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Ethanol Movements Impact Distiller Grains as an Input to Cattle Feeding
Much of this past crop year has focused on the larger than normal uncertainty of supply in the
grain markets due to delayed planting, slow crop progress, and prevent planting acres. As the
supply of corn decreases basis increases. Increasing basis is favorable for grain producers but
less favorable for ethanol plants. Due to lack of supply and increasing basis coupled with
small-refinery waivers issued by the EPA, many ethanol plants have chosen to temporarily
stop operating. For example, the Sioux Center ethanol plant halted production in the middle of
September.
Lets take the Sioux Center ethanol plant as example to illustrate the lack of supply and
corresponding response in corn basis. First, Farm Bureau complied the USDA FSA’s corn
prevent planting report (https://www.fb.org/market-intel/prevent-plantings-set-record-in2019-at-20-million-acres). Examining this chart shows that the Sioux Center ethanol plant is
at the edge where county level prevent plant acres were greater then 25,000 acres. The only
other area that has more prevent planting is Northern Ohio and Southern Michigan. Thus,
current and future supply for this area is likely low. Using grain elevator bids and the Corn
Dec 2019 contract Kansas State spatially plots corn basis (i.e. Cash Price – Nearby Futures
Prices) (https://www.agmanager.info/grain-marketing/grain-basis-maps). In around the Sioux
Center area, basis increased anywhere from $0.05-$0.15 per bushel in the month of
September. Thus, input price for corn ethanol plants increased.
The effect of an ethanol’s plant decisions to temporarily shut down or cut production can be
seen in the weekly ethanol production report released by the EIA. In the month of September,
Midwest ethanol production was down about 4% compared to 2018. As the value of ethanol
declines and corn prices rise, sales of byproducts such as distiller grains becomes more
important for ethanol plant profitability. For example, for a representative Iowa ethanol plant
distiller grain sales accounted for 21% of all gross revenues over the past 10 years
(https://www.extension.iastate.edu/agdm/articles/hof/HofJan08.html).
This reduction in ethanol production ultimately affect the cattle market through dry, modified
wet, and wet distiller grains – a popular feed in rations for Northern Plains cattle feeders.
Decreasing ethanol production would lower the supply of byproducts such as distiller grains.
As the supply of distiller grains decreases prices would rise. As input price rises, some cattle
feeders will shift away from distiller grains towards other forms of feed that maintain the
same energy and protein content such as steam flaked corn. In Nebraska, the price of dry
distiller grains relative to corn has been increasing since May of this year and is 7% more
expensive in the month of September. Since distiller grains are difficult to hedge compared to
corn, movements in the ethanol industry are likely to disproportionately affect cattle feeders
that already rely on feeding distiller grains more than cattle feeders that rely on feeding corn.
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Further, tariffs have removed China from the distillers grain market in recent months.
Additional international demand from them and the rest of world will further increase the
price of distillers but this is unlikely in the near term.
The Markets
Weather will continue to play an important role for the grains market. The grain markets were
trading sideways most of the past two weeks. With the delayed planting, and hence delayed
crop progress, it appears that most traders and elevators were looking to see when frost would
enter the weather forecast. An early frost could spell a reduction in yields for delayed crops.
Estimates of yield reduction depend on how many degree days are still required for crops to
reach maturity and severity of a frost. Warmer weather these past two weeks has staved off
massive changes in the market since crops have generally been able to make up some
progress. Likewise, silage harvest seems to be going well regardless of the uncertainty in the
grain market. By most reports Southern Plains operations were mostly finished harvesting this
week and Northern Plains operations were making good progress. How many cattle farmer
feeders will use this feed to take on additional cattle in the fall remains to be seen.
A stabilized feed grain market over the past two weeks probably came as a reprieve for the
live cattle market. High volatility has been rampant in the futures market since the Tyson
plant fire as packers and feeders have tried to find a market equilibrium. Most of this volatility
was focused on if packers would be able to process the additional supply and how much
would the packers “squeeze” cattle feeders. Over the last two weeks, both indicators have
been positive. Packers have run plants on Saturday and shifted cattle around to other plants.
Also, packers seem to be willing to forgo some margins. Last week the boxed beef and
choice-select spread declined while fed cattle prices rose. This translated back into the futures
market both in the nearby and deferred futures market. Oct LC 2019 climbed and Apr LC
2020 was trading at pre-fire price levels. How long packers are willing and able to maintain
the status quo remains to be seen as cattle on feed 120+ days is larger than a year ago and
plants are already running at high utilization levels.

all grades, live weight, $/cwt

Week of
9/27/19
$104.93

Week of
9/20/19
$101.92

Week of
9/28/18
$110.65

all grades, dressed weight, $/cwt

$165.29

$162.47

$173.82

Choice Price, 600-900 lb., $/cwt

$214.51

$218.75

$205.07

Choice-Select Spread, $/cwt

$24.40

$25.49

$11.22

Montana 3-market, $/cwt

$149.65

$145.61

$163.32

Nebraska 7-market, $/cwt

$149.27

$151.71

$166.43

Oklahoma 8-market, $/cwt

$146.03

$142.15

$161.34

Montana 3-market, $/cwt

--

--

$171.00

Nebraska 7-market, $/cwt

$161.11

$162.31

$186.62

Oklahoma 8-market, $/cwt

$148.67

$146.31

$167.72

$3.67

$3.75

$3.20

$141.00

$141.10

$135.00

Data Source: USDA‐AMS Market News
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Corn, Omaha, NE, $/bu (Thursday)
DDGS, Nebraska, $/ton
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