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Management model for U.S. agriculture...

e Characteristics of management model
— High productivity
— Cost efficient
— Technology adoption / economies of size
— Competitive

e Are things changing?

} Minimize cost per unit of output

— Price risk management increasing in importance?

— Relationships/alliances increasing in importance?

Management model for U.S. agriculture...

e There is no “one” model that describes the
management of U.S. feedlots — the industry is
comprised of many different management

“styles and approaches.”

e Examining trends in the U.S. beef industry, and
specifically the feedlot sector, will help identify

issues that feedlot managers face.

Production “sectors” in the U.S. beef industry

1) Cow-calf N

2) Stocker/backgrounder >

3) Feedlot J

Ownership is
generally
separate
across the
three sectors

Implications — competition, industry polarization, and
slow response to changing markets.




Multiple production systems are used in the U.S. beef industry

Figure 1-1. Typical Cattle Production Timeline: Spring-Calved Beef Animal
The methed of raising cattle can vary depending on the available resources and the desired finished weight.
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Multiple production systems are used in the U.S. beef industry

Figure 1-2. Typical Cattle Production Timeline: Fall-Calved Beef Animal

Changing calving season can allow producers to use different resources.
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Fewer operations in all sectors of the beef industry

U.S. beef cow inventory is at lowest level in 40+ years

US Beef Industry -- Number of Operations
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Beef cows are located throughout much of the U.S.

Beef cows that have calved Jan 1, 2011 (1000 Head)

Beef Cows Inventory: Jan 1, 2007

1 Dot = 2,500 Beef Cows

Source:
U.S. Department of Agricultural, h
National Agricultural Statistics Service Miles : 32,834,801

United States Total

I 880 105,030 (12)
[ 450 to 880 (11)
[]160to 450 (13)
[] Oto 160 (14)

Alaska 51
Hawaii 79
US Total 30,865 P

~23% of the nation’s beef cows
are in Texas and Oklahoma

Livestock Marketing Information Center
Data Source: USDA/NASS

Oklahoma and Texas are experiencing a major drought...

ember 6, 2011

Valid & a.m. EDT

U.S. Drought Monitor 5

mlzrlensfrt 90% of pasture
D0 Abnormally Dry H i

[] D1 Drought - Moderate conditions in OK

[ D2 Drought - Severe and TX are rated as D
I D3 Drought - Extreme very poor by USDA
Il D4 Drought - Exceptional

The Drought Monitor focuses on broad-scale conditions.
Local conditions may vary See accompanying text summary

for forecast statements Released Thursday, September 8, 2011
http://drought.unl.edufdm Author: Mark Svoboda, National Drought Mitigation Center

Average herd size and distribution

Average beef cow herd size increased from 40.4 in 2000 to
42.3in 2010, but averages can be somewhat deceiving...

Farm size Percent of operations Percent of inventory
(cows/farm) 2000 2010 2000 2010
1-49 78.8 79.2 29.5 28.0
50-99 12.0 111 19.1 17.4

100-499 8.5 ' 8.9 I 36.7 38.0
500+ 0.7 l 0.8 | 14.7 16.6

Roughly 10% of the operations control over
55% of the cows (diverse cow-calf sector)




Cattle feeding sector (feedlots)

Feedlot sector...

¢ Diverse industry
— Large commercial feedlots to small “farmer-feeder” lots
— Custom feedlots versus company owned cattle
— Commodity beef versus targeting specific market(s)

— Goal is to add weight at lowest cost (grain vs. forage)

Majority of feedlots are small (farmer-feeders), but they account
for arelatively small share of total marketings.

Number of Feedlots by Capacity

m<1000
B1000-3999
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Total (2008-10 avg) = 80,493 feedlots Total (2008-10 avg) = 26,055,000 head

Fed Cattle Marketings by Feedlot Capacity

Feedlot sector...

1000+ head feedlots represent 2.7% of all feedlots in U.S., but
account for 84.7% of fed cattle marketings...

Number of Feedlots by Capacity

64%

Total (2008-10 avg) = 2,160 feedlots Total (2008-10 avg) = 22,058,000 head

Fed Cattle Marketings by Feedlot Capacity
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Cattle on feed Jan 1, 2011 (1000 Head)

Il 410 t0 2,850 (7)
[ 220t0 410 (5)
[0 130to 220 (4)
[ 30to 130 (7)

Other States 86.9 ] oto 30 (9)

US Total 14,023

~56% of the nation’s cattle on feed are in

Livestock Marketing Information Center
9 Nebraska, Kansas, and Texas.

Data Source: USDA/NASS




Beef production trending up over last 30 years Cattle are being finished at heavier weights

US Beef Industry -- Cows vs Total Beef Production US Beef Industry -- Carcass and Live Weights
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Little change in marketing method in last 10 years... ... bigger changes in how prices are set though
National Slaughter Cattle: Transaction Type -- Live National Slaughter Cattle: Transaction Type -- Dressed
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Quality of carcasses has been improving Cattle feeding sector (feedlots)

US Beef Industry - Carcass Quality Grade e As the industry increases the production of beef per
70 cow, fewer cows are needed to produce the same
65 || —+—Choice —o—select amount of beef = excess feedlot capacity (unless
A—}% the market grows).

Percent
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Cattle on feed more constant than calf crop... Economic returns — a sign of over capacity in industry?

Figure 1. Historical Net Returns for Finishing Steers
Source: Michael Langemeier, Kansas State University
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Going forward, the short run doesn’t look very good...

Figure 1. Historical Net Returns for Finishing Steers
Source: Michael Langemeier, Kansas State University .
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Feeder cattle futures price

Average Price and Price Range for OCT Feeder Cattle Futures
(318-363 kg | 700-800 Ib)
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Live cattle futures price

Average Price and Price Range for JUN Live Cattle Futures
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Feed prices (corn and alfalfa)

Monthly Average Corn and Alfalfa Hay Prices in Kansas
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e US feedlot industry: high productivity with low cost
per unit of output = consolidation

e Price variability has increased significantly leading
to more emphasis on risk management

e High corn prices =» add weight prior to the feedlot
(i.e., grazing and backgrounding programs)

e Current drought is impacting beef industry and
likely will have long-lasting effects

e Vertical coordination becoming more important to
respond to market signals (think global markets)

Thank You!
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