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In The Cattle Markets

Elliott Dennis, Assistant Professor & Extension Livestock Economist
Department of Agricultural Economics, University of Nebraska — Lincoln

Higher Prices Are Good But Wide Profit Margins Are Better

Feeder and fed cattle prices have continued to rise throughout the first part of the year. Reduced
cattle supplies and relatively stable beef demand have helped support higher prices. Fed and
feeder cattle prices have reached all-time heights, at least nominally. In low inflationary
environments comparing nominal prices across time would be less problematic. Contrary to
previous sentiments, inflation has not been transitory. Inflation, as measured by the Personal
Consumption Expenditures Excluding Food and Energy (Chain-Type Price Index), has increased
significantly in the last 3 years (see Figure 1) and thus comparison across years should be done
using real prices — adjusting nominal prices by inflation. Real prices indicate that we have yet to
surpass prices producers received for feeder and fed cattle in 2013-2015.

The Federal Reserve raises interest rates when the economy starts overheating (i.e. too much
inflation) and cuts rates when the economy looks weak (i.e. high unemployment). Before Covid-
19, the Federal Reserve was holding the federal funds rate at around 0% and was still buying
billions of dollars in bonds every month. As inflation began to rise, the Federal Reserve began to
raise interest rates which are then passed down to other banks and ultimately to borrowers.
Livestock producers have not been immune to higher rates but have more recently felt these
during this last loan renewal cycle. Feeder cattle interest rates did not begin to significantly rise
until the middle of 2022. Rates were around 5.5% in Q2:2022 and have now since risen to over
8% (see Figure 2). Similar operating loan rises are present in cropping operations. This is the
highest interest rate for feeder cattle since 2008 and unless the Federal Reserve significantly
ratches back on raising the funds rate, it could surpass those levels set in 2008. Ultimately,
higher interest rates squeeze profit margins and producers will seek to reduce these impacts.
Previous studies have found that interest rates reduce feeder cattle prices. On average, a 1%
increase in the interest rates would decrease feeder cattle prices by 1.14% (Marsh 2001). Another
change could be a change in the length cattle are on feed and weights cattle are placed in
feedlots. It is typical for cattle feeders to have loans on the feeder cattle and half the feed.
Reducing the number of days on feed by placing heavier cattle would reduce total interest
burdens.

Another way to reduce the impact of higher costs, such as those from higher inflation, is by
becoming more efficient in the operation. Efficiency tends to be thought of in terms of animal
management and performance. The interest and use of precision livestock management has
increased in the last five years ranging from animal health detection such as Cattle Sense © in
feedlots and virtual fencing in cow-calf. Many other technologies have been and will be



available to producers. Some technologies will also help in solving long-run concerns about
labor. Labor costs have also risen significantly above long-run trends beginning in the middle of
2020 (see Figure 3). This trend holds across different major livestock-feeding regions. The rise in
wages is in part due to a limited labor supply in rural areas as well as field crop and livestock
producers competing for a fixed labor supply. Once employees are found, making sure there is
adequate training and incentives to stay is necessary. In either case, rising costs in finding and
keeping good farm labor remain a persistent concern.

Last year, prices began to rise but total profit was limited due to higher feed and
supplement/mineral costs. This was true for both cow-calf and feedlot producers. This year both
feeder cattle interest rates and labor costs have risen significantly above the long-term trend
lines. Higher labor costs will be persistent in the next coming years but could slowly be replaced
with technology. Higher interest rates will persist as long as inflation remains higher. Until it is
brought under control the Federal Reserve will likely not cut interest rates and thus the cost of
raising cattle will be higher. The significant rise in cattle prices along the supply chain has been
encouraging. But as in every year, higher prices are nice but wide profit margins are better.

The Markets
Comments on weekly cattle markets and related markets.
Week of Week of  Week of
Data Source: USDA-AMS Market News 4/21/23 4/14/23 4/22/22
5-Area Fed all grades, live weight, $/cwt $178.57 $180.44 $143.02
Steer all grades, dressed weight, $/cwt $287.42 $289.77 $232.29
Choice Price, 600-900 1b., $/cwt $306.51 $297.91 $269.58
Boxed Beef .
Choice-Select Spread, $/cwt $16.72 $16.01 $12.45
Montana 3-market, $/cwt $209.41 $206.44 $163.75
700-800 Ib.
Nebraska 7-market, $/cwt $223.52 $222.92 $170.29
Feeder Steer
Oklahoma 8-market, $/cwt $204.51 $203.22 $161.07
Montana 3-market, $/cwt $266.31 $269.91 $201.98
500-600 Ib.
Nebraska 7-market, $/cwt $253.68 $266.37 $195.53
Feeder Steer
Oklahoma 8-market, $/cwt $249.72 $250.83 $189.40
. Corn, Omaha, NE, $/bu (Thursday) $6.77 $6.78 $8.09
Feed Grains
DDGS, Nebraska, $/ton $270.00 $271.67 $327.50
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Figure 2. Quarterly Feeder Cattle Interest Rates (%), 1990-2022.

Source: U.S. Federal Reserve - Dallas (2023); Authors' calculations
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Figure 3. Quarterly Animal Worker Wages ($/hr.) in the Northern and Southern Plains,

1989-2022.
Source: USDA-NASS (2023); Authors' calculations
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