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Trading Cattle 
…. from a meat market perspective 
A commentary by Kevin Bost 

 
 

May 23, 2018 
 

 
I have no 
position in 
the cattle 
market at 
this time, 
still waiting 
for the right 
time and 
place to 
buy the 
August 
contract for 
the “long 
haul”.  
Even 
though the 
October 
contract 
appears to 

be at least as undervalued, I prefer to place by bet on the August because this 
looks like the approximate point at which cattle marketing rates will shift from an 
aggressive posture to a defensive one; if it happens earlier, it will still have its 
greatest (bullish) impact on the nearby futures….that, and the simple fact that I 
do not find many colleagues who are bullish of August cattle.  This one seems to 
be the favorite short leg among most spread traders. 
 
As I have illustrated before, my forecast of an average combined Choice/Select 
cutout value of $208.50 per cwt in August assumes that there will be a 
considerable decline in the seasonally adjusted demand index from May to 
August, due to fairly rapidly increasing retail prices.  I think I’m sufficiently 
accounting for such demand weakness, and so I’ semi-comfortable with the beef 
market projection.  The packer margin remains the key variable in the 
forecasting equation.   
 
When I consider the packer margin situation as objectively as I am able, I cannot 
come up with a compelling reason why spot margins would not be near those of 
a year earlier in August, which would make for a drop of $150-$180 per head 
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from current levels.  I’m sorry, but I have to show this picture again.  Its 
importance cannot be overestimated: 
 

If, for some 
reason, the 
margin index 
shown at left 
were to be far 
wider than a 
year earlier—
say, $250 per 
head—then 
the forecast 
of the Five 
Area 
Weighted 
Average 
Steer price 
would be 
lowered from 
$116 to $111.  
This is a good 
reason to 

believe that the bottom in the August contract is “in”.  However, we still have to 
wade through the most intense pressure on slaughter capacity in June, and so 
we don’t know how wide it can become over the next five weeks.  This is a good 
reason to be patient about buying the board outright.   
 
Also, I have to consider what the basis might look like.  So far here in May, the 
discount in the August contract (to the cash cattle market) has been tracking 
year-earlier levels pretty closely.  I notice that in each the last four years, closing 
prices in the August contract during the month of August last year averaged 
$2.42 below the Five Area Steer price; in the three prior years the discounts 
were $2.27, $1.25, and $2.99.  Thus, a discount of $2.50 this time around might 
be a reasonable guess.  If my forecast of a $116 cash cattle market are in the 
right ballpark, then we could look for closes in the August futures contract to 
average around $113.50; if the wider and more bearish packer margin index of 
$250 per head were to prevail, then a $111 cash market would align with an 
August futures contract at $108.50. 
 
On the same subject, I notice that in the fourth week of June 2017, the August 
contract traded $2 per cwt below the cash market.  In 2014 and 2016, the 
discounts at that time were $4 and $5 respectively.  And so, if cash cattle are 
trading around $106 at that time, which is my guess, then we might expect the 
August contract to be somewhere between $101-$104.  This also argues for 
patience in approaching the board from the long side.     



 3 

Where, then, would be a good place to buy?  It looks like I have three clear 
choices: a) at the five-day moving average, which this morning passes through 
about $100.20; b) last Friday’s low of $98.10; and c) the contract low of $97.62.  
This morning, the market is driving convincingly through its ten-day moving 
average for the first time since May 3.  If it holds above the ten-day average for 
more than one day, then I will buy it at either the five-day moving average or the 
ten-day average, whichever is lower. 
 
If this seems to contradict the theme of patience that I preached above, I 
consider that given the amount of ground the cash cattle market has given up 
over the last couple of weeks; the extremely wide packer margins; and the fact 
that packers are buying for a shortened production week; there seems a good 
chance that cash cattle prices will begin to show more stability after this week.  
They won’t stop declining, but the pace should be more gradual.  
 
 
Forecasts: 
   

 
 

May* Jun Jul* Aug Sep* Oct* 

Avg Weekly 
Cattle Sltr 

646,000 664,000 623,000 638,000 621,000 630,000 

Year Ago 606,400 637,900 603,800 633,800 624,400 629,500 

Avg Weekly 
Steer & Heifer 

Sltr 
521,000 537,000 501,000 507,000 489,000 492,000 

Year Ago 490,600 514,200 488,800 511,000 502,100 500,900 

Avg Weekly 
Cow Sltr 

114,000 115,000 112,000 118,000 120,000 127,000 

Year Ago 104,600 111,000 104,400 111,000 111,200 117,800 

Steer Carcass 
Weights 

852 863 876 887 898 904 

Year Ago 837.8 854.0 868.5 884.6 896.0 897.8 

Avg Weekly 
Beef Prodn 

515 534 506 521 511 520 

Year Ago 477.6 509.6 487.6 517.9 515.8 518.4 

Avg Cutout 
Value 

$224.25 $218.75 $209.50 $208.50 $205.00 $207.00 

Year Ago $238.12 $238.48 $209.64 $196.81 $192.17 $197.04 

5-Area Steers $116.25  $107.50  $111.50  $116.00  $113.50  $117.00  

Year Ago $136.78 $126.59 $118.41 $110.72 $106.83 $112.08 

            
*Includes holiday-shortened weeks 
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Trading Cattle is published weekly by Procurement Strategies Inc., 99 Gromer Road, Elgin IL 
60120.  For subscription information, please contact Kevin Bost at (847) 212-7523; or visit our 
website at www.procurementstrategiesinc.com. 
 
 
Information herein is derived from sources believed to be reliable, with no guarantee to its accuracy or completeness. 
There is a substantial risk of loss in trading futures and options especially when not hedged against a cash position. 
Opinions expressed are subject to change without notice.  Each investor must consider whether this is a suitable 
investment. All funds committed should be risk capital. Past performance is not necessarily indicative of future results. 
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