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Impact of Higher Corn Prices on Feeding
Cost of Gain and Net Returns for Cattle
Finishing

Corn price futures for the July 2022 contract (December 2022 contract) increased from $6.00
per bushel ($5.55 per bushel) in early January to $7.75 ($7.30) in mid-April. Moreover, using
the iFarm price distribution tool there was a 25 percent chance on April 26 that the expiration
price for the December corn futures contract will be below $6.05 per bushel and a 25 percent
chance that price will be above $8.55. Given that the U.S. stocks to use ratio is currently only
9.6 percent and continued questions related to U.S. corn acreage in 2022, there is tremendous
uncertainty regarding corn prices for the rest of this year. To address this uncertainty, this
article examines the impact of relatively high corn prices on feeding cost of gain and net returns
for cattle finishing.

FEEDING COST OF GAIN

Figure 1. Feeding Cost of Gain for Steers, Kansas =4
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Feeding cost of gain is sensitive to changes in feed conversions, corn prices, and alfalfa prices.
Information on these items are available from monthly issues of the Focus on Feedlots
newsletter. Figure 1 illustrates feeding cost of gain from January 2012 to February 2022. In
February 2022, corn and alfalfa inventory prices were $6.58 per bushel and $207 per ton,
respectively. After averaging $80.50 per cwt. in 2020 and $100.40 in 2021, feeding cost of gain
for January and February was $113.10 and $113.75, respectively. The estimated feeding cost of
gain in the February issue of Focus on Feedlots for placements in February was $125 per cwt. It
is important to note that since this estimate was made corn prices have continued to increase.

Feeding of gain for the rest of 2022 was estimated using mid-April projections of corn and
alfalfa prices, and seasonal average feed conversions. Because feeding cost of gain is computed
using corn prices from the time cattle are placed to the time they are sold, the relatively high
corn prices we are currently experiencing will impact feeding cost of gain for the rest of 2022.
With this in mind, feeding cost of gain for the second quarter of 2021 is expected to range from
$112 to $115 per cwt., with the higher cost occurring in June. For the third quarter, feeding cost
of gain is expected to range from $118 to $121 per cwt. Feeding cost of gain for the fourth
quarter is expected to range from $120 to $123 per cwt., with the highest cost occurring in
October. If these feeding costs are realized, they will represent the highest feeding cost of gain
since the first quarter of 2013.

CATTLE FINISHING NET RETURNS

Figure 2. Historical Net Returns for Finishing Steers, Kansas

Source: Michael Langemeier, Purdue University 27
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Monthly cattle finishing net returns from January 2012 to February 2022 are illustrated in
figure 2. It is important to note that net returns were computed using closeout months rather
than placement months. Several data sources were used to compute net returns. Average daily
gain, feed conversion, days on feed, in weight, out weight, and feeding cost of gain were obtained
from the Focus on Feedlots newsletter, feeder cattle and fed cattle prices from the Livestock
Marketing Information Center, and interest rates from the Federal Reserve Bank of Kansas City.

After a profitable run in the fourth quarter of 2021 and the first quarter of 2022, net returns
have headed southward. Average losses for the second quarter of 2022 are expected to range
from $10 to $50. If feeding cost of gain remains at levels noted above, losses are expected to
continue for the rest of 2022.

SENSITIVITY OF FEEDING COST OF GAIN AND NET RETURNS TO CHANGES IN CORN PRICES

To determine the sensitivity of feeding cost of gain to changes in corn prices, alfalfa prices, and
feed conversion, a regression using data for the last ten years was estimated. Results are as
follows: each 0.10 increase in feed conversion increases feeding cost of gain by $1.10 per cwt.,
each $0.10 per bushel increase in corn prices increases feeding cost of gain by $0.86 per cwt.,
and each $5 per ton increase in alfalfa prices increases feeding cost of gain by $0.59 per cwt. To
more fully understand the impact of feed conversion, corn price, and alfalfa price on feeding cost
of gain, we computed coefficients of separate determination (Langemeier et al., 1992). These
coefficients can be used to measure the influence of each independent variable upon the
dependent variable. The sum of the coefficients of separate determination for each variable
equals the R-square goodness of fit measure, which was 0.956 for the feeding cost of gain
regression. This goodness of fit statistic indicates that 95.6 percent of the variation in feeding
cost of gain was explained by fluctuations in feed conversions, corn prices, and alfalfa prices.
Computed coefficients of separate determination indicated that corn price explained
approximately 71 percent of the variation in feeding cost of gain.

As noted above, there is currently more than a $2 per bushel difference between the December
corn futures price at expiration at the lower and upper 25 percentiles. The projections above
used the middle range of corn prices. For example, the average corn price for July closeouts was
projected to be $7.25. If corn price was $1 lower ($1 higher), feeding cost of gain would be
$109.55 ($126.75) rather than $118.15.

In addition to feeding cost of gain, net returns are sensitive to changes in the feeder to fed price
ratio. Regression analysis was used to examine the relationship between these variables.
Results are as follows: each $1 increase in feeding cost of gain results in a decrease in cattle
finishing net returns of $3.12 per head, and each 1 percent increase in the feeder to fed cattle
price ratio results in a decrease of $8.24 per head in cattle finishing net returns. Using the
sensitivity results above, a $1 movement in corn prices, results in an $8.60 movement in feeding
cost of gain. This translates into a $27 per head change in cattle finishing net returns.

SUMMARY AND CONCLUSIONS

Corn prices have increased steadily so far this year and are expected to be quite volatile for the
rest of the year. This article examined the impact of higher corn prices on feeding cost of gain
and net returns for cattle finishing. Each $0.10 increase in corn prices results in an increase in

feeding cost of gain of $0.86 per cwt. and a reduction in cattle finishing net returns of $2.70 per
head.
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