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| remind myself that | entered the December/June spread mainly because of the
likelihood that cash cattle prices would “pop” during the week of Thanksgiving,
and boost the December contract into higher price levels that would be
maintained while the deferred contracts languished. Well, this past week’s cash
trade did, in fact, jump $2.50 per cwt....and the spread did not respond. | am
inclined to read this as a warning signal and lower my sights to an objective of
approximately $2.50 premium to the December, instead of the initial $3.50 target.
[My close-only stop-loss remains at a December premium of $.50 per cwt.] Also
causing me to be a bit less zealous toward this trade is that the chances of a
softening beef market through December are increasing. Am influenced by an
apparent slowdown in forward bookings for delivery beyond mid-month (I mean,
beyond the normal slowing ahead of the holidays), which would be reflected in
spot market quotes as early as this coming week. When the bet is long of the
spot month and short of something else, the home runs are hit when the cash
market charges upward....and it looks like this ain’t gonna be no home run.

And yet, the Five Area Weighted Average Steer price did take out a signifcant
resistance level at $115 this past week (my estimate is $115.50). This makes the



chart look pretty bullish in the near term, as the nearest resistance is now
$117.00-$117.50:
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cash market in December assume a combined Choice/Select cutout value of
$207.75 per cwt (vs. Friday’s quote of $211) and a spot packer margin index of
+$170 per head (vs. $204 this past week). And | obviously regard these as
objective forecasts; but after all, spot margins in December 2017 were only $65
per head. I'm giving the “nod” to the cash cattle chart for the moment.

As for the outright short position in the June contract, | was able to wait until the
market tested the major downtrend line at $115.65, which is formed by joining the
contract high (of October 2) and the high of November 2. Therefore, | can risk
this trade up to a close above $117.50 without wrecking the potential profit-to-
loss ratio. The ultimate downside objective is $107.50.

As | have mentioned before, the winter/spring peak in the cash cattle market is
some distance away.....I'm thinking of something in the neighborhood of $125.
But | fully expect the June basis to look a lot different by the time the cash market
gets there. | have no immediate plans to add to the position.



Forecasts:

Dec* Jan* Feb Mar Apr May*
Avg Weekly
595,000 | 611,000 | 601,000 | 614,000 | 632,000 | 653,000
Cattle Sltr
Year Ago 503,800 | 595400 | 594,200 | 600,400 | 620,100 | 642,200
Avg Weekly
Steer & Heifer | 471,000 | 479,000 | 472,000 | 485,000 | 503,000 | 526,000
Sltr
Year Ago 472,600 | 466,400 | 465800 | 470,400 | 491,300 | 517,100
Avcgo\\:vv?letl:ly 115,000 | 123,000 | 120,000 | 119,000 | 118,000 | 116,000
Year Ago 111,600 | 120,400 | 119,500 | 119,700 | 118,000 | 113,800
Steer Carcass | gq5 889 882 875 862 852
Weights
Year Ago 902.8 892.8 884.0 877.0 861.3 848.4
Avg Weekly 490 501 491 500 507 520
Beef Prodn
Year Ago 495.3 492.5 488.1 490.0 498.4 510.2
AV?/;S;OM $207.75 | $212.50 | $215.00 | $222.00 | $217.00 | $227.00
Year Ago $199.67 | $206.72 | $212.70 | $222.00 | $212.70 | $224.53
5-Area Steers | $116.00 | $117.50 | $121.00 | $122.00 | $118.50 | $115.00
Year Ago $120.00 | $123.36 | $127.65 | $125.40 | $120.41 | $116.36

*Includes holiday-shortened weeks
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