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Livestock Risk Protection Changes 

July 1 marked the beginning of a new commodity year for Livestock Risk Protection (LRP), a 

price insurance product that functions similar to buying put options. As such, LRP is designed 

for the seller of cattle facing downside price risk. An LRP policy has endorsements for fed 

cattle and feeder cattle, the latter with adjustment factors (built in basis levels) for certain 

weights and classes. Two major changes were implemented for LRP, the premium subsidy 

was again increased and the premium payment date was moved from the time of purchase 

until the end of the coverage. 

 

The LRP subsidy was substantially increased a year ago, with limited impacts in terms of 

volume of cattle covered. For Fed Cattle, there was an increase in the number of head covered 

in the 2020 commodity year to 8,098 head across 62 paid policies. However, that low 

aggregate volume implies that the premium has not been a driving factor in the use of LRP by 

feedlots. For Feeder Cattle, there was a decrease in the number of head covered from the prior 

year, down to 79,846 head across 393 paid policies. Sales volume continues to be steady for 

feeder cattle, especially from South Dakota down to Texas. The higher volatility in 2020 has 

resulted in sharply higher premium levels, so the subsidy is more relevant at this time. 

 

A common question is how costs compare if considering buying LRP versus buying a put 

option. Before the subsidy changes, costs were often similar when comparing the alternatives 

on a per-cwt level. Consider a cost comparison from July 2, 2020 under the current subsidy 

structure. LRP on feeder cattle for the standard weight class had premium quotes for an 

October 29, 2020 end date. The highest coverage level available was $136 per cwt at a full 

premium cost of $6.82 per cwt. The subsidy (25% for this coverage level) would reduce the 

cost to $5.12 per cwt. A $136 strike price October put option on the same date settled at a 

premium of $6.00 per cwt. The premium would not include any commission costs, which 

could add $0.15 per cwt. As a settlement price, it does not reflect the bid-ask spread or how 

much may have to be included to get an order to fill. Note that the fixed size of option 

contracts may give LRP an additional cost advantage as it is purchased on a per-head level. 

The take-home message is that the subsidy would give a solid cost advantage to LRP.  

 

Changing the time the LRP premium is payable, is more subtle, but still relevant. When 

buying options, having to pay the premium can use a substantial amount of financial capital. 

Lenders are often willing to lend the necessary capital, but then interest will add to the 

expense. In some cases, borrowing may use valuable credit reserves. Interest rates are 

generally low at this time, so explicit interest expense or the opportunity cost of capital are 

likely low at this time. Regardless, the change would again give a cost advantage to LRP 

compared to buying put options. 
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For more insights, see https://extension.sdstate.edu/livestock-risk-protection-cattle 

 

The Markets 

The markets finished mixed for the week. In the cash trade, fed cattle and boxed beef prices 

were lower. Feeder cattle prices were mostly higher, despite a sharp increase in corn prices. 

The corn prices have rallied following surprises in the Acreage report, but still remain well-

below price expectations from the beginning of the year.  

 
  

  Week of Week of Week of 

Data Source: USDA-AMS Market News   7/3/20 6/26/20 7/5/19 

5-Area Fed 

Steer  

all grades, live weight, $/cwt $94.87  $96.21  $111.24  

all grades, dressed weight, $/cwt $153.84  $154.78  $180.09  

Boxed Beef 

Choice Price, 600-900 lb., $/cwt $206.54  $210.20  $219.28  

Choice-Select Spread, $/cwt $7.09  $8.53  $23.83  

700-800 lb. 

Feeder Steer  

Montana 3-market, $/cwt -- $142.25  -- 

Nebraska 7-market, $/cwt $142.73  $142.08  $152.00  

Oklahoma 8-market, $/cwt $134.61  $132.36  $135.67  

500-600 lb. 

Feeder Steer  

Montana 3-market, $/cwt -- $171.00  -- 

Nebraska 7-market, $/cwt $167.87  $171.35  $175.50  

Oklahoma 8-market, $/cwt $147.08  $146.93  $154.94  

Feed Grains 
Corn, Omaha, NE, $/bu (Thursday) $3.27  $3.05  $4.39  

DDGS, Nebraska, $/ton $121.25  $122.50  $140.50  
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