Major Issuesin TheU.S. Livestock Industry Under CUSTA!

by

Harlan Hughes?

I ntroduction

The Canada—U.S. Free Trade Agreement (CUSTA) was implemented on January 1, 1989,
creating the world' s largest free-trading bloc between the world' s largest trading partners. Thistrade
agreement aso helped in formulating the North American Free Trade Agreement (NAFTA), which
went into effect in January 1, 1994. According to CUSTA, dl agriculturd tariffs between the United
States and Canada would be phased out over a 10-year period,® In addition, market acocess for
products was to be improved from both countries and the use of subsidies wasto be lowered in both
countries*

Internationd trade can be a very contentious issue. When prices are high and supplies are tight,

like beef was in the early 1990s, it israther easy for producers to support free trade. Conversely,

1G:\CUSTA paper10270.wpd.

?Harlan Hughesis Livestock Economist and Professor Emeritus, North Dakota State
Univergty. Peaper presented at Challenges In Agricultura Trade Under CUSTA Trade Conference,
Fargo, North Dakota October 25-26, 2000.

3For acomplete discussion on the tariffs in place at the signing, see Linda Y oung and John
Marsh, “Integration and Interdependence In the U.S. and Canadian Live Cattle and Beef Sectors.”
Policy Issue Paper No. 5, Jun 1998, Montana State University, Bozeman, Montana.

4 “The Canada— U.S. Free Trade Agreement. Competitive Tradeoffs Between Foreign Direct
Investment and Trade.” Chapter 8, Southern Cooperative Series Bulletin SCSB# 390, Nov 1998,
Auburn University Web Page www.ag.auburn.edu/aaes/information/390d te/chaptere ght/chpteight.htm.
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when prices are low and supplies are abundant, like beef wasin 1995-1998, it isjust aseasy to

opposeimports. The latter situation was evident with the 9@ Phihk rciar Gatile Siaughter
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many U.S. beef cow producers were hurting.
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key beef industry economic factors were forgotten or Cattle Imports mw&%@ﬁ@&umbers

ignored as rank and file producers responded to the tough, tough economic times. Beef producers
were hurting and they wanted action now! So in the Fall 1998, Northern Plains producers responded
with a“Border Blockage Of Canadian Cattle Trucks.”
Magnitude Of The Canadian/U.S. Beef Trade
Any beef import discussion related to CUSTA hasto be predicated on the participants

undergtanding the changing U.S./Canadian beef import history.

Canacla & Moxdon Peovide

Figure 2 presents the live cattle imports from Canada ( and AlLDf U5, Carcle Imports
Mexico) over the 1974 — 1999 time period. Live cattle imports = _m"""“'F::,,,:..,:T i

from Canada changed dramatically from mid-1980s through the

late 1990s. From 1987 through 1997, Canadian live cattle

imports went from under 300,000 annualy to a 1,500,000
Figure 2: Canadian & Mexico Live

record highin 1996. When Canadian imports of beef andved  Cattle Imports 1974-1999.

are combined with live cattle imports, Canadian beef, ved, and live anima imports pesked in 1997.

While 1.5 million animds isalot of animas, Figure 3 puts the magnitude of Canadian imports



(and Mexican imports) in pergpective by showing the U.S. Commerciad Saughter with and without
Canadian imports. 1n 1997, Canadian live anima  imports represented gpproximately 4.1 percent of the
total number of cattle daughtered in 1997.

Looking & the other sde of the picture, Canadian imports of U.S. live cattle are presented in
Figure 4. While live cattle exports to Canada increased in the 1990s, the overal absolute magnitude of
U.S. live beef anima exports to Canadawas smdl. The largest number of live animas exported for any
one year to Canadawas 62,000 head. The average

exports over the decade of the 1990s was around eanashian Impots of “oater Gatfiod Galvas

1562 - 1550 T v

80,000 per year while the average U.S. exports to

Canada averaged under 10,000 head in the 1980s.
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have moved cattle south and north and they confirmed

that it was dways easier to move cattle south thanitwas e sz ceie

to move catle north. Hedlth restrictionswere generdly  Figure 4: Canadian Imports Of Live Cettle
From the U.S.
the limiting factor in moving cattle north.

Economic theory suggests that an increase in the amount of a product available will cause the
price of the product to decline. From that standpoint, it was easy for ranchers to conclude that Canadian
imports were forcing beef supplies higher and beef prices lower; thus, a smple perceived solution for
beef’slow priceswasto stop imports.  Imports, unfortunately, are not the only factors that impacted
U.S. beef prices during the decade of the 90s.

Objective
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The primary objective of this paper isto brief conference participants on the key economic
forcesimpacting the North American Beef Industry inthe 1990s. | am using the term North
American Beef Industry to include both the U.S. and Canadian beef cattle industries.

| have divided this paper into two sections. The first section will focus on the current Industry
Production, Economic and Financial Factorsimpacting the North American Beef Indudtry. This

section will focus on ten factors impacting the North American Beef Industry. The second section will

review the Current Trade Issues dill on the minds of cattle producers on both sides of the Border. |
am leaving the specifics about Canadian U.S. livestock trade to our next three speakers.

Part |: Beef Industry Production, Economic, And Financial Factors
1. Putting The Two North American Herds In Per spective
Cattle production in Canadais very smilar to that in the US. The average Canadian becf
cowherd is 45 head and there are alot of smdll caitle farms. While the number of farms with over 100
cowsisincreasng in both countries, much of the North American beef production remainsin small
herds with less than 100 cows per herd. Herds with over 100 cows account for only 35 percent of the

beef cows in Canada and only 48 percent of the beef cowsinthe U.S>

°Op Cit page 177.



It isimportant for conference
participants to gain afed for the rdaive
gze of the U.S. and Canadian cattle
herds. Based on sheer size, the U.S.
dominates the North American beef
production and the North American
marketing system. Over the years |
have pointed out in producer meetings

in both Canada and the U.S. which
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Figure 5: All Cattle Inventories U.S. and Canada

country is the dog and which country isthetall. It isimportant to recognize that the dog wags the tail

and not vice versa Clearly, sheer size of the industry saysthat the U.S. isthe dog.

