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The U.S. Cattle Cycle May 
Have Peaked

The expansionary phase of the cattle cycle may 
have run its course, as indicated by the USDA’s 
latest release of its biannual Cattle Report on July 
19. It stated the July 1 U.S. population at 103.7 
million head, unchanged from last year. The total 
cow population declined by 100,000 head (-0.2%) 
from the July 2018 result at 41.8 million, also 
implying a cyclical slide.
The number of heifers being retained for the cow 
herd is also pointing lower. Beef heifer retention 
has been declining since 2016. The latest USDA 
estimate at 4.4 million head marked a 200,000-
head (-4.3%) drop from last year, with dairy heifer 
retention also falling 100,000 (-2.8%). Their sum 
puts overall heifer retention at 8.5 million, down 
3.4% annually. 
Heifers are being shifted into the feedlot year-
ling supply; the number of "other" heifers surged 
400,000 head (5.3%) to 7.9 million head. In addi-
tion, the July 1 population of steers weighing 500 
pounds or more climbed 200,000 head (1.4%) 
to 14.7 million. Summing those numbers and 
subtracting out the number already in feedlots 
(13.6 million, up 300,000 or 2.3%) yields the July 
yearling supply at 9.0 million head. This implies 
a modest rise in feeder supplies this fall, which 
holds negative implications for yearling prices.
The July calf population was stated at 28.1 mil-
lion head, down 200,000 (-0.7%) from last year, 
suggesting the supply of "young stuff" available 
for late 2019-early 2020 feedlot placement will 
decline modestly. 
The supply of animals available to feedlots 
should prove cyclically large in 2020, due still-
elevated calf numbers and declining heifer reten-
tion. As a result, thinking the cyclical downtrend 
in cattle prices will continue into and possibly 
through 2020 seems warranted. 
Doane sees little reason to adjust its forecast of 
the January 2020 U.S. cattle population at 94.7 
million head, down 100,000 (-0.1%) from early 
this year. Conversely, we don’t expect a decisive 
downturn in the cattle population next year, since 
sustained price strength during fall 2019 might 
cause producers to delay planned herd liquida-
tion through early 2020. 

The U.S.-China trade war heated up in early August. After President 
Trump announced plans to impose 10% tariffs on all Chinese goods 
not previously tariffed on September 1, China reportedly suspended 
state purchases of U.S. ag products and had state-owned businesses 
halt purchases of U.S. ag products. The U.S. financial markets dove 
as did numerous commodity markets and the value of the U.S. dollar. 
China also appeared to undercut the value of its yuan currency, which 
fell to its lowest levels in a decade. U.S. Treasury Secretary Stephen 
Mnuchin branded China as a "currency manipulator" as a result. 
Commerce Secretary Wilbur Ross slapped $4.4 billion in countervailing 
duties upon Chinese furniture manufacturers, saying they’re heavily 
subsidized by the Chinese government. The two countries later struck 
a more conciliatory tone, but a trade deal seems far off at this point.

An Aug. 9 fire at the Tyson plant in Holcomb, Kansas, will shutter 
the plant for several months The facility has capacity to process 
around 6,000 head of cattle per day, nearly 5% of U.S. slaughter. 
Cattle futures plunged in responding to fears fed cattle supplies will 
back up amidst reduced industry slaughter capacity. There are seven 
other major beef plants within reasonable proximity of the Holcomb 
facility, with a combined capacity of nearly 40,000 head. A good portion 
of its lost production will be absorbed if those facilities increase their 
daily Monday-Friday process rates and run larger Saturday kills — 
both of which seem reasonable given that estimated beef processing 
margins spiked amid surging beef prices and tumbling cash cattle 
quotes. Taking the Holcomb plant offline for an indefinite (and likely 
extended) period is price-negative for the cattle market. But the knee-
jerk reaction appeared to be overdone.    

Farmland values in the Seventh District fell 1% from year-ago 
levels during the second quarter of 2019, according to the latest 
update from the Federal Reserve Bank of Chicago. But the survey did 
report values for “good” agricultural land holding steady with the first 
quarter. Still, the vast majority (83%) of respondents expect ag land 
values to hold steady during the third quarter.   

