaexported
160,000 feeder cattle, just over 750,000 steersand
heifersfor slaughter, and 400,000 cull or breeding
animals. The cull and breeding animalswill not be
alowed in because of the 30 month rule.

March cattle on feed in Alberta and
Saskatchewan, the major feeding region in Canada,
was 36% higher than 2003, and 5% higher than 2002.
September-February placements were 41% above
2003 and 7% higher than 2002 as Canadian producers
geared up for the U.S. market that was expected to
open March 7, but did not. Canadaisincreasing its
slaughter capacity and has a national strategy to
processmoreof itslivestock at homeand export mest.
Thereisalot of discussion about a22%increasein
daughter capacity. Cattledaughter in 2004 was25%
higher thanit wasin 2003 and 11% higher than it was
in 2002. While some of the 22% capacity increase
may be plansand wishful thinking, the 11% increase
over 2002 isfact and growing. Near term, Canada
hasamodest increasein cattle on feed and alarger
demandfor cattlethanit did before. Add inthewesker
U.S. dollar compared to 2002 and the number of
daughter cattle coming from the CanadatotheU.S.
will likely bewell below the 2002 level. Long term,
Canadaisshifting itsfocus on beef rather than cattle
exports.

At this writing, the USDA has appealed the
M ontana court decision to block cattle importsand
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USDA and R-CALF haveacourt date, July 27, ona
permanent injunction against live cattleand the under
30-month boxed beef that iscurrently comingin. Until
these court casesare settled the market will betrading
new information, rumor, and announcementsregarding
theactual opening of theborder and will bevolatile.

Japanese Border

On Saturday, October 23 the U.S. and Japan
announced an agreement to re-establish beef trade.
Japan, thelargest beef export market for theU.S. in
2003, has blocked U.S. beef since the U.S.
announced finding asingle confirmed caseof BSEin
the country on December 23, 2003. Theannouncement
waswecomenewstotheU.S. beef sector, but markets
and producers appear to be taking a wait and see
attitude as progress has been sow to evolve.

Thereisconsderabledetail yet to beironed out
between the U.S. and Japan and it will taketimeto
determinethefina detailsand evenlonger toimplement
them. WhilesomeUSDA officid sannounced that there
would beU.S. beef on Japanese shelvesinamatter of
weeks, most analysts believeit may still be months
away. Some of the key pointsto beworked out and
theirimplicationsarethefollowing:

* Theagreement callsfor two-way trade once
both countriescompleterdevant domesticrule
making process. The U.S. didimport about a
quarter million dollars of unique K obe beef
from Japan before BSE was discovered in
Japan in 2001. The agreement asks (or
requires; it is unclear) that the U.S. allow
Japanese beef to beimported. Thiscondition
will not have a market effect because the
volumeissosmdl, but dlowingacountry with
15 confirmed cases of BSE toimport to the
U.S. may raise concerns with some groups
that may try to block such action.

* Ageverificationthat the U.S. beef exported
to Japan is20 monthsof ageor younger. Age
must be verified using production recordsfor
individua animasor groupsof animas. Since
then Japan has agreed to accept A40 maturity
cattledetermined by aUSDA inspector at the

daughter plant. With thismeasure packerscan
identify thecattleintheplant that aredigible
for export to Japan. However, if packerswant
to export variety meats to Japan or stage
eigibleanimasfor daughter they will need age
verification fromtheproducer. Producerswith
these cattle and records will have a more
vauableanima thanthosethat arenct éigible
for export.

* Removeal specified risk materials (SRM).
Currently, the U.S. isremoving SRM from
animals over 30 months of age. This
requirement would require removing SRM
fromall cattle with beef destined for Japan.
Without knowing theage of the cattle packers
will haveto remove SRMsfrom additional
cattleand then sort theA40 maturity carcasses
fromthese cattle. Thereisadditional cost of
removing SRM and there is some loss of
product that hasaval ue so packerswill have
to weigh the value of exporting aportion of
their product against the cost of removing all
the SRM.

Thefina chapter on exportsto Japanisyet to be
written. Packersaregettingindividua plantsapproved
for export and will beunveiling their age verification
programto producers. Producersshould beginlooking
into how to qudify their cattle.

Summary

Theyear ahead |lookspromising for U.S. cattle
producers, but also avolatile one. Fed cattle prices
averaged near $84 per cwt in 2004 and 2005 is
expected to average that level or higher. Domestic
supplieswill remaintight ascowherdscontinuetoretain
heifersto expand the herd. These offspring will begin
toimpact beef suppliesin 2007 and beyond. Domestic
demand has been abright spot for the cattle market
andisexpected to continueto support prices, but may
not grow at the pace seen since 1998 asthelow-carb
growth trendsdows. Market uncertainty issignificant
andwill comefromthejudicia and political decisons
regarding trade with Canada and Japan. At one
extreme, beef and cattle from Canada could be
blocked and Japan could resumeimportsof U.S. beef.
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At the other extreme, Canadian cattle could enter the
U.S. and Japan not resume trade. Even at these
extremes the price impacts will be modest and the
trangition to open either market will likely bedow.

Table 1. USDA Cattle Report Summary, January 1, 2005.

1,000 head 04-05 1,000 head
inventory % change change
Cattle and calves 95,848 1.0% 960
Cows and heifers that have calved 42,060 0.5% 209
Beef cows 33,055 0.6% 194
Milk cows 9,005 0.2% 15
Heifers 500 pounds and over 19,673 1.7% 328
For beef cow replacement 5,746 4.1% 228
For milk cow replacement 4,133 2.8% 113
Other heifers 9,793 -0.1% -13
Steers 500 pounds and over 16,511 1.4% 234
Bulls 500 pounds and over 2,219 0.6% 13
Calves under 500 pounds 15,385 1.2% 175
Cattle on feed 13,749 -0.5% -64
Calf crop 37,625 -0.8% -278
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Notes:
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