The Canadian dl-cattle herd consists of gpproximately 12.7 million head (Jan 1, 2000) while

the US All-Cattle Inventory was 98.0 million head —aratio of 7.7 :1 (see Figure 5 and 6).° The number

of Canadian beef cows was 4.1 million head compared to

33.5 million U.S. beef cows—aratio of 8.1:1 (see Figure

7). Canadais a huge country but its beef herd is small

relative to the U.S. beef cow herd.’

Thetotd cdf crop (dairy and beef) totded 5.1

All-Cattle Inventory
January 2004
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Figure 6: U..S. Numbers Dominate The

million Canadian caves verses 38.7 million U.S. cdves— North American All-Cattle Numbers.

®USDA January All-Cattle Inventory Report.

A fact not well known isthat Texas has more beef cows than al of Canada put together.
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aratio of 7.6:1. Canadafeeds 3.2 million cattle each year and the U.S. feeds gpproximately 36 million
head —a 11:1 ratio. Canada produces 3 billion pounds of beef compared to the U.S. production of 26
billion pounds of beef —an 8.7:1 ratio. Canada has 1.3 percent of the world' s cattle inventory and
produces 2 percent of the world' s beef supply.

What Canada does with its beef production is where the two industries differ greetly. U.S.
exports under 9 percent (1998 data) of its total beef production with Japan asits largest customer.

Mexico isthe 2" largest customer. South Koreaiis

Beef Cow Inventory
number 3 and Canada is number 4 customer. Canada, January 2000
on-the-other-hand, exports 53 percent of its total beef q:

2]
b

produced (721 million pound) with the largest 1

proportion (89 percent) of the Canadian exports going i Crnes

Figure 7: Rdative Sizes Of Beef Cow Herds

8
to the US. In the U.S. and Canada.

Researchers published a comprehensive comparison of the cow-caf industries in Canada and

U.S.° | have dected to highlight some of their selected comparisons of the U.S. and Canadian herds.

1 Cattle numbers in both countries follow smilar cattle cycles. Western Canada cycle peaks
correspond with the national peaks. Eastern Canada s cattle industry, on-the-other-hand, does
not redly have pesks and valeys.

2. Canada has been a net exporter of beef since the mid 1970s. The U.S. has never become a net

exporter of pounds athough the U.S. came close to being a net exporter inthe late 1900s. The
U.S. has, however, been anet exporter of dollar value for sometime. The U.S. mainly exports

80p Cit. Dr. Boles.

%Bill Schissdl, Ken Mathews, and Ken Nelson, “The Cow-Calf Industry In Canada And The
United States: A Comparision”, Canadian Journa Agricultural Economics 1995 Specid Edition, pages
177-194.
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11.

high valued beef and imports considerable low valued besf.

Due to its dependance on beef exports, Canadais more exposed to fluctuating exchange rates,
and import and export controls on internationa markets.

Feeder cattle prices have tracked quite closdly over time and are currently tracking closdly.
Once adjusted for the value of the

Canaian dollar, feeder cattle prices are ND Vs Western Canada
very smilar in both markets. Thistracking Feadar Stears Pricas Wk Sap. 29, 2000

isillustrated for the week of September

29, 2000 feeder price comparisonin - [ ]
Figure8 where North Dakota and Western L
Canada feeder cattle are compared. The 3 a0+
prices for both countries are expressed in 2]
U.S. dollars. o
40
The number of farms with cow-calf A en aen & 7D 350 00T
enterprises in both countries decreased at Weights
:zllearl;g? of about 1.5 percent annually Figure 8: North Dakota Western Canada Feeder

Cattle Prices.
The structura adjustment patterns towards concentration appear to be smilar in both countries.

The adjustments away from small scale cow-caf farming istaking place a afagter ratein
Canadathan inthe U.S,

In Canada the average number of beef cows per farm doubled to 38 head in 1991 compared to
18 head in 1966. The U.S,, on the other hand, increased 52 percent from 25 head averagein
1964 to 38 head in 1987.

In Canada, farms with over 100 beef cowsin 1991 accounted for only 8 percent of dl farms
with cow-calf enterprises but these farms accounted for 35 percent of the cows. This compares
to the U.S. having 10 percent of its herds greater than 100 cows accounting for 48 percent of
the total beef cowsin 1987.

The data suggests that, on average, Canadian cow-calf producers are younger than their U.S,
counterparts.

Inthe U.S. 73 percent of al producers indicated that cow-calf production was their mgjor
occupation. That number was 81 percent for Western Canada. This number was lower for
Eastern Canada and this number was lower for Southern U.S.
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Caving raeis very high in both countries indicating high breeding and husbandry practiceson
cow-caf operations in both countries.

When adjusted for the exchange rate, tota receipts per cow are lower for the U.S. than for
Canada.

Ontario has high receipts and high costs as compared to Western Canada or the U.S.

It appears that Alberta can take advantage of ample supplies of cheap forages and surplus feed
grans.

While maximum production is an important part of the cow-caf operations, cost of productionis
even more important.

Gross vaue added -- defined as the value accruing to the four factors of production —land,
labor, capital, and management — was very smilar for Albertaand the U.S. Ontario, on the other
hand, was significantly lower. Economic theory suggests that beef production should move to
those regions of North Americawith the highest value added.

In my literature review, severa authors commented that beef production will and is moving to

theregion(s) that can produce it the most efficiently. Severa authors indicated that beef production was

moving from Eastern Canada to Western Canada. Others, suggested that Southeastern U.S. was a high

cost region that may not be very competitive. The question that was not documented in the literature is

how competitive is Western Canada with the Western United States?



Figure 9 presents a summary of my Integrated Resource Management (IRM) Cost & Return
Andysis Workshop with Saskatchewan beef cow producers compared to my Northern Plains IRM
Cooperators herd averages. The Canadian numbers were adjusted to U.S. dallars.