China’s July hog population fell 32.2% from year-ago levels in 
July, the country’s ag minister reports, as African swine fever (ASF) 
continues hammering its swine industry. Some say losses could 
actually be as high as 50% and note that the “low” is not yet in. China’s 
ag ministry details that its sow numbers were down 31.9% from year-
ago levels in July. Losses apparently accelerated from June when 
the overall pig herd slid 25.8%. The situation has pork prices at new 
records, with China’s national average price standing at 23.49 yuan 
($3.34 per kg.) this week.

In mid-August, Senior Japanese trade official Kazuhisa Shibuya 
told reporters after the meeting that the U.S. and Japan were engaging 
in a two-way discussion and that talks were on a good track. Shibuya 
said the talks, for the first time, also featured a general discussion 
about rules of origin. Meanwhile, U.S. Trade Representative Bob 
Lighthizer and Japanese Economic Revitalization Minister Toshimitsu 
Motegi are still expected to meet this month. The two countries are 
pushing to reach a deal by the end of September, when the leaders 
will be in New York for the fall start of the United Nations General 
Assembly.
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CORN
Futures plunged after USDA’s August 
Crop Production and Supply/Demand 
(WASDE) reports estimated the crop 
at 13.901 billion bushels, 26 million 
over its July forecast and about 700 
million larger than expected. The 
numbers boosted projected 2019-20 
carry-out to 2.181 million bushels. 
Funds sold aggressively in response. 
August acreage fell much less than 
anticipated, to 90.005 million for 
plantings and 82.017 million for 
harvested acres, whereas the yield 
estimate was boosted to 169.5 bushels 
per acre. The latter figure rose 3.5 
bushels from July and topped the high 
end of trade expectations around 165 
bushels per acre. However, such a 
strong outcome depends heavily upon 
persistently warm weather, since the 
extreme lateness of plantings in many 
Midwest areas means the crop could 
be devastated by a normal frost. In 
mid-August the National Weather 
Service projected abnormally warm 
temperatures for the next 90 days, 
which suggests the corn crop will 
make. Still, even with the larger U.S. 
crop, world inventories are forecast to 
fall 6.4% from the 2018-19 season.

SORGHUM                               
The 2019 sorghum crop is on pace for 
production totaling modestly over 350 
million bushels, essentially matching 
results for the past two years, despite 
early indications of a big acreage cut 
and average yields. The planted acre-
age estimate was revised higher, to 
nearly 5.3 million acres. Early-summer 
sorghum conditions rated quite high, 
causing the USDA to lift its yield 
forecast by 6 ½ bu/ac. The production 
forecast soared by 15% to 354 mil-
lion bushels, which in turn prompted 
a 35 million-bushel boost to the feed 
use forecast. But export demand is key 
to the balance sheet. Exports reached 
200 million bushels or more each year 
between 2013/14 and 2017/18, whereas 
suspended Chinese buying is expected 
to limit the 2019/20 sales total to just 
100 million bushels. This is clearly not 
price friendly.

SOYBEANS
USDA’s first survey-based soybean 
crop estimate at 3.680 million bushels 
came in 120 million below what traders 
anticipated. The soybean planted 
acreage estimate at 76.700 million acres 
marked a downward adjustment of 
3.340 million acres or -4.2% from June 
and more than 4 million acres below 
industry expectations. USDA forecast 
the national average yield at 48.5 bu. 
per acre, unchanged from July because 
of the immaturity of the crop. This 
again reflected the lateness of the crop 

and greatly increased the risk of fall 
freeze damage. Nevertheless, the U.S. 
soybean outlook remains hostage to the 
U.S.-China trade war. Greatly reduced 
Chinese buying played a major role 
in boosting projected 2018/19 ending 
stocks to 1.070 billion bushels and 
prospects for more of the same limited 
the decline in 2019/20 forecast to 755 
million. A timely resolution of the 
trade war may be required for prices to 
advance significantly. Whether that will 
happen is very much open to question.

