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Feed Cost Outlook
Last week Dr. Tonsor examined feedlot profitability using K-State’s Kansas Feedlot Net
Return Series. According to the most recent estimates, Dr. Tonsor points out that we saw the
largest estimated loss since the series began. There are two sides of the equation when it
comes to profitability for both feedlots and cow-calf operations: revenue and costs. With
harvest wrapped up across much of the country and many producers already planning for the
year ahead, now is the perfect time to take a closer look at the other side of the equation and
examine the cost side of cattle production. Typically, the largest component of feed costs for
feedlots is corn, while cow-calf producers may be more interested in pasture rent.
One of the better indicators of corn prices tends to be the stocks-to-use ratio. Typically, when
stocks as a percent of total utilization exceed 10%, season average farm prices in the US fall
below $4 per bushel. The most recent USDA WASDE report indicates that ending stocks are
projected to be around 1.76 billion bushels while total use is projected to be near 13.66 billion
bushels. That gives us a stocks-to-use ratio of approximately 12.9% going into the first part of
next year. With such a high stocks-to-use ratio, the upside to corn prices will be limited and
any movement above $4.00/bu will likely be short-lived. Looking further into the future, corn
prices a year from now will be dependent on the size of next summer’s crop. Recent estimates
for 2016 corn acreage have tended to be mixed, with some analysts expecting an increase in
acres while others are expecting lower corn acres. Mississippi State University’s 2016 Crop
Planning Budgets are projecting a profit of just under $120/acre for the irrigated corn, while
last year’s budgets projected a loss. Other state’s budgets typically yield similar projections,
so the numbers seem to point toward a larger 2016 corn crop (barring, of course, any
widespread natural disasters). At the same time, there is only limited potential for increased
disappearance. Ethanol production has plateaued in recent years, while exports may continue
to be limited by a strong dollar. There is potential for increased feed and residual use in
2016/17, particularly given the growth of the beef herd. Even assuming a small increase in
feed use, I don’t foresee the stocks-to-use ratio dipping below 10% in the next year, which
should come as good news for many feedlots.
For many cow-calf producers, a large percentage of their feed costs come in the form of
pasture rent. There has been much discussion surrounding cropland values, which have
increased more than 200-300% in recent years. Now that crop prices have come back down,
many economists are projecting cropland values to drop off significantly over the next few
years. Pasture values and rental rates are the exception to the rule. Pasture land was much
slower to rise in value, peaking in 2014/15 at the same time cattle prices peaked. As cattle
prices fall, expect pasture rental rates to fall over the next few years as well; albeit at a much
slower rate than cropland. Looking forward toward 2016, pasture rental rates will likely be
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similar to this year primarily because many producers are locked into multiple year leases that
were negotiated at the height of the cattle market. As those leases expire and are renegotiated
over the next two to three years, we will see pasture rental rates come back down to where
they were a few years ago.
The Markets
The five-area fed steer price ended the week at $123.39 for live sales, and $193.85 for
dressed, down $2.95 and $2.54 respectively. Feeder cattle reporting was too light to establish
week-to-week trend in most markets, while corn prices were a nickel higher on the week
trading at $3.65/bu in Omaha on Thursday.
Week of

Week of

Week of

all grades, live weight, $/cwt

12/4/15
$123.39

11/27/15
$126.34

12/5/14
$166.83

all grades, dressed weight, $/cwt

$193.85

$196.39

$263.95

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

$204.13

$203.77

$255.44

Choice-Select Spread, $/cwt

$11.26

$10.63

$13.90

Montana 3-market average, $/cwt

$154.80

$156.02

$236.80

Nebraska 7-market average, $/cwt

$166.47

$179.73

$257.53

Oklahoma 8-market average, $/cwt

$165.72

--

$238.49

Montana 3-market average, $/cwt

$191.47

$194.70

$297.33

Nebraska 7-market average, $/cwt

$198.60

$202.64

$305.72

Oklahoma 8-market average, $/cwt

$195.30

--

$293.15

Corn, Omaha, NE, $/bu (Thursday)

$3.65

$3.60

$3.78

$131.13

$129.38

$125.95

Data Source: USDA‐AMS Market News

5-Area Fed
Steer
Boxed Beef
700-800 lb.
Feeder Steer
500-600 lb.
Feeder Steer
Feed Grains

DDGS Price, Nebraska, $/ton
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