These Saskatchewan ranchers demonstrated many of the characteristics pointed out by
researchers in the previous paragraph. First of dl, herd sizes between the countries are not that
different. Second, Canadian capita investment per cow is somewhat lower. Third, gross accrud

adjusted income per cow was larger for the
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Figure 9: IRM Cost & Return Analyses For
Saskatchewan Herds And U.S. Northern Plains Herds.

price received for calves was substantidly
different and this difference was not
expected.

| summarize dl of the production and economic factors for my IRM Cooperators by aterm

entitted Management Score. Management score is defined as the difference between UCOP and



average market price received. The net result of dl of thisisthat in 1997 the Canadian IRM
Cooperators earned a higher management score than the Northern Plains IRM Cooperators. The
Canadian herds had alarger average gross income per cow and lower unit costs of production. It does
appear that Western Canada is positioning to take advantage of its ample supplies of chegp forages and
surplus feed grains. Market prices in Canada, however, will be determined by U.S. market conditions
based on the North American beef supply.
2. Increased Beef Produced Per Cow
While the cattle cycd€ sinfluence

on cattle numbersis a primary factor
BEEF PRQDUCTION vs CATTLE INVENTORY

Inwventory January 1, ULE.

determining beef supply, it certainly does  gil. mouns Mil. Head
zB
not explain the total picture. Figure 10 % Al D] 10
. 24 7 I 121
illugtrate the USDA All-Cattle Inventory
] . 140
numbers from 1960 through year 2000 20 7
s _ ] L | 100
viathe deshed linemessured ontheright o 1 mecesoces |
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axis. You can seethat cattle numbers

Lveddik Markadng Inforrmadr Carter

pesked in the mid-1970s, again in the Figure 10: Beef Production and All-Cattle Inventory 1960 -
2000.

mid-1980s, and once again in the mid-1990s. Y ou dso see that the long run trend in cattle numbers from
1975 through year 2000 has been downward.

The dark linein Figure 10 presents beef production measured on the left axis. While beef
production varies during each cattle cycle, the overdl long-term trend since 1960 has been upward. |

particularly want to cal your atention to the 1980 through year 2000 time period. While the dl-
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inventory numbers trended downward over this 20-year period, beef production trended upward. In
fact, beef production in 1998 exceeded the record beef production in 1975. How could this be? We
have 34 million less cattle in 2000 as compared to 19757

The key reason for upward trending beef production from less and less cattle is * increasing beef
production per cow (see Figure 11).

BEEF PRODUCTION PER COW
Beef production per cow has trended upward 19702000 (weh ), Annual

over the last 30 years. In 1980, each cow
produced an average of about 450 pounds of

carcass beef per year. By 2000, production had i

4Ca

risen to 620 pounds of carcass beef per cow per fY W mm wm i s et s oo
Lk Pl o I abion. Semeci ?f’ﬁ

year. This 170 pound incressein a20 year imé 6 11: Beef Produced Per Cow 1960-2000.

span represents an average annual productivity gain of 1.8 percent.©

Even though beef cow numbers have been dropping since 1995, tota beef production has
continued to rise. Thisis due primarily to the increased productivity of the remaining cows. The amount
of beef produced per cow isrising a arate of about 1.8 percent per year, while domestic and foreign
demand isonly increasing at about 1.3 percent per year. This means that productivity growth will likely

tend to outpace demand growth, and as a consequence, brood cow numbers will decrease over time.!*

1O pid.

HKris Hurt, “Cycle Nears End Of Contraction” Livestock Outlook Web Page,
http://web.aces.uiuc.edu/farm.doc/marketing/livestockoutlook/0700cattle_text.html.
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Severd factors are responsible for the production increase. We are dl aware of today’s higher
weaning weights. Figure 12 showsthat in the
decade of the 1980s, North Dakota beef cow CHAPS W eaning Weishts

Sovernoe Weanin? YWekhe

producers added an average of 10 pounds per

'_I"E.nd — L0 Tosonl froesr!

caf weaned per year. Thistotals to 100 pounds
added to weaning weights in the decade of the

1980s. | fully believe that thisincreasein

weaning weightsisindicative of the U.S. beef

industry in general. | also believe that Canada, Figgre 12: Noﬂh Dakota's Increase In Weaning
Weights During 1980s.

on the other hand, shifted to a higher

percentage exotic breeding programs and, asa

result, increase weaning weights even more

Carcass Weight Trend
than the U.S.

Certainly, genetic improvement in both

countries has resulted in bigger and bigger

daughter weights making daughter weight a

magor component of increased beef production

per cow. Adding 100 pounds to daughter

: _ » . Figure 13: Carcass Weight Increased Through Time.
weight resultsin an additiond 3.6 billion pounds
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of beef.*?

The primary source of productivity

gansis heavier weights. Over the past 20

years, while annua prCXjUCtIVIty gans have CATILE IMPORTS FROM CAMADA AND MEXIGD

EHHLAL
Fo..

averaged 1.8 percent, weight gain has i ——

accounted for 1.1 percent of the total 1.8

percent growth per year. All other productivity — f""w‘*" i,

increases have accounted for about 0.7 e b i

percent per year.® These other productivity

increases involve the ability to produce more Figure 14: Live Cattle Imports From Canada and
Mexico.

caves from agiven number of brood cows

and include fewer non-productive cow days and higher calving rates.

Better husbandry practices have to also be part of the picture and improved heath programs are
contributors. The popularity of daughtering ved calves has decreased so today we are taking ahigh
percentage of al cavesto daughter weights. Findly, imports have to be part of this picture.

Cattle imports make up of all types of cattle — breeding, feeders, and daughter. Most Mexican

exportsinto the U.S. are feeder cattle while Canadaisinclined to export daughter cattle, cull cows, and

feeder cattle into the U.S. In any case, U.S. imports add to the total beef supply produced inthe U.S.

12Assumed 36 million head daughtered annually. 36 million times 100 pound increase comes to
3.6 hillions added pounds of beef. Carcass weights have continued to increase for the last 30 years.

Bhid.
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The issue for this conference has to be 1) the magnitude of the Canadian imports and 2) what
would happen to U.S. beef pricesif al Canadian exports were sold in the world market and none were
soldinthe U.S. 7" | fully expect that these two issues will be addressed by one of the other speakersin
this section.

3. Decreasing Demand For Beef Led To Lower Real PricesWhich Led To Lower Quality
Which, In Turn, Led To Lower Beef Demand

During the 1980s beef consumption in North
Annual Slaughtcr Steer Prices

Americadeclined duein to concerns about human .
et Omaha 1000-1100 Lb Steers
health and grazing pressures on public lands. Poultry and = i e
i
’ T oooh
fish enjoyed increases in consumption due to lower prices , ?‘%::3'{ 7 «*‘
Lo
o v i
and dleged hedth advantages. With red incomes aso : L : ‘ s i |
. — . .\*j!i_nd
40~ ;o
declining in the 1980s, consumers became more cost e " |

L, i E
- AT e ;
g T A D

Thalt s |

conscious and began to pay more attention tothe quality  Regl Cattle Prices (82-84 = 100)
| Omahy 1000-1100 Lh Slaughter Steers

:”"""lm

of meat obtained per dollar spent.