WHEAT 
Futures fell after USDA forecast higher 
U.S. production, now at 1.98 billion 
bushels, offsetting a small increase 
in exports and resulting in larger 
inventories. On average, analysts were 
looking for an up-tick in wheat output 
to 1.926 billion bushels The losses 
were almost surely exaggerated by 
the corn market’s sharp breakdown. 
SRW prices held well above their 
spring bottom, but HRW and HRS 
futures made new lows. Indeed, HRW 
wheat was essentially priced as feed 
in mid-August. Global inventories are 
projected to reach record levels, which 
is apparently causing world prices to 
follow U.S. prices lower. Ultimately, 
this is why U.S. exporters have yet to 
buy back international market share. 
U.S. competitiveness has improved, but 
new sales are needed to sustain a price 
rebound. President Donald Trump is 
working on a deal with Japan that may 
lead to larger purchases of U.S. wheat 
this fall.

FEEDER CATTLE
The July Cattle Report indicated a 
sizable decline in the number of heifers 
slated to join the beef and dairy cow 
herds, which translated into a 5.3% 
surge in "other heifer" supplies (at 
7.9 million head) available for entry 
into feedlots. When the number of 
steers available, which rose 200,000 
head (+1.4%) to 14.1 million head, 
are added, and the number of animals 
already in lots is subtracted, this yields 
the second-half feeder cattle supply 
at 9.0 million head. This latter figure 
topped the 2018 total by 300,000, 
and matched the 2017 cyclical peak, 
obviously indicating feeder supplies 
will be plentiful this fall. And despite 
the 200,000 head (0.7%) reduction in 
the July calf population, the general 
supply of young stuff coming from the 
cattle industry in 2020 could reach a 
cyclical peak.

CATTLE
The USDA’s biannual Cattle Report 
stated the July 1 U.S. cattle population 
at 103.0 million head, which was 
unchanged from last year. This implies 

the current expansion phase of the 
cattle cycle is coming to end and that 
the overall U.S. cattle population will 
begin declining next year. But the 
short-term price outlook was crushed 
when a Tyson beef packing plant 
suffered a big fire on August 9, thereby 
essentially removing 5% of packing 
industry capacity for several “months 
instead of weeks,” according to 
company officials. Cattle prices tanked 
in response, whereas wholesale beef 
prices soared as grocers worried about 
short autumn supplies. Doane believes 
the market response was greatly 
overdone and that solid fundamentals 
and huge packer incentives to process 
cattle aggressively will limit the price 
damage.

DAIRY
U.S. dairymen continued thinning their 
herds through July, as indicated by 
the USDA’s August Milk Production 
Report, which stated the national 
average at 9.310 million head. That 
represented a 9,000-head drop from 
June and an 82,000-head annual 
decline. The July production total at 
18.330 billion pounds was a testament 
to steadily improving producer 
efficiency, since it was unchanged 
from the comparable 2018 total. The 
sustained decline was somewhat 
surprising, since domestic milk prices 
have continued working their way up 
from the lows posted last winter. For 
example, nearby Class III milk futures 
dipped to $13.62 in December, but have 
recently pushed above $17.50/cwt. 
One wonders if domestic producers 
are worried about diminished Chinese 
demand amidst the trade war.

HOGS
After having suffered a major contra-
seasonal decline in late spring, the 
hog market exhibited considerable 
July strength at a time when it’s often 
declining. However, bulls couldn’t 
sustain gains through midsummer, as 
traders anticipated the usual August 
surge in slaughter rates and a relatively 
normal pork belly breakdown as 
BLT season winds down. Futures 
followed cattle and cash hogs lower 
in mid-August, but hopes for demand-
powered strength across the hog and 
pork complex seemed well-founded. 
That is, the relatively low hog and pork 
prices seen at that time were likely 
encouraging grocers to feature pork 
aggressively over Labor Day weekend. 
Moreover, soaring beef prices made 
wholesale pork look cheap. Thus, 
despite the prospect of record-large 
pork production through late-2019, the 
hog market could perform surprisingly 
well.
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