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Introduction

Cow-calf producers have enjoyed several years of considerable profits.  According to the Livestock Marketing Information Center, cow-calf returns have been greater than zero every year since 1998.  In the past three they have exceeded $50 per cow on a national basis.

However, in recent years fuel and fertilizer prices have increased considerably (Figure 1).  Since 2002, Ammonium Nitrate and DAP fertilizer prices have increased 46%.
[image: image1.emf]$0

$50

$100

$150

$200

$250

$300

$350

1997 1998 1999 2000 2001 2002 2003 2004 2005

$/ton

Nitrogen (AN) Phosphorous (DAP) Potash (Muriate)


Figure 1.  Fertilizer Prices in the Southeastern U.S. 1997-2005.  Source: GA Agricultural Facts.
Fuel prices have also increased dramatically during this same time.  Since 2002, bulk diesel fuel prices more than doubled, increasing by 104%.

This combination of higher fuel and fertilizer prices has increased producers costs per hundredweight cost considerably in the past two years.  Using UGA cow-calf budgets and holding all other factors constant, cost per Cwt. for a 500 pound calf increased by 24 percent and cost per ton of hay increased 34 percent.  

The increase in fuel prices has also increased steel and farm equipment prices.  During the same time period, the suggested retail price for a 1,200-1,500 pound round baler increased 13% from $17,900 to $20,300.  To put this increase in perspective, in 2002 it took almost 36 calves weighing 500 pounds to purchase this hay baler.  By the end of 2005, this number had increased to almost 41.

In addition to increases in fuel, fertilizer, and equipment producers have also seen the price of replacement females increase considerably.  For producers wishing to expand their herd by retaining and developing their own heifers, the opportunity cost to develop these heifers places the cost of a raised replacement heifer in the neighborhood of $1,000-$1,200.  At these prices, a heifer will have to remain in the herd seven years before she turns a profit.

Costs and Profit Outlook for 2006

Fertilizer and fuels prices are expected to remain at their current levels for the foreseeable future.  However, there could be considerable differences in fertilizer prices locally so producers are encouraged to shop for fertilizer if at all possible.
Given the current scenario of higher fuel and fertilizer prices, producers are expected to be able to cover their variable costs and some of their fixed costs (Table 1).  However, they will not be able to cover all of their costs.
Table 1
Projected Costs and Profits for Georgia Cow-Calf Producers

100 Cows

	Item
	Net Returns (Total)
	Net Returns ($/Weaned Calf)
	Breakeven ($/Cwt.)

	Variable Cost
	$6,495.64
	$76.42
	$85.41

	Total Cost
	($8,352.6)
	($98.27)
	$116.55


Source: University of Georgia Cow-Calf Budgets: Fescue-Bermuda Pastures Systems
Readers should keep in mind that the fixed cost component of this budget assumes mostly new equipment and facility prices with assumed allocations among various enterprises.  Interested producers are encouraged to conduct their own analysis of variable and fixed costs.  To download a copy of cow-calf budgets in Microsoft Excel format for North and South Georgia producers can go to http://www.ces.uga.edu/Agriculture/agecon/budgets/budgetsexcel.htm  and click on the appropriate cow-calf budget.
Cost Reducing Measures

With the increased costs and slightly lower expected prices, cattlemen are encouraged to examine ways they can reduce costs.  It is important to note that reducing cost per hundredweight as opposed to total cost is what producers should focus on.  Several cost –reducing measures producers should consider are:
1. Culling open or less productive cows

2. Fertilizing according to soil test

3. Evaluating alternative sources of fertilizer including legumes
4. Evaluating the economics of raising vs. purchasing hay

5. Storing hay inside off the ground.

6. Leasing cows or heifers as opposed to purchasing or developing their own

Summary

2006 will likely see most cattlemen cover their variable costs but not their total costs.  Producers should look for ways to reduce their cost per hundredweight.
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