Decreasing demand for beef led to continud -
ol
decreaseinthered priceof beef . Whilenomind steer ™[ | e P
IR we F
_ ' _ 8| WL e g
prices trended upward since the early 1960s (see Figure TN
. . . B | ;F_urcwl . {’;;‘,i-'f@m
15), inflation drove the redl price of steers ever L D= T T,
R R Ty a1

downward (Figure 16). By 1995, the red steer price
Figure 16: Red (Inflation Adjusted)

Slaughter Seer Prices 1949-1995.

“Persona conversation with Jm Robb, Livestock Market Information Center, October 19,
2000.
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was one-half of steer pricein 1979.

Mog cattlemen totaly missed the impact that decreasing demand for beef and the continued
drop in the red price of beef was having on the ranching industry. Over the last 30 years, ranch after
ranch has been forced out of business by decreasing demand. Consolidation of beef ranchesinto larger
ranches has been one way of coping with decreasing rea beef prices.

To remain competitive a theretail level, beef producersin the U.S. and Canadahad to lower
production costs. The primary structura change ingtigated was the introduction of continental European
breeds with sgnificant increases in Sze and cutability of beef animas. The genetic drive of the 1970s
and 1980s was to increase weaning weights, carcass weights and to produce beef more efficiently. This
focus on increasing weaning weights lead to the rise in popularity of producing USDA Sdlect qudity
grade beef.

In 1986, USDA changed the name of existing beef quality grade from Good to Sdlect and the
amount of beef graded Sdlect has increased markedly since that time. In 1986 only 1.3 million pounds
per month of Select beef were graded as compared to 30.2 million pounds per month in 1999.%°
During this time period, the production of Choice beef has remained relatively stable at around 46
million pounds per month.

Increased use of the USDA beef qudity grading system reflects heightened consumer demand

for quality information and segregation at theretal level. According to USDA data, over 90 percent of

BJayson L. Lusk and ThomasL. Marsh, “Wholesae Demand For USDA Qudity Graded
Boxed Beef And Effects On Seasondity.” Sdlected paper, Western Agricultura Economics
Asociation Annud Mesting, Vancouver, British Columbia, Jun 29-July 1, 2000.
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beef from steer and heifer daughter was qudity graded in 1999 as compared to just 67 percent in 1986.
In amarket of increasing differentiation, USDA beef qudity grades played an important rolein
digtributing qudity throughout the marketing chain and providing sgnas to cattle producers of consumer
desres at theretall level.  Although the amount of beef graded has increased markedly, not muchis
known about the price sengtivity of the USDA beef qudity grades or the substitutability between grades
and among other meat products.

Recent published research has shed some light on beef demand.’®  For example, chickenis only
a subgtitute for Select beef, not choice beef. Thus, chicken may be substituted for low qudlity, but not
high qudity beef. These researchers reported that their pork and chicken statistical estimates suggest
that pork and chicken are compliments.

Research shows that the two beef quality grades are good subgtitutes for one another during the
fdl and winter. However, during the summer Select beef is not a substitute for Choice beef. Apparently,
retailer demand for Choice beef cannot be met by changes in relative prices of lower quality beef during
the cookout season. In addition, demand for both Choice and Select beef becomes much more indastic
(% change in quantity demanded verses % changein priceis lessthan 1.0) during the spring and
summer then during the fal and winter.

Increasesin retall beef price have negative influences on the amount of wholesale pork and
poultry demanded by the meet retaller. Increases in retail beef price have as much, if not more, of an

impact on wholesale pork and chicken demand than equivaent changes in wholesale pork and poultry.

| bid.
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A previoudy unreported result, presented in the above study isthe cross price dadticity
between Choice and Select beef. Resultsindicate that a 1 percent increase in the price of Choice beef
Is associated with a 0.28 percent increase in the quantity of Select demanded while a 1 percent increase

in the price of Select is associated with a0.19

percent increase in the quantity of Choice

B —
demanded by mest retailers. Price changesin ’r m o

e

Choice have alarger impact on the quantity of a S T N

Sdlect demanded than the reverse. al . 1 —e —

The same patta-n Of b%C danmd me@/ —vacless Bkl lukin=atior i Cnae
Figure 17: Percent Cattle Grading Choice &

apply to producers marketing fed cattle. If the  Select 1993 Thru Mid 2000.

same seasond fluctuations in beef demand are transmitted to the farm levd, cattle producers, as a
whole, may be able to benefit from timing the feeding of cattle. Feeding cattle to heavier weights during
the spring or summer to achieve the Choice quality grade may prove to be a profitable strategy.
However, if the seasond pattern of beef demand is not transmitted to the farm level, packers may be
capturing economic surplus. Packers may be able to take advantage of changesin retailer demand for
qudity graded beef by increasing its margins through strategic seasond  cattle purchasing.

The 1995 Nationa Beef Quaity Audit (NBQA) suggested that current USDA qudlity grading
system segregates carcasses into: 1 percent Prime, 47 percent Choice (11 percent upper 2/3 Choice

and 36 percent Low Choice), 47 percent Select, and 5 percent Standard.'” Saughter qudity in the

1K enneth Eng, “ Conference Focuses On Optimizing Performance, Improving Feeding
Efficiency,” Page 16, Feedstuffs, April 15, 1996.
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1995 Audit quality actualy decreased from the earlier 1991 NQBA. Based on USDA 1974 data, the
percent cattle grading prime and choice decreased 36 percent form 1975 to 1995. Decreasing demand
since 1975 has paralded this beef quaity decrease since 1975.

During the 1990s, the percent of the carcasses grading Choice went down (see Figure 17) while
the percent of the carcasses grading Select went up. It appears that today’ s beef industry is currently
living with the cost cutting continental genetics brought on board in the 1970s and 1980s.  The net result
of dl of thisisthat the market is demanding more choice cattle and producers are producing more salect
cattle.

