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SD SWINE INDUSTRY:
CHANGES OVER THE
LAST FIVE YEARS

by

Nicole Klein
Assistant Professor
Livestock Research

The swine industry in South Dakota is in a state of
immense change. Although there is no real way of accurately
predicting where the industry is going in the future, much can be
gained from examining what the industry has done in the past.
Using data from USDA’s National Agricultural Statistical Service
(NASS) and South Dakota Agricultural Statistical Service
(SDASS), this article examines the South Dakota swine industry
over the past 5 years and compares that with what the industry
has done on a national level.

Hog Inventory

Because of a number of factors, not the least of which is
the low prices of 1994, we have seen a significant drop in hog
numbers in South Dakota. Total hog and pig inventory has
decreased by 32% in South Dakota since 1992, with current
inventories at 1,780,000 head (Figure 1). Total inventories
peeked in 1992 at 1,830,000 head and have been decreasing ever
since. Numbers of hogs decreased sharply from 1995 to 1997.
Total numbers have rebounded slightly in 1998 with an 11%
increase over March 1, 1997. This increase came totally from
marketing hogs, as breeding inventories have decreased by 6%
from year ago levels to 150,000 head, the smallest March 1
breeding herd inventory since these estimates began in 1963.
Marketing hog inventories from 1997 to 1998 increased by 13%
to 1,100,000 head, 69% of the number of marketing hogs in
South Dakota five years ago.

This decrease in inventory has dropped South Dakota
from the 8th largest swine producing state in the nation to number
11. Nationally, there was an increase in hog numbers in this time
period. National total hog and pig inventories reached
60,070,000 head as of March 1, 1998. This is a 6% increase from
1992. Marketing inventories increased 8%, while breeding
inventories are 2% behind 1992 levels. That gain in total
inventory was not distributed evenly across the nation. Eleven
states gained hog numbers, led by gains in North Carolina,
Oklahoma, and Missouri. Much of that gain can be attributed to
growth of the very large producers, or integrators, who have
(Continued on page 2)

Figure 1.

BFP FUTURES OFFERING
ABOVE AVERAGE PRICING
OPPORTUNITIES

by
Donald Peterson

Extension Specialist
Marketing & Management

The Basic Formula Price (BFP) futures markets have
offered, and still are offering, some good pricing opportunities.
As a result, use of futures contracts is growing. Open interest (the
number of contracts held by, but not yet offset, by buyers) at the
Chicago Mercantile Exchange has increased from about 650
contracts in mid February to 2150 in early May (a 250% increase
- See Figure 1). This growth has been encouraged by declining
BFP futures prices for the May through August contracts and
dairy producers' recognition of their need for price protection in
volatile markets.

CME BFP Milk Futures Open Interest

CSCE BFP Milk Futures Open Interest (‘ratio adjusted)

.‘_"1

¢

“Esch CME contract = 200,000 pounds of milk, Each CSCE contract = 100,000 pounds of milk
The CSCE open interest was adjusied 1o reflect the ratio of 2:1 between hese wo contracts.

The closing prices for the June, August, October and
December CME BFP futures are charted in Figure 2. Notice the
steep decline and partial recovery in prices for the June and
August contracts. Also, take note of the strong price up trend in
the October and December contract prices. With this kind of
activity in the market, it behooves dairy producers, processors and
(Continued on page 3)




grvvn theough contacting with soall producers. Thinty-nine
states, including South Dakeia, fowa. and Webraska, lost only
shightly fewer numbers of hoga than the other sleven gamed.

Figure 1. Hog Inventory, South Dakota
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In total, pork production in Seuth Daketa has decreased
from over $00 million pounds in 1992 to almost 560 million
pounds in 1997, South Dakots production as a percent of total
U8 production has decreased ong percentage point from 3. 3% to
239 for that same time peniod.

