
ceD
CooDcrttrr
Erl!nrlon S!rvic!
lJnrversrly ol llInors
al Urbana ChamparOn

UTGGKGT
@OJITG@@K m

!
nOeparlmenl ol Agricultural Economics

Colloge ol Agriculture
Universily ol lllinois al Urbana-Champaign

DAIRY IIIRD BUIOUT TO ITCNETSE BBEF SUPPLI IT I986

I
o
z

Aprl t 9, 1986

DETAILS 0F THE DAIRY HEnD BUY0UT PRoGRAM announced on March 28 took the Futures

market by eurprise. The USDA accepted bids that yould result in the slaughter of

1.3 million coss and heifers, Uith ttro-thirds oF this Iiquidation taking place

before August 30, 1986, projecLed beef supplies should increase by about 4 percent

during the nexL t!,o quarters. Futures prlces for dlstant months have declined

sharply. The increase in supply rill reduce averaSe prices below previous proJec-

tions, and remaining uncertainty in the market about vhen thls supply ulll appear

may cause prlces to fluctate.
Accepted dairy Iiquidation bids Ui11 result in the slaughter of 951,619 corrs,

3r17,789 heifers, aod 257,995 cal.ves. Dairy producers submiLted bids to the USDA

that specified the tlming of dairy herd slauShter duri.ng one of three periods:

April I to August 30, 1986; september l, 1986 to February 28, 1987; and March I to
August 31, 1987. During the next six months, 633,176 cows l.ill be slaughtered.
There is more Fl.exibility in the tininB of the slaughter for unbred heifers and

calves. The 215,970 heifers and 165,900 calves included in flrst-period bids mus!

be slaughtered by September 30, 1986. The toLaIs for the next two perlods are

much smaIIer. For the second period--from September to February, 103,98tt covs,

41,899 heifers, and 3,737 calves !,iII be slaughtered. In the final perlod next

yeat,21!,q59 cows, 89,920 heifers, and 61,358 calves wlll be slaughtered.

To oFFseL these additional suppl1es, the USDA HlII purchase a total of !00

Dillion pounds oF beef--haIf for domestic food prograns and half For export. Dur-

ing the nexb 6 monLhs, 300 million pounds Hill be purchased. The inpact of these

purchases on the market depends on uhether they replace or add Lo prlvate exports

and consumer purchases.

A very rough esii.mate of the additional supply provided by Lhe program shows

{6{ million pounds of beef entering Lhe market 1n the next 6 Eonths, 80 mllllon
pounds 1n t,he second period next fall and Hinter, and 164 million pounds next

spring and sumoen. The Fi.nst-period slaughter will increase supply by { percent

above oun earlier estimate. In the Uorst case scenario, in Hhich USDA purchases

r.ould have IlttIe effect, proJections indicale that spring and summer prices couLd

range between $50 and $56 per hundredyeiSht Iive steers at 0maha. Prices shoul.d
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recover someHhat in the fourth quarter, rrhen the additlonal supply should only in-
cnease by about 1 percent. These prlce proJectlons are very uncertaln because the

timing of !he dalry herd slauShter r,1th1n the period is stilI unclear. For

exampl.e, if dairy farners delay llquidatlon untll laLe suoner, prices i.n the third
quarter could be qulte LoY.

CaLtLe prlces uere yeak during Lhe flrst quarter of 1986 because slaughter

irelghts uere hlgh and the supply of beef uas larger than that of the first quarter

of 1985. Continued hlgh dressed yeights of over 650 pounds and the dairy herd

buyout ellmlnate ihe prospects for a recovery of prlces 1n the second quarter.

There ls stlll conslderable uncertainty 1n the narket about fuLure supply and

prlces, The llatlonal CattIe Assoclatlon has noved to flle an inJunction agalnst

the dairy herd buyout program. If successful, tt rould alter near-term supply

once agaln. Cattle producers should vatch market informatlon closely in the next

fev months.
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