Thisisfurther demonstrated by looking at Kansas State University’ s Choice/Sdect Price Spread
Index (Figure 18). The choice/sdlect price spread has

followed a distinct pattern. The Choice/Select prices

Choice Minus Select Box Reet
Price Spread Seasonal Index

index is low during the first four months of the year

suggesting tht the Choice/Select prices spread islow. 3 W

By May, theindex getslarge and stays large the rest of _; O % - ::; :M —
the year peaking in November.®® The price spread | ;""" T e B e e
tends to be widest in the fall, especially in October. Figure 18: KSU Choice/Select Index.

A large index suggest alarger Choice/Sdlect price spread. This Kansas research suggests
that during 8 out of the 12 months the discount for select cattleislarge. Once again, the market is

sgnaling that it wants choice cattle. The Choice-Select price spread averaged $15.09 per

18Get this footnote from ??
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hundredweight in October 1999.

To adequately meet the needs of dl customers, the U.S. beef industry should produce cattle
grading 7 percent prime, 21 percent upper 2/3 Choice, 34 percent low Choice, and 38 percent Select
carcasses.’® Retailersindicate that 50 percent of the beef marketed through their stores must be Select
to meet consumer needs. Exporters, on-the-other-hand, say they need 30 percent prime, 42 percent
upper 2/3 Choice and 28 percent low Choice with no sdlect to satisfy their customers. Food service
representatives need another product mix different yet from retailers and exporters. Market
segmentation and targeting will be increasing necessary for ranchers to efficiently match production
resources to consumer product targets.

Demand for qudity graded beef at the retail level has resulted in beef packers offering cettle
producers premiums and discounts based upon the quality and yield grades of ther cattle. With the
current flurry of marketing aliances, it behooves aliance participants to understand how the market’s
demand trend for choice beef isin direct conflict with the past genetic performance trend in the industry.
Thisdl suggeststhat, as the quantity of Choice daughter cattle goes down, price premiums for Choice
catlewill go upward. Meeting the demand for Choice cattle might have to include importing Choice
cattle from Canadian daughter plants.

4. The Good News|s That Demand May Belncreasing

PWarren Kegter, “Consistency’s The Quest,” Pg 46-47, Beef, November 1996.
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The mogt exciting news impacting the North
Feelirirary 1999 Tyl

i - - . Dliat el Dunsnid Might Be Lsproviayg
American beef industry is the apparent recent turn around in S D M Be T provhug

Fmio | Cal P‘ Livn -'Mr :I wad :Imrl:m 3

beef demand. Kansas State University researchers have "

documented 1) the magnitude in the drop in demand during I |I

the 1990s and 2) the apparent turn up in demand towards

S A acwe & S s

the end of the decade (see Figure 19). Figure 19: Demand Turned Around in

i : : 1999 and Remained T _
Let'sfirst look at the decrease in demand during the and Remained To Date In 2000

1990s. Aspointed out in Figure 19, Year 1990 was set as the base of 100. By 1997, retail beef price
was down to 83 percent of what it would have been if demand had stayed at the 1990 level. This
represents a 13 percent drop in demand over the 7-year 1990 to 1997 period.

Beef cutout demand went down 30 percent over this

same 7-year period. Live daughter steer demand also went

Aond Stveng el Aupsln Lo 2000 l

down 30 percent over this same 7-year period. All three

demand values went down even morein 1998. ' '1._.!

The apparent turnaround in demand is illugtrated in the Ll

1999 and preliminary year 2000 data as both years shown by Figure 20: Demand Incresse

_ _ _ Sgnd Has Been Received.
increasesin dl three values (see Figure 20). By June 2000, the

retail beef index went up to 91, beef cutout went up to 83 and live steer price went up to 76. While two
years do not make atrend, this gpparent increase in demand is the best news that the beef industry has
received in many, many years.

5. Ranchers Are Now Marketing Beef Cattle On An Up Market
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Figure 21 presents my opening dide that | have used over the past year in my beef producer
mestings. Note the champagne bottle on the dide. Note
the fig-of- money on this dide. Why would | begin my

beef presentations with a bottle of champagne and afig-full , .

e, e

. Hy 2
A=Yy 2 Ty
of monqﬂ f., H’__‘-”'“u ]]Il;—_‘_llv‘::.}: %
. I'ratessor Emeritng
7 Niwlh Daknin Sake Uiversily

After showing the bottle of champagne and the fis-

Oetber 2000
of-money to last year's audiences, | have asked the

question: “ARE YOU READY TO MAKE SOME Figure 21: Introduction Slide In R

MONEY 77 Fresentztions

It isinteresting to see the response | get from beef producers. Ten to twenty percent respond by
vigoroudy sheking their head yesand immediately echoing “You bet!” Therest are either in shock
that | would ask such aquestion or in complete dishdlief of the whole question.

Findly, I bring attention to the relaive profitability
of beef by asking: “What other commodity group could |
gand in front of in year 2000 and ask if they are ready to
make some money”? | certainly would not do it with
whest producers. | assure you that | would not do it with
corn producers. | would not do it with swine producers

nor dairy producers. My whole point with al of thisis

that the beef cow industry is currently positioned in the

Figure 22: North Dakota Caf Planning
cattle cycle to have severd very favordbleyears. Letme ces 1990 thru 2008.
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summarize dl of this by stating that the beef business goesin 10-year cycles and we entering the upward
phase of the current beef price cycle.

Figure 22 presents my current planning prices for North Dakota beef cow producers. These are
October’ s average monthly prices for 500-600 pound steer calves marketed in Western North Dakota.
The left- hand side presents history from 1990 through year 1999. The right-hand sde presents my
projected planning prices for years 2000 through 2008. These projections suggest that we will see steer
calf prices trend upward for the next 2-plus years reaching a peak October price in year 2002. When |
revise these numbers later thisFall, | fully expect the drought of 2000 will have shifted the projected
October peak planning price to 2003.

Let' stake amore in-depth look at short-run feeder caf planning prices. Weekly the Extension
Economics Section, Department of Agribusiness and Applied

FProjected Fall Price Comparison

Economics, North Dakota State University, posts Futures based 12—

sl L S
planning prices centered off the weight/price spreads of last Fo | 1_1_-:[._1;_:‘__ -|+ _L L s
" i S e I:qu 1

week's feeder cattle auction sdles?® Figure 23 compares RELTRE R “mmj LLJ;

October's 1998, 1999 actual feeder steer prices with October ~ Figure 23: Western North Dakota
Feeder Calf Pricesfor Oct 98-01.

projections for 2000 and 2001 for feeder steer weights ranging

from 400 to 925 pound feeders.

