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As the government continues its ethanol push,
the effort is having a significant impact on the
cattle feeding business. The negative effects—almost

certainly unintended and most likely unanticipated by ethanol

enthusiasts —are serving to reshape the way feedyards do

business.

The consequences have heightened the risks for cattlemen

in various ways. Be it locking up feed prices further out,

securing more ground to accommodate the nutrient manage-

ment required by distillers grains (DGs), or figuring out how

to maintain yard occupancy with fewer days on feed per head;

each encourages long-term commitments to supply. Commit-

ting to input supply also implies a commitment to the demand

side—yard occupancy—meaning there may be less procure-

ment flexibility.

Sure, as margin operators cattle feeders can pass some

added costs along. But, Barry Dunn, Ph.D., Executive Director

of the King Ranch Institute for Ranch Management, empha-

sizes, “I think anyone would be naïve to assume cattle feeders

will be able to pass along all of the added costs and risks due

to the changing economic dynamics associated with ethanol.”

“Cattle feeders still have a chance, buying feeder cattle

right and watching their rations, as long as beef demand

remains strong,” believes Dunn. “When basic relationships

change, as they have recently in the corn market with the

exploding demand in the industrial usage for corn, trends

change. The result is that the past may no longer be a good

predictor of the future.”

“One of the difficult challenges the cattle industry faces is

that multiple and critical price relationships have changed and

are in the process of re-establishing themselves, all within a 

relatively short period of time. These would include: consumer

demand, fed cattle prices, transportation costs based on crude

oil prices, interest rates, and feed grains,” explains Derrell Peel,

Ph.D., extension livestock marketing specialist at Oklahoma

State University.

That’s why it’s so tough to predict the ultimate conse-

quences of federally subsidized ethanol on the cattle business.

The best anyone has currently are rational assumptions,

supported by credible research.

However the ethanol dilemma plays out, the 
stakes of betting wrong will increase.

W E S  I S H M A E L
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Get Used to High Grain Prices
“In my opinion, corn and sorghum prices are reaching a new

plateau and will remain higher for at least the next decade, if not

longer, given the anticipated increases in ethanol production,” says

Steve Amosson, Ph.D., a Regents Fellow and extension agricultural

economist for Texas A&M University. “I expect corn prices FOB

the feedlot to typically range between $3.50 and $4.50 per bushel

for the next couple of years.

“Because of tight supplies, I expect the difference between

sorghum and corn prices to narrow. Prices will be more volatile

with short or long crops sending prices outside of the range I have

stated…Wheat prices will move to a somewhat higher price

plateau compared to the long term average price since it can be

used as a feed source in rations.”

The Food and Agricultural Policy Research Institute (FAPRI)

continues to project higher grain prices. In March, the organiza-

tion explained, “The world

corn price increased 

dramatically in 2006-07, to

$159.44 per metric ton

($4.05/bushel), because of

demand from ethanol and

livestock sectors and 

sustained exports. FAPRI

expects this increase in

demand and price to 

continue until 2009-10,

after which production

growth catches up with

growth in utilization.”

For the record, Amos-

son explains a bushel of

corn produces about 2.7

gallons of ethanol, with tech-

nology increasing conversion incrementally. So, it takes about 357 

million bushels of corn to produce 1 billion gallons of ethanol.

According to the Renewable Fuels Association (RFA), there

are currently 114 ethanol bio-refineries nationwide with the 

capacity to produce more than 5.6 billion gallons annually.

Another 78 ethanol refineries plus seven expansion projects under

construction would add a combined annual capacity of more than

6 billion gallons. So more than double 4.86 billion gallons of

production in 2006. Ethanol production last year was 26.4% larger

than the 3.90 billion gallons churned out in 2005, according to

RFA statistics.

“Modest forecasts suggest that ethanol production could

increase to a total of 10-12 billion gallons in the next three to five

years,” says Peel. “This would require roughly 17 million more

acres of corn production or more imported corn if other uses of

corn remain at current levels.”

Based on USDA numbers, Peel explains U.S. corn acreage has

averaged 72 million acres for the past decade, roughly 23% of total

crop acreage. Add soybeans, wheat and hay and you’re talking 85%

of all planted acres. Cotton and grain sorghum account for

another 9%.

