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ETHANOL AND ANIMALS IN THE EASTERN CORN BELT: THE NEW DYNAMICS

The ethanol revolution has arrived. While the future has many uncertainties, it is clear that a
sufficient number of ethanol plants are currently being built to already call this a revolution that will
change the nature of corn demand and corn price relationships.

While the Western Corn Belt continues to build the most new facilities, the Renewable Fuels
Association currently list nine new facilities east of the Mississippi River under construction or
expansion (http://www.ethanolrfa.org/industry/locations/). These include one in Wisconsin, two in
lllinois, three in Indiana, and three in Michigan. In addition, these states plus Ohio have a number
of additional plants that have been announced, but not yet under construction.

Capacity at the new plants currently under construction is estimated at nearly 500 million gallons of
ethanol per year, requiring about 175 million bushels of corn. With more plants to come, that
number will grow. As an example, six new plants may be in production in Indiana by 2008. These
will require additional corn equivalent to about 18 percent of the state’s current production.

The ethanol revolution has raised concerns in the animal industries of the Eastern Corn Belt and the
Southeastern U.S. In particular, how much will corn prices rise as a result of these large new corn
demands? and can animal industries get enough value back from the feed product to offset the
potentially higher corn prices?

Those answers are not easy to derive at this point, but some light can be shed on some of the
factors that will be important. First, the new corn demand will compete with current uses for corn,
and/or corn supply must increases substantially through greater production, which probably means
many more acres of corn and fewer soybean acres. The new demand could be met from the supply
side. As an example, a shift to 60 percent corn acreage and 40 percent soybean acreage in Indiana
could meet the current feeding demands, current corn processing demands, and the new growth in
demand for ethanol expected by 2008. However, this also has major implications for the soybean
sector.

There are interesting dynamics on the corn demand side as well. For the 2005/06 marketing year,
U.S. corn consumption is expected to be 55 percent fed in the U.S. and 17 percent exported. The
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largest portion of exports is destined for feeding animals as well. The new corn demand for ethanol
may compete heavily with animal feeding in the U.S. and in foreign countries.

The highest value use of the distillers dried grains (DDG’s from dry mills) is in cattle feeding and
dairy rations where it primarily substitutes for soybean meal. The value in hog and poultry rations is
much lower where it substitutes more for corn. As an example with current corn and soybean meal
prices, DDG’s are worth about $170 per short ton in beef and dairy rations but only $84 per short
ton in poultry and hog rations. The production of DDG’s will be so large that supplies will most likely
force DDG prices down to their lowest value which means they will be similar to, or just above, the
value of corn.

Cattle feeders in particular may be able to purchase a low priced product that has considerably
more value in the ration than the costs. But the dilemma for the Eastern Corn Belt is the low
number of cattle on feed. Currently, only about eight percent of the U.S. cattle on-feed are in a
region that is roughly east of the Mississippi River (including Arkansas and Louisiana). In contrast,
38 percent of the market hogs, 47 percent of the dairy cows, 53 percent of the turkeys, 59 percent
of the layers, and 80 percent of the U.S. broilers are in this region.

In contrast to the Western Corn Belt, which has been able to move much of their DDG’s into cattle
on-feed, the Eastern Corn Belt will have to move that product into hog, poultry, and dairy rations
and/or export large amounts. In Indiana, for example, in-state usage of DDG production may be
about 40 percent by 2008, the rest will have to be moved to other regions or exported. Problems
with DDG’s in rations of hogs, poultry, and dairy include high phosphorus levels, the impact on fat
deposition in milk and meat, as well as concerns about concentrations of mycotoxins. Much more
research is needed to answer these and other concerns.

The growth of ethanol production would seem to have positive benefits for cattle feeders, and
perhaps the dairy industry. However, for hogs and poultry, the question is whether the increased
price of corn will be offset by added value in the feed product that is returned. If not, this could
mean some restructuring of the location of the U.S. and the world animal industries. This appears
to be particularly true for the Eastern Corn Belt and the Southeastern U.S. where hog, poultry and
dairy are more dominate.

While there remain many uncertainties, it is clear that the impact of corn ethanol is a “big event”
that could influence animal industries, perhaps for years to come.
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