Two price trends are evident in Figure 23. First, feeder steer prices for dl feeder weights have

trended upward from 1998 through 2000 and are projected to continue this trend into the Fall 2001.

20: The web page is www.ag.ndsu.nodak.edu/cow under the “weekly prices’ hot button.
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Second, chegp feed grains, and the resulting low-cost gains, are driving the price of light-weight feeder
caves up relaively more than for heavier-weight feeders.  Thisis evident by the clock-wise rotation of

the price line in Figure 23.

SEASONAL FEEDER CALF |5-00LE} PRICES U.S. and Canadian cattle prices are linked and
MANITORA, 1997- 99 VS 5-¥R AVERAGE

Canadian beef cow producers have also experienced upward

trending fall calf prices (see Figure 24). The Manitoba chart

a0 illudrates the generd upward trend in the Canadian feeder

— e CaAlf prices since January 1998,
e

T T
o Y mpe W Cr Tl own Bp el B T
Caraare o, malnas: sl ST Lnienged gramme st el d Tl

Figure 24: Manitoba, Canada Feeder
Caf Prices Also Trending Upward

6. Value Of The Canadian Dallar
Exchange rates can have amgor impact on trade. Since the U.S. dominates beef production in

the North America, Canadian beef markets are tied directly

ALBERTA FED STEER BASIS

into U.S. prices.
Alberta/Nebraska - cash fo cash

MONTHLY CANAD/AN DOLLAR When you talk to

JHH9R0 - ALIGISE
CaME L3 TERYS N an Alberta cattle

EX: - —_— ——_—— —— .

feeder, they will
B T e
generdly quote A '
their market prices  F1gure 25: AlbertaMarket Price Basis
T e em AR M e s To U.S. Cash Prices.
ZINET il e MK % Nd)rw(a
Figure 26: Canadian Exchange Rate ) _ _ _ _
1990-1996. Direct Saughter Cattle pricesminusabasis.  Figure 25
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suggests that the average AlbertalNebraska basis ranges in the minus $6 to $8 per hundredweight.
Economic theory suggest that transportation costs make up alarge share of the Alberta/Nebraska basis.

Canada experienced a dramatic drop in the vaue of the Canadian dollar from 1992 into 1996
(see Figure 26). Since Canadian beef prices are linked directly to U.S. prices, adecrease in the vadue of
the Canadian dollar trandatesinto a direct price increase for Canadian beef producers. Therdative low
vaue of the Canadian dollar snce 1996 may well have been the single largest contributor to the
increased Canadian beef exportsto the U.S. during the 1990s.

The high vaued U.S. dollar in the |ate 1990s worked like a huge vacuum cleaner that “ sucked
in” commodities from al over the world. Examples are Austrdian feeder cattle via Mexico, world barley
into the West Coast, Canadian whest into the U.S,, etc. During the tough times of the mid-1990s, beef
and cattle smply moved to the region of the highest prices.

7. Cattle Cycles Impact Beef Production

Beef cattle prices go in 10-year cyclesthat correspond

LS. CATTLE FFICES

to each decade. History demonstrates that we can expect a“U” b B

or “V” beef price cycle each decade. Cattle prices start the

RRANE i I
decade with high prices and moveto bottom inthe mic-decade [ L ;‘ ﬁxﬁf o
’ c . -~ :f
only to increase again towards the end of the decade. Figure \
27 illugtrates the “V” shaped price cycle generated in the bR e R

Figure 27: US Cdf, Feeder, and
decade of the 1990s. The magnitude of the price depressonin  Saughter Prices In 1990s.

1996 isbest illustrated by the fact that feeder calf prices per hundred weight went below the price of

daughter steers.
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For 22 years and two complete cattle cycles | had talked about 1974 being aunique timein
history when caf prices per hundred weight averaged below daughter cattle prices per hundred weight.
Twenty-two years and two cattle cycles later it happened again. 1n 1996, the average price of feeder
caves went below the average price of daughter cattle. Both record lows—the 1974 and 1996 lows —
were brought on by record feed grain prices.

8. Economic Hurt In The U.S. Beef Cow Industry Triggered The Border Dispute

The economic impact of the 1990's price depression was devastating for beef cow producers.

Figure 28 presents the average profit? per cow earned by North
Beot € Profits o "L he 19940

Dakota s Farm Business Management Association Members. lurth Dbt T Rasiness Maigrme Theny
Profit per cow was high in the early part of the decade averaging i i i I
g
$152 to $192 per cow. . - 5 “ 2
Nineteen-hundred-and-ninety-four sgnaled the beginning . -

of the down turn with a 74 percent drop in profitsin that year. Figure 28: Average North

. . Dakota Beef Cow Profits During
Average profits even went negative in 1995 and went even more The 1990s.

negative in 1996. Average profits came back positive in 1997 and 1998 and turned upward
congderably in 1999. Profits are projected to come back even morein year 2000 with my projection of
$130 to $150 per cow average. Better times are returning.

An important point for this conference isthat we recognized the fact that over the five-year

period — 1994 thru 1998 — North Dakota producers earned an average profit of only $3 per cow

2IProfit here is defined as the earned returns to unpaid family and operator |abor, management,
and equity capitd. These are the three resources that a ranch family contributes to the ranch business.
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annudly for thisfive year period. Yes, there was consderable hurt throughout cow country!

A dgnd that besf cow profit margins are getting smaler and smdler isthe fact that this 5-year $3
average in the decade of the 1990s compares to the 5-year average low of a positive $33 for the
decade of the 1980s. Infact, none of the 1980 years averaged below zero while two yearsin the
1990s averaged below zero.  Clearly, something was rasing havoc with the beef industry!

9. R-CALF Comes About AsA Response To The Economic Hurt

With caf and fed cattle prices in the dumpster, northern state' s cattle producers were angry.
They could see truck load after truck load of Canadian cattle heading south on Interstate 15 to U.S.
daughter plants and it was natural to associate these truck loads of imported cattle with the decade’ s
low cattle prices.