Prices Paid

The average annual price paid for all hogs, live weight,

s varied from 541 80/cwt 18 1992 1o 85380/ 0wt in 1997,
Prices dipped below the $30/ 0wt live weight level ia the last
guarter of 1994, significantly hurting many producers. Prices
again dipped tnto the $30/cwt. range starting in the last quarter of
1997 semd contimuing through April 1998, The sverage annual
price in South Daketa has varied inversely with average
marketings {Figure 21 As can be seen in Figare 3, Hye weight
prices for ali hogs, price of feeder pigs, and the heg-com feed
ratio had afl moved in fairly parailel movements until 1996, In
fhat vear, the hog-corn feed ratio was relatively low because of

1 high sost of com. Prices on the national level have followed
the same paticrn 85 those in South Dakota, with our prices
sansisrently bringdng a slinht pramibwn of one¢ to three percent
over the national average since 1992,

Figsre 2. Markelings vs Price, South Dakota
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Figure 3. Hog 8 Refsted Prines, Scuth Dakota
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Bistribution of Farm Size

Perhaps the lacgest change we bave secp i the swine
imidustry in the last five years is the exit of the snwailer producers
from the mdustry. Figure 4 shows that the number of smatler
operations has decreased dramatically over the fast five vears.
The nurmber of operations with fower than 1,004 head have
decreased front 7,000 fanns 1902 £ 2500 fams an 1997, The
decrease inthe number of operations with fower thap 500 head s
even more dramatic, from 6,300 10 2,130 farms. That is ane-third
of the number of farms! Al <ized o opgraticns Bave s
nurnbers of farms sxoept the Iarzest oxtegory, ‘operations with
over 2,000 bead, which has increased fron: 80 aperations in 1992
1o 100 operations in 1997, In tatal, Jess than 3096 of the farmers
wha had 8 swine uperation in 1992 were still in the swine
business in 1997,

Figure 4. MHog Qpsrations, South Dakota
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Although the nomber of opérations in all but the largest
size level have decreased, the actusl percent of the number of
farms by size of operations has not chianged as deanratically over
the last 5 yeara {Table 1) A large majority of the farms i South
Drakota stilbhave fewer than 5300 head of bogs. In 1992 those
farms with fewer than 100 bead of hogs were 3694 of the total
number of hog operations in the stater This mumber has decreased
1o 33% in 1997, Those operations with over 1,000 head have
mcreased from 4% 10 9% of total pperations in the last five years.
Agan, we have seen the largest change in the 100 o 530G head
categary, which has decreased fom 31% in 1992 1 42% of all
operations in 1987 In this category, with 1,200 farins ia 1997,
we had 2,500 fewer producers in 1997 thanin 1992, Nationally,
there is 2 larger percentage of the farms that are smalier
operations, bat there are larger farms that account for a big
percentage of the mventory.

01098 hasit |



& Table 1. Number of farms and percent, by size, SD & US

total - 1-89 100~ 500~ 3000~ 2000 5000
mpher 45% G99 18988 + +
of farms head head head  hesd head bead
1902 7300 36% 51% 0% 3% 1% o~~~
1993 FI00 38% 46% 11% 4% 1% -
1894 5500 35%% 48% 12% 4% 2% -
19985 R200  35%  48% 12% 3% 2% -~
1956 3600 34% 46% 13% 4% 3% e~

1997 | 2840 33% 4% 1% 5% % -
us, 81% &% 8% 5% 3% 1%

1887

Following a national trend, an increasing propurtion of
the hogs in South Dakota are being vaised on bigger farms. The
smallest 87% of farms {those with less than 500 head) had 30% of
the inventory in 1992, while the top 4% of the largest farma
{1000+ head) had 28% of the wventory (Figure I shows only two
cutegaries: 100-499 head and 2000+ bead). In 1996, those
mumbers had changed to 808G of the farms with 35% of the
nventary and 7% of the farms with 42% of the inventory. Lising
those same categories on & natjonal scale, in 1997 the siallest
83% of farms bad 15% of the nutional inventory while the largest
U0 Had T1% of fie hogs. This is soamuch larger than the
wnvemory of farge producers in Scuth Dakota because there 8 a
handful of mega-producers with inventories over 3000 head whao
account fora very large portion of the national inventory.
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Farrewings

There has been a decrease in the munther of sows
farrowed in South Dakots from 411,000 sows m 1992 to 268,000
sowsn 1997, & 38%decrease. That even with ¢ 6% incresse m
pigs per litier, has resuited in a decrease in total pig crop of 3134
fram 1992 1o 1997 {Table 2). The 550 average pigs saved per
beter in South Dakote compares with 863 pizs per literon a
national basis for the last quarier of 1997, The very large
sperations have increased production not only through expansion
in numbers but also through increased efficiency in litter gize,
Operations in the US with more than 3,000 bogs and pigs
averaged .90 pigs per Huer for the last quarter in 1997,

