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MARKET UPDATE
by Paul Dykstra

In the last CAB Insider, we reported on a rapidly retreating fed cattle market scenario.
However, much has changed in the two-week interim. Last week’s $1 to $2/cwt. advance is
just a fraction of what many believe this November market is capable of.

Optimism early this week on news of a potential COVID-19 vaccine spilled over from the
equity market, splashing big positive moves across commodity futures. Live Cattle contracts
were a benefactor, with the nearby December contract nearing $112/cwt. Monday and

Tuesday. — : - -
This week’s spot fed-cattle gfgg{; This | Previous | Previous
market is poised to see higher o Week Week Year
‘éa_'u,es ?ﬁa'“ﬁ with tth?etf?ﬁtOfS Weekly Slaughter 647K 638K 657K
riving the change. First, the .
negative basis will have cattle Fed Cattle Price $107 5105 5115
feeders standing their ground on Steer Carcass Wt. 931 929 906
price, potentially holding cattle. CAB cutout $228.22 | $225.28 | $246.16
stifgr;ﬁéﬁgﬁ;:fﬁgéi“%ﬁ'}“:fen Choice cutout $210.72 | $207.96 | $234.66
more optimism Monday and Select cutout $198.33 | S196.44 | $S208.22
Tuesday. Finally, feedyard show CH/SE spread $12.39 | S11.52| S26.44
lists are trending seasonally lower, | CAB/CH spread $17.50 $17.32 $11.50

appropriate for November, but

likely a more dramatically lower shift than many suspected.

Packer margins are widening again and cutout values are moving upward more rapidly
than their cattle input costs. They’ll be more likely to acquiesce to higher asking prices and

have little basis for argument amidst more optimistic market indicators.

We’re seeing very good demand in the boxed beef market, with last week beginning a
firm foundation. The CAB
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" cutout value was nearly
$3/cwt. higher on the week.
Choice was up by

wao | $2.75/cwt. while Select
x| lagged behind with just a
we | $1.89/cwit. increase.

| 500 Holiday rib business is
driving the price complex to
meet expectations. The
heavy CAB ribeye price has
run higher than a year ago
since August 15t by an
~metaverage of 3.7%.




Carcass Quality Spreads Widen on Seasonal Demand

From a feedyard’s perspective, the fourth-quarter quality spreads are an important
seasonal factor. Many feeders with high-quality Angus genetics in their inventory procure
cattle with the expectation that carcass quality premiums will be near their annual highs
during this period.

The current Choice/Select spread near $13/cwt. is roughly half as large as it was a year
ago at this time. While this seems like a weaker demand signal, we need to take a look at
the supply side to get a clear picture.

The 2019 quality grade trend underperformed 2018 trends beginning as early as May,
only to worsen into the fall. In contrast, the 2020 Choice grade has run higher than
anticipated due to longer days on feed for many cattle through the backlog.

Furthermore, the Tyson packing plant fire a year ago in August had a lingering effect on
boxed beef prices, elevating values through last fall.

The 2020 CAB carcass premium above Choice stands in contrast to the trends noted
above. We've seen a larger percentage of carcasses qualifying for the brand this year, in
keeping with the higher Choice

grading trend. Still, the CAB cutout U.S. % Choice Grade

premium above Choice, while quite 76%

variable, has averaged $7.43/cwt. 74%

higher than a year ago. 72% r/\!.::::’\_,\ /
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spreads when selling cattle on a * 68%

grid. With the Choice/Select spread 66%

at $13.30/cwt. a feedyard could ca%

expect to gain about $3.90/cwt. 135 7 9111315171921 2325 27 29 31 33 35 37 39 41 43 45 47 48 51 53

above the market average, given a Week

70% plant-average Choice base. —2020 —2013 —2018

CAB premiums have ranged as
high as $10/cwt. in recent weeks, but the current grid average at $4.79/cwt. generates a
$78/head premium with the Choice and CAB premiums added together.
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Factors on the Right Track

The October setbacks to Live Cattle futures contracts stymied much-needed fourth-
quarter price momentum from the cattle feeder’s perspective. Fear of the unknown
regarding rising COVID-19 cases became a factor, with potential impacts to both supply and
demand, among other things.

Normally, the fourth quarter brings on higher beef cutout and fed cattle values like
clockwork each year. It appears that we’re on this track again in November, but we’re
beginning the race well behind the starting line, thanks to October’s disappointments.

However, there are some positive fundamental indicators in the market at this time.

CAB carcass weights in the latest data from October 26" were lower by 8 Ib. This data is
one week ahead of the confirmed USDA weights report, so we’re awaiting more information
across the entire fed-cattle sector.

Winter weather has hit the northern feeding region this week, likely slowing feedlot gains
and pulling carcass weights lower in the short term.

If the fall peak in carcass weights at the beginning of November is real, this would
suggest an earlier end to the increasing fall-weight trend than we saw in the past two years.
This would have an encouraging effect on cattle prices, as total production tonnage wouldn’t
be burdened further by record carcass weights.

Also encouraging to the price complex is that beef quality spreads are increasing sharply,
even with quality grading simultaneously on the uptick. Back to basic economics, higher
prices in the presence of greater supplies spells increased demand.
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Don’t miss these recent columns and articles:

o Register for fee CAB webinar
https://www.cabcattle.com/register-for-webinar-getting-to-know-the-brand/

e The lll big things
https://www.cabcattle.com/the-iii-big-things/

Video news releases: CAB® INSIDER is presented in
e Leadership amid change partnership with

https://youtu.be/Pu8yUpA5zlY <t
FEEDYLOT

To subscribe to CAB Insider and Feed-Lot eNews, text the word
“FEEDLOTNEWS” to 22828
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