“This suggests that most, if not all, of the increased corn

acreage will have to come from acreage currently used for produc-

tion of one of the major crops,” says Peel. “The most likely source

of additional corn acres is from soybeans. Both crops are grown in

the same areas and usually in a 1:1 corn to soybean crop rotation.

The simplest way to increase corn acreage is to utilize a 2:1 corn to

soybean crop rotation. This could allow up to 95 million acres to

be used for corn while reducing soybean acreage to less than 50

million acres.”

As it is, USDA’s latest estimate for 2007 corn acres is 90.5 mil-

lion acres—12.1 million acres more than last year—the most since

1946, for projected production of 12.2 billion bushels. There were

about 78 million acres of corn planted last year producing 10.5 

billion bushels. USDA estimated

soybean acres 8.4 million acres

lower than 2006 at 67.1 million,

the lowest since 1997. Wheat

acreage was projected at 60 

million acres, up 2.7 million 

acres from 2006.

Incidentally, Peel points

out some of the 36 million acres

currently enrolled in the CRP

program could go into crop 

production. These acres would

most likely shift to wheat or some

other crop, replacing more fertile

ground that has been switched 

to corn.

Even with the predicted

expansion and the corresponding

increase in corn production, the U.S. will be hard-pressed to 

produce the 35 billion gallons it would take to meet President

Bush’s goal for alternative liquid fuel production by 2017.

“Over the next few years, it’s not out of the question that 

we could see corn priced at $4, $5 or even $7 per bushel.”

Dunn said the old stand by rule is that a 1% increase in demand

for a commodity results in a 5 to 8% increase in price. “If that

holds true, the price of feed grains could be higher than most

anticipate,” says Dunn.

Closer to home, Dunn says the roller-coaster of feed cost and

availability means figuring rations will be dynamic, to say the least.

Distillers Grains are neither Cheap nor Reliable
Though Distillers Grains (DGs)—dry (DDGs) and wet

(WDGs)—will presumably be plentiful, at least for a while, they

obviously have limits as a corn substitute.

“In general, the impact of increased ethanol production is to

increase the relative supply of protein feeds and reduce the relative

“IT TAKES ABOUT 357 MILLION
BUSHELS OF CORN TO PRODUCE

   1 BILLION GALLONS OF ETHANOL.”



26 CATTLE FEEDERS ANNUAL 2007

E
T

H
A

N
O

L
:

 
R

I
S

K
 

V
S

.
 

F
L

E
X

I
B

I
L

I
T

Y
supply of energy feeds for animals,” explains Peel. “Thus, byprod-

uct feeds will compete more with protein feeds, usually derived

from oilseeds such as soybeans and cottonseed than with energy

feeds. Availability of distillers grains may help offset potential

reductions in soymeal production if corn replaces soybeans in the

total crop mix. Although the net impact on protein feed supplies

and prices is uncertain, there is clearly a relative deficit of energy

feeds which implies an increased demand for other energy feeds

such as grain sorghum and possibly wheat, barley and oats. It is

also true that generally higher feed grain prices will increase the

value of forage and will favor production of cattle using more 

forage and less feed grains.”

That’s aside from the way the availability of DGs is regionalizing

the feed market, increasing nutrient management challenges, and

the unknowns about their impact on cattle performance and 

carcass quality past certain ration levels. For that matter, Dunn

echoes what feedyard managers

have had reaffirmed: there’s a

huge difference between plants

in the nutritional value of the

DGs they produce.

Amosson suggests cattle

feeders consider forging agree-

ments with ethanol plants that

require consistent quality in

DGs. To this point he says the

ethanol industry largely regards

DGs the same way a feedyard

might consider manure—a nec-

essary byproduct of production

that has to be dealt with, rather

than a component of production

that can lower overall costs or

increase value.

Furthermore, though the run-up in corn prices resulted 

in what Amosson believes might be a permanent shift in corn basis

for folks in the southern High Plains, he does expect feeders in this

neck of the woods to begin seeing DGs prices more reflective of

their energy value than protein, as is already occurring in the 

Midwest.

In the short-term, Dunn says logic would have other supple-

ments such as soybean meal and cottonseed meal becoming more

available in areas that aren’t located near ethanol production.