Conclading Comments

In conclusion, 3 few comments abont fisture industry
growth are in order. Future growih of the swine industry in South
Dakota is going to depend upon 3 sumber of factors, mchuding
market competitiveness and institutional restrictions. Three
alternative methods of increasing hog production in South Dakota

are often mentioned. Fiest, networking activity and courdination,
may help those smaller producers with under 500 head capaaity o
become maore compettive in the marketplace. Secend,
contracting with the large integrators is one method of increasing
hog production that has received considerable attention reneutly
in South Dakota and in many other states in the Mudsest, {fene
Murra provided an indepth discussion of contracting in the
November 12, 1896 edition of the Econonics Commentator.)
Increased use of vondract feeding will of course-depend vpon
results of the vote on the proposed Constitutional Amendment E
in Movember. The third method of increasing production that i
ofteny mentioned is growth of the independent producers. This
method of produciton is becoming increasingly difficult as market
outlets disappear and pricey continue o sirogrle te duorease fomwm
the low prices we have seen since December,

Yable 2. Sows farrowed, SD

Yaar | Sows farrowed  Pigs per iitter Pig Crop
(1.000) {1,000}
1892 411 7858 3,284
1983 380 8,14 3,084
1954 1m0 B0O7 3,147
1985 328 8.15 2,680
19946 260 B.40 2,178
887 268 B8.50 2.278
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(BFF Prices {Cont'd fromp.l}

handlers to use some kind of prive protection for their production,
raw input purchases and inventories.
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Market Forces

There are several market forces which dairy prodacers
should consider: -Milk production for the finst quarter of 1995 is
1.7% above what it was for the same peried & vear earlier, This
increase in produstion ocoumred despite fewer cows,

The higher production can be atributed to several
factors. . The spring flush came carlier than normal this year.
Lower grain and protein prices are encouraging farmers to push
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thewr cows a itle harder. Also, the economic problems i Jepan
and Asta have priced Asian dairtes out of the alfalfa market.
When the Yen and other Asian currencies weakened, they could
na longer afford top quality LIS alfalfa and it became svailable o
weatern dairies 8% profitable prices: This improved the cows’ diets
and is helping baost production. Conseguently, muik production
has been heavy thic spring 1 the Pacific Northwest and Mountam
States.

Cold storage of cheese and butler is up. Butter in cold
storage a5 of March 31 was 58622 milbon pounds up 12%
compared to 1997 and up 27% from February 1998 However,
the hutier market has remained strong. Grade AA butter on May
15 st the Chivage Meroantile Exchange was 31.49 per pourad, 56
cers ahove year sgo prices.  American cheese in cold stomige
totated 422,65 pullion pounds, up 8% from March 1997 and up
My from Febroary 28, 1998, Cheese prices have dropped recently
but remain abave vesr age prices. On May 14, blocks sobd at the
CME for $1.2200 2 pound compared to 31,1650 a yesr ago.
Barrels sold at $1.2000 compared to $1.1375 a vear ago.

USDA weighted average cheese prices, which are used
by the LISDA i determining the BFP, have been declining. For
the week ending May &, barrels were down for the 1ith
consecutive week and blocks were down for the 12th consecurive
week. [huring this time, Mook prices fell 23 8 conts to §1.181 and
barrels fell 212 conts w $1.190. Thic means the May BFP will be
fawer.

The BEP prices were very strong by historical standards
for the first quarter s vear. The current June and August BEP
futures prices are very close to their 12 year monthly averages
while October and December are 18 the upper one-third of their
historical ranges.

The sverage LIS milk prive for the 1998 calendar year is
expected to fall between $13.40 3nd 31390, The average price
for 1999 is expected to be between 31315 a0 $14.15 Last vear,
the average prive was 513,34,

Summary and Conclusions

Milk production for this year is running ahead of a year
ago and will catch up with any increases in use in 1999 -Cheese
and butter orices are strong compared to 3 vear ago, but chesss
prices have been on the dechine for the past three months. There
are strong differences of apinion where butter prices will go in the
short run. Some expect prices o decline, while ather expect them
o merease.

Thus, it laoks like dary operators should evaluaie price
protection of some sart. For the fall months, 3 cash forsard
confract or straight hedge appear to be the most economacel, The
marginal benefit of waing 8 put scems small compared to the
additional cost. For the summer months, the best strategy is less
clear. While § lean toward the hedge or cash forward contracy, 4
pust could be good msurance and still allow for any ncrease in the
BEP on announcement day.
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