In May and June of 1998, concerned producers began gathering, first in smal neighborhood
groups of 20to 30 ranchers, later in groups as large as 500 to 1,000, to talk about one of the
perceived causes of the problem —  the steady stream of cattle-laden trucks heading south across the
Canadian border. Those trucks were like rubbing sdt in an dready deep wound.

Out of those gatherings came R-CALF (Ranchers-Cattlemen Action Legd Foundation), a
voluntarily funded, nonmembership grassroots movement. R-CALF asked the Internationa Trade
Commission and the U.S. Department of Commerce to investigate and enforce trade laws relative to
importation of Canadian and Mexican ceattle. They were seeking antidumping enforcement or

countervailing duties or both. %

??Rod Fee, “Beefed-up Border Battles” Livestock Editor, Successful Farming, December
1998, page unknown.
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The beef cattle import issue came to a head when the Governor of South Dakota refused entry
to dl trucks carrying Canadian grain, cettle, or swinein the fall of 1998. A number of neighboring states
supported South Dakota by performing truck ingpections, thereby making transportation to market
more difficult. The U.S. action highlighted a number of Canadian barriers to US imports

The Department Of Commerce ruled in July 1999 againgt Canada and dleged that Canadian
caitle were being “dumped” into the United States cattle industry. At thistime, anti-dumping tariffs (see

Figure 29) were levied on Canadian live cattle entering the U.S.

23 “policy Update: CanadalU.S. Trade,” June 1999. Web page Manitoba Agriculture And
Food.
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Figure 29: Import Duties Issued By Dept Of
Commercein July 1999.

On November 9, 1999, The United
States Internationa Trade Commission (ITO)
made a negative fina determination, finding that a
U.S. indudtry is neither materndly injured nor
threatened with materid injury by reason of
imports of live cattle from Canada that the U.S.

Department of Commerce had determined are

WASHINGTON, July 2 (Reuters) - The Commerce
Department has issued a preliminary ruling that will
impose anti-dumping duties of as much as $50 per
head on imports of live Canadian cattle,
according to industry and government officials.

The ruling, issued on Thursday, means that
companies will have to pay duties ranging between 3.9
percent and 6.81 percent on cattle exported across the
border.

Most companies will pay duties of 4.73 percent,
the Commerce Department said.

The dumping complaint was filed last November
by the Ranchers-Cattlemen Action legal Foundation
known as R-CALF.

Leo McDonnell, a Montana rancher and
president of R-CALF, said the ruling meant that some
importers would have to soon start posting bonds for
as much as $50 per head.

‘Itisgood newsfor U.S. cattlemen,” he said.

Under U.S. trade law, the next step will be afinal
determination by the Commerce Department in
September. If that decision also finds dumping
occurred, the case goes to the U.S. International Trade
Commission for a determination of how much harm
was suffered by the U.S. domestic industry.

News Reease Announcing Anti-Dumping Duties.

sold in the United States at lessthan fair value. Asaresult of the negative determination, the U.S.

Department of Commerce decided to not impose antidumping duties on these imports2* On March 9,

1999, R-CALF decided to withdraw separate appeds relating to the dumping cases it filed against

Canada and Mexico.

2|TC News Release 99-156. Inv. No. 731-TA-812 (Find).




10. Post-Blockade Trade Actions

In spite of the ITC find ruling, trade concessions were accomplished.  Discussons triggered by
the border dispute produced a Canada/U.S. Record of Understanding (ROU), which included a
17-point action plan addressing a number of trade issues® The ROU regffirms both countries
commitment to the WTO and NAFTA Sanitary and Phyto-Sanitary agreements, and encourages
provinces and gtates to increase dialogue on agriculturd tradeissues. Most importantly, the ROU dlows
for US swine to enter Canada, permits shipments of US grain on the Canadian rail system to find
dedtinations in the US, improves access for US farmers to primary eevatorsin western Canada, and
encourages greeter pesticide harmonization.

In the summer of 2000 a Cross Country Beef Summit formed between Canadian and U.S.
cattlemen.?® The cross-border group — made up of the Alberta Cattle Feeders Association and Pacific
Northwestern Economic Region Organization -- identified key problems facing producers on both sdes
of the border. They prioritized issues for industry reps to collaboratively work at resolving. Animal
hedth, anima identification and equitable business environments were highlighted as key issues. Year-
around access for U.S. feeder cattle and anima health-related barriers to 2-way trade were seen as
priority topics needing prompt attention. In al, 19 actions teams were formed to uncover the facts of

their assigned issue and report back to the total group. Stay tuned.

20p. Cite. “Policy Update: CanadalU.S. Trade.”

26 Cross-Border Beef Summit Forms Action Teams,” Canadian Cattlemen Magazine, page 48,
August 2000.
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11. One North American Beef Industry

Some of us are suggesting that we need to combine the U.S. and Canadian beef cow herds into
one beef industry and manage this industry as asingle North American Beef Cow Herd. While the cow-
cdf sector in unique asit exitsin virtualy every state and province in North America, feeder calf prices
track closaly suggesting that the feeder calf sub-sector is continental in scope?” Even the feedlot
indugtries of the two countries made Ssmilar historical moves. The U.S. feedlot industry moved from the
Eastern Corn Bdt to the Centra and Southern Plains over the last 40 years and the Canadian feedlot
industry has also moved from Eastern Canada to Western Canada, specificdly, Alberta. Both are
centering around large, specidized feedlots that purchase most if not dl feeds feed.

12. Canadian Quality Grading System Adjusts Towards U.S. Systent®

Since 1972, the Canadian beef grading system has encouraged a tremendous reduction in the
amount of fat on beef carcasses. But, by 1987, consumer responses indicated that the tenderness of beef
was a concern and, in 1992, the grading system was atered to include a measure of marbling and to
make it partly compatible with USDA beef grades. The system was atered again in 1998 to include
Canada Prime to dlow for competition with the higher qudity beef in the US. The Canadian beef qudity
grading system is based on the amount of marbling in the loin muscle between the twelfth and thirteenth
rib. Marbling is the fat that is deposited within the muscle. The marbling requirements for the Canadian

Qudlity grades are asfollows:

27Bill Schissdl, Ken Mathews, and Ken Nelson, “The Cow-Calf Industry In Canada And The
United States: A Comparison.” Page 177, Can J. Agric Econ, 1995 Specid Issue.