But when the next wave of ethanol production—cellulosic 

conversion—comes on line in a few years there is liable to be a

scarcity of DGs, too.

“The initial cellulosic production of ethanol won’t be from

switch grass or forest trash, it will be from distillers grains,” says

Dunn. He’s basing that prediction based on conversations with

researchers from the Agricultural Research Service who are 

scurrying to find enzymes to digest DGs.

Still, Amosson says if there is any one thing a cattle feeder

should learn during this industry transition, it’s how to success-

fully feed DGs. “That may determine the absolute length of time

you can afford to feed them,” he says.

As cattle feeders begin examining the possibilities, Amosson is

visiting with more who are considering feeding DGs to cattle while

they’re still on pasture, trying to get them started on grading

potential, while pushing them to heavier weights ahead of the

feedlot. To an extent, this strategy may also counteract the 

occupancy-depressing effect of feeding cattle for fewer days.

Higher Costs Will Increase Beef Prices
Depending on how you polish your crystal ball, the net effect

of all of this could be record high cattle prices and a competitive

advantage for beef.

On the supply side of the equation, more than one bead-

pusher was surprised at just how much support declining carcass

weights provided to fed cattle

prices this spring.

As for the demand side,

Amosson explains, “A rule of

thumb is that calf prices have to

fall $1.50 per hundredweight for

every dime corn prices increase

to leave the forward-linked 

sectors (cattle feeders and stocker

operators) with the same relative

profitability.

“Feedlot operators are

reducing the price of feeders in

response to the increased feed

cost resulting in stocker 

operators lowering the amount

they are willing to pay for calves.

Therefore, a $1.50 or $2.00 per bushel increase in corn prices could

result in a decrease in calf prices of $22.50 or $30.00 per hundred-

weight. Cow-calf operators facing these dramatically lower prices

will reduce production, ending one of the shortest build-up phases

of the cattle cycle in history. The resultant shorter supplies will

lead to higher cattle prices in all sectors of the cattle industry. In

fact, I anticipate record prices being reached within 2-3 years.”

Spun differently, this scenario assumes industry contraction.

Think back to 1996 when calf prices dropped below 60 cents, and

that’s not farfetched. Back then, short corn supplies were behind

high grain prices, rather than demand, so sustained pressure on

prices heading into the feedlot this time around seem likely.

As you ponder all of that, hear what Amosson has to say about

the potential impact on beef market share. Since neither pork nor

poultry can utilize DGs to the degree that cattle can, Amosson

believes the resulting comparative added advantage in ration costs

could help beef expand its share of the protein market.

There’s no question that the beef industry has proven the

value of consumer demand the past couple of years.

“THE IMPACT OF INCREASED ETHANOL
PRODUCTION IS TO INCREASE THE

RELATIVE SUPPLY OF PROTEIN FEEDS
AND REDUCE THE RELATIVE SUPPLY

   OF ENERGYFEEDS FOR ANIMALS…”

(continued on page 136)
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“In the last 15 years the annual carcass cutout price for beef has averaged approxi-

mately $116 but has ranged from approximately $95 in 1998 to approximately $142.50

in 2006,” explains Dunn. “In eight short years the average carcass cutout value has

increased by approximately 50%. When put in context of increasing supplies, disease

concerns, and issues of access to foreign markets, this bullish demand is even more

remarkable.”

As long as the industry continues to focus on the consumer, Dunn sees no reason

to assume faltering consumer beef demand will further complicate the new math 

fostered by ethanol.

“Ultimately, the changes in consumer demand, fed cattle prices, transportation

costs, interest rates, and feed grains will collectively determine the retail price of beef,”

says Dunn. “The new price equilibrium achieved amongst and between these variables

is difficult if not impossible to predict, but it will ultimately impact the inventory of

cattle and the profitability of all segments of the industry.”

Potentially, some industry observers have suggested that ethanol could also change

the geographic location of the cattle feeding business. Visit with folks in or near the

Corn Belt and they say feedlot capacity is growing, especially in Nebraska and Iowa.

According to Dunn, “In 1970, 17% of the fed cattle in the United States were in

Iowa compared to 7% in 2006 (National Agricultural Statistics Service, 2006). This dra-

matic change occurred because of regional advantages in the costs of production and

the following realignment of other production sectors. Realignment of the core pro-

duction of beef has been and will always be driven by economics, not 

sentimentality.”

