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U.S. Commodities Markets
USDA's January Biannual U.S. Cattle Inventory Report:
Structurally Short Beef Cattle Supplies

e TheJanuary 1 Cattle Inventory report reinforced the structurally tight supply Walter Kunisch
narrative that has been present in the U.S. beef cattle complex during 2022. Senior Commodities Strategist
The report illustrates that the prolonged drought throughout the western and fg,éfifnxgh@h[//topsewrmes_Com
southwestern states has led to aggressive culling of beef cattle breeding herd,
cows, and heifers, which has ultimately led to a smaller domestic calf crop.
o The data showed no signs that the beef cattle breeding herd is expanding.
o Overall, we believe the supply reductions will impact the price of feeder cattle and
live cattle from Q3'22 and into 2024/25.
o The data does not change but reinforces our live cattle futures price outlook for
2023.

Heifers for beef cow replacement was the second lowest since 1951

The reported 5.1637 million head (mh) of heifers for replacement represents a 5.8% YoY
decline. This was the largest single year drop going back to the January report in 1985.
This data point profoundly impacts and limits future supplies of feeder and live cattle well

intg 2024. Of the major, minor, and tertiary cattle prod.ucing states, only Missouri showed Overall, we believe the supply
an increase from 2022. None of the core cattle producing states: Texas, Kansas, Oklahoma, reductions will impact the price of
Nebraska, South Dakota, lowa, Montana, and Wyoming showed an YoY increase in the feeder cattle and live cattle from

number of heifers for cow replacement. Data from the west coast states (California, Q322 and into 2024/25.

Oregon, Washington) was unchanged from 2022. We see drought mitigation in late 2023
helping with this stabilization.

January 1 Heifers For Beed Cow Replacement
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With no expansionary signals we view the heifer replacement data as a bullish input for
future feeder and fed cattle prices.

Domestic calf supplies remain tight

Both the 2022 calf crop and the reported number of January 1 calve inventory figures
exhibit the anticipated structural tightness. The 2% YoY decline of the 2022 calf crop was
the second largest since 2012. The reported 13.6mh calve inventory figure was the third

smallest going back to 1950.

January 1 Galf Inventory
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2022 calf crop data showed that supplies in the primary northern and southern cattle
producing states had declined from 2021. Supplies in the western states, California, and
Oregon, showed no changes from 2021 and Washington experienced a slight decline. The
calf crop in Missouri and South Dakota also showed signs of stabilization.

The U.S. cattle herd is at historically low levels and could be bottoming

The reported Jan. 1, 2023, 89.3 mh, -3% YoY, was not a surprise. On a relative basis

the herd size is the lowest since 2014 and the second lowest since 1952. As the 2023
domestic weather pattern transitions from La Nina to a neutral and a growing probability
of a mild El Nino during H2-'23, the drought that has engulfed the southwest and the
western states will dissipate. As moisture returns to these regions, pasture conditions will
improve, corn and row crop yields will trend higher, and the U.S. beef cow/calf producer
will start to retain heifers for breeding.

Both the 2022 calf crop and the
reported number of January 1
calve inventory figures exhibit the
anticipated structural tightness.

2022 calf crop data showed that
supplies in the primary northern
and southern cattle producing
states had declined from 2021.

As the 2023 domestic weather
pattern transitions from La Nina to
a neutral and a growing probability
of amild EI Nino during H2-'23,

the drought that has engulfed the
southwest and the western states
will dissipate.
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January 1 All Cattle & Calves
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Takeaways:
o Wedon't view the YoY decline in the beef cattle breeding herd, and the number of
heifers retained for breeding as a surprise. The USDA's higher frequency data points We don't view the YoY decline in

during the second half of 2022, H2-22, has been illustrating the speed and depth of t/;e beefzamiire?d’”g h?rd';]fd

the liquidation of the female feed stock. 2;:;,:; ;Srgsuf;;gemme o
« Except for Missouri, which has not experienced the same intensity of the La Nina

driven drought as the northern, western, and southwestern cattle producing states,

the lack of material expansionary greenshoots will help maintain the structural

bullish price narrative of listed feeder and fed cattle futures.
o We use the inventory data to help provide board guidance about the status of the

US cattle herd.

Live Cattle Futures Prices
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Trading on requlated commodity exchanges inherently involves risk of loss and is not suitable for everyone. The leverage
created by trading on margin can work against you just as much as it can benefit you, and losses could exceed the entire
investment as well as additional cash deposits. You may be required to immediately provide capital upon notice to maintain
any or all open positions, and failure to do so in a timely manner could result in penalties, liquidating debit balances,
unforeseen financial obligation and the loss of opportunity sought by participating in the commodity futures and options
marketplace. Only risk capital should be considered for alternative investment or speculation. Before opening an account
you should seek advice from related associations, requlators, certified public accountants, industry professionals and other
trusted advisors. Be certain that you understand the risks and can withstand the potential losses associated with SWAPS,
futures, options on futures or any other derivatives or cash commodity transactions in which you intend to participate.
HTSCommodities may not represent, guarantee or warrant that you will profit from any trading activity nor that realized
losses will be limited whatsoever.

The paper/commentary was prepared by HTSCommodities for informational purposes only. This paper represents historical
information only and is not an indication of future performance. Nor is it a recommendation or solicitation or any specific
product. This material has not been prepared in accordance with the guidelines or requirements to promote investment
research, it is not a research report and is not intended as such. SOURCES: Bloomberg, U.S. Department of Agriculture,
Commodity Futures Trading Commission, National Oceanic and Atmospheric Administration. Sources available upon request.

Principals, managers and some associates are registered with the National Futures Association (NFA) and all members
participate as part of an independent Introducing broker in good standing. Members operate under the governance and
qguidelines of the Commodity Futures Trading Commission (CFTC) and are authorized to represent multiple futures clearing
merchants or FCMs for the benefit of clients’ selection and or suitability.
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