8Quoted from the Dr. Boles Paper.
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A - must contain & least traces of marbling
AA - must contain dight marbling (requirement for USDA Sdlect)
AAA - contains smdl or greater marbling (requirement for USDA Choice)
Canada Prime - dightly abundant marbling or greeter (requirement for USDA Prime)
All A grades are from youthful animas with bright red, firm and fine grained muscle and
fat that isfirm and white. The qudity grade (A, AA, AAA or Canada Prime) is marked on each of the

four quarters of the carcass within amaple leaf badge.
Part I1: Two Critical Trade Issues Remain

1. Country Of Origin Labding

Now that the long-run trend for calf prices has turned up, the Nation’s unrest with respect to
beef imports has settled down. There are, however, two trade issues that are till on the minds of U.S.
beef cow producers. These are 1) country of origin labeling for meat and 2) the use of the Grade
Stamp on imported mest.

Country of origin labeling has become a very popular ideawith producers as Canadian cattle
continue to move across the border and are daughtered in US mesat packing plants. The country of
origin labds would affect this trade only if you put aminimum timein the US.

Thereis a perception that the incongstency in the meat supply is caused by the imported
product from around the world. Thistheory would work if the imported product were being used for
table cuts.® However, thisis not true. Countries like Austrdia and New Zedland would like to label their

products in the market. They believe in the quality and consistency of their product and would like to see

2Dr. Jane Ann Boles, “International Mest Issues,” Bovine Connection Proceedings, Dec
1999. Dr. Bolesis member of the Anima and Range Science Department, Montana State University.
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country of origin labels.

The mgority of the product imported from countries like New Zedland and Audtrdia are used
for processing, It isanecessay part because it isvery difficult to get sufficient domestic lean trim
product necessary to manufacture the processed meat products demanded in today’ s marketplace.
Thisis part of the reason mest processors are againgt the country of origin labeling. What would be the
country of origin if you have 1/3 foreign beef and 2/3 locd?

b. Use Of USDA Grade Stamp On Imported M eat

Redtricting the use of USDA qudity grade slamp to only U.S. product has been atop agenda
item for cattlemen across the United States. Larry Meadows, Chief of the USDA Meat Grading
Divison, sad that in 1999 there were only sx Canadian plants involved in importing any carcasses. In
2000, 95 percent of the carcasses were coming from two plants. These two plants are close to the
U.S. border. Meadows aso suggested that the reason for importing the Choice carcasses is that the
U.S. does not feed enough choice besf.

R-Cdf contends that these cattle should not be alowed to receive the USDA Stamp. R-Calf
has met twice with Presdent Clinton and discussed this Stamp issue. The Clinton Adminigtration has
announced that it will take the necessary steps— by the end of the year — to require that USDA stop
applying its quaity grade stamp to imported meat.*® The beef industry is currently in a heated debate as

to how thiswill be implemented. Stay tuned.

30“R-Caf Supports Clinton’s Decision To Restrict Use Of USDA Grade Stamp,” Sidney,
Montana Hearald-Leader, Web page July 30, 2000.
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Summary

So... Are Canadian Beef Imports Contributing To The Problem?3*
Canadais both amgjor destination for U.S. beef in the East and amgor foreign supplier of beef
inthe West. During the last 10 years, U.S. imports of beef and veal from Canada grew from 243,564
animd equivaentsin 1988 to 1.018 million anima equivadentsin 1997. Canadian net imports (imports
minus exports) beef and ved have ranged from a negative 51,200 anima equivaentsin 1991 to a
positive 614,500 animal equivaentsin 1997.

Combining live animd trade with meat trade illusirates thet the U.S. total imports from Canada

have risen in the last decade while U.S. tota beef exports to Canada rose in the early part of the decade
and since then have remained rather stable. In summary let me share the import/export numbers. In
1997, Canada exported 1.38 million head of cattle to the U.S. In addition, beef and ved exportsto the
U.S. totdled ancther 1.018 million anima equivaentsfor atotal of 2. 4 million animd equivadents coming
south. The U.S. exported approximately 500,000 anima equivaents north in 1997. Thisnetsout to 1.9

million animd equivaents coming south in 1997.

If Canadian imports had been eliminated, tota U.S. beef supplies would have been 2.1 percent
smaler in 1988 and 6.6 percent smaler in 1997. On the other hand, if U.S. imports plus exportsto

Canada were diminated in 1998, total U.S. beef supplies would have been about 1.9 percent smadler.

31For a complete discussion on this topic, see Harlan Hughes, “Are Canadian Beef Imports
Contributing To The Problem?’ Market Advisor September 17, 1998. Available at
www.ag.ndsu.nodak.edu/cow/Ismanews/09-17-98.htm.
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Without Canadian beef trade in either direction in 1997, U.S. beef supplies would have been 5.6

percent smaller.

Using a crude 1.6-percent price flexibility, a 5.6-percent drop in U.S. beef supplies could result
in a9-percent increase in U.S. beef prices. For $60 per hundredweight daughter cattle, 9 percent would
be $5/40 per hundredweight, or $65 per 1,200 pound daughter animal. If Canada were to sdll that meat
on the world market, we probably would see U.S. exports to other countries go down, reducing our

beef prices back toward today's $60 cattle.

As dated in 1998, It is my professiona judgement that banning Canadian imports would not
have solved the 1990s price problem brought on by the record meat (beef, pork, and poultry) supplies.
The answer to the record North American beef production, and the resulting low prices, is some form
of supply reduction.

| believe that the marketing system is currently signaling a reduced beef supply. Cattle feedersin
both countries, however, are doing everything in their power to increase beef production through
heavier carcass weights®? In spite of cattle feeders, beef supply is projected to be on itsway down in
2001 and beyond, and beef prices are projected to remain strong or get stronger through year 2003.

The catle cycle of the 1990s and its resulting beef price cycle of the 1990sis dive and well.
The chdlenge to the beef industry isthat there will be another cattle cycle, and another beef price cycle,

in the decade of 2000. It will be interesting to seeif the beef industry learned from its' experiences of

3\Week of Oct 19* U.S. dressed weights (755 Ib), +18lb over same week in 1999, Canadian steer
weights +4 Ib. on week(849 Ib.). Source: Canadian Western Feedlots Ltd Newsletter, Oct 20, 2000.
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the 1990s.
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