Neither history nor economics favor a new wholesale migration of the cattle 

feeding business, though. Climatic differences and the increased cost of compliance

with environmental regulations suggest limited growth. And legislation passed in the

Corn Belt in recent years suggests elected officials and voters in that region are not

receptive to an expansion of feeding operations.

As Amosson points out, “The same conditions that attracted cattle feeding to the

Panhandle and to the High Plains continue to exist.”

All That We Don’t Know
Even with rational assumptions,

however, there is still plenty we’re

sure that we don’t know.

For instance, the entire ethanol

industry is being built on the suppo-

sition that crude oil prices will remain

high enough over the long run to

make ethanol an economically viable

alternative.

Even if ethanol and other bio-

fuels are the wave of the future,

producing enough raw material is

only the first 

challenge. Specifically, there are sound

reasons to doubt that ethanol produc-

tion can expand as fast as predicted

simply because of the infrastructure

necessary to store and haul materials

around the country.

More Risk – Less Flexibility (continued from page 26)

(continued on page 140)
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Last fall, Roger Ginder, an economics professor at Iowa State University analyzed

the impact of shifting more soybean acres to corn in that state. He figures an acre of

soybeans equates to the need for 60 bushels of storage capacity; another 120-160

bushels worth is needed for each acre of corn. Projected increased corn production in

Iowa by 2010 means just the extra storage capacity needed is larger than all of the

storage capacity that currently exists in the state. Other dominos lined up with equally

exponential challenges include grain drying capacity, rail cars and truck hoppers.

Ginder concludes, “The rapid increases in ethanol production capacity will put

heavy pressure on existing grain transportation and storage infrastructure. Little has

been done to add to the existing storage and transportation infrastructure to accom-

modate the planned expansions in ethanol production capacity. Significant additional

investment in infrastructure is needed for the planned expansion in capacity to be 

economically viable. Low margins in the grain elevator sector will make it difficult to

expand commercial storage as rapidly as the ethanol production sector is expanding.

Lag times to manufacture and build the infrastructure also are a barrier. Planned

increases in production could easily outstrip the capacity to manufacture and build the

rail cars and storage facilities needed to accommodate the growth. If not addressed,

these infrastructure limitations can be expected to slow the rate at which ethanol pro-

duction can grow.”

If you go by projections from FAPRI, ethanol production, or at least the rate of

expansion, may be self-limiting to a degree, anyway.

FAPRI analysts told Congress in March, “Despite high crude oil prices and various

policy incentives, profit margins in bio-energy are expected to deteriorate…this decline

is the result of high feedstock prices and progressive elimination of unmet demand 

following a large expansion in capacity in renewable fuels.”

Specifically, FAPRI expects the world ethanol price to fall to $1.50 per gallon in

2007, largely in response to a 2.4 percent decline in the price of crude oil. According to

FAPRI analysts, “Projections show the ethanol price continuing to fall throughout the

decade, dropping to $1.35 per gallon by 2016 as production growth outpaces growth

consumption.”

Then there’s that whole policy thing.

“The growing demand for corn for ethanol represents a fundamentally new 

direction for U.S. agriculture. Use of agricultural resources for energy production is

pitted against traditional food and fiber production resulting in a complex and sweep-

ing set of changes and trade-offs in agricultural input and output markets,” says Peel.

“Little can be said with certainty about the net impacts, both short and long run,

except that markets will be dynamic and risky during the transition.

“Agricultural producers will see new opportunities (especially in the crop sector)

and new threats (especially in the livestock sector). Producers will need to be increas-

ingly nimble and vigilant in order to take advantage of opportunities or mitigate the

threats in volatile markets. Many fundamental price and value relationships are likely

to change and must be constantly evaluated to manage risk and increase the odds of

financial success.”

Dunn likens the ethanol boom to a freight train barreling down the tracks, with

new track being laid for it as it goes, and the track behind being pulled up just as

quickly. “We’re not going back,” he says.

Amosson is sure of one thing: “Cattle feeders will figure all of this out; they’re too

innovative not to.”

More Risk – Less Flexibility (continued from page 136)


