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Feeder Cattle Basis

Early in the year is a good time to reflect on price trends and consider price expectations. At
the local level, one way to do that is to look back at basis levels'. Basis is the difference
between a cash price and a nearby futures price. For feeder cattle, the basis tends to be
positive in the northern plains, meaning the cash price is higher than the futures price. For
example, South Dakota feeder cattle are included in the CME Feeder Cattle Index™, thus the
basis reflects quality differences and location rather than weight differences. Is basis stable?
Does it matter? Monthly feeder cattle basis in South Dakota averaged $4.13 per cwt. in 2022,
which masks a low of -$0.42 in June and $9.12 in October. To put those levels in perspective,
the basis is usually compared against a rolling 5-year average basis by month. Thus, the June
basis was expected to be $2.18 per cwt. For the year, basis was a little below average from
January through June, then above average from July through October, then below average
again to finish out the year.

Turning to price expectations, an expected basis can be used to go from a futures price to an
expected cash price. For planning purposes, a rolling 5-year average is again used or
suggested as a starting point. The default 5-year average could certainly be scrutinized. Using
too short of a look-back period may overweight an extreme year. Using too long of a look-
back period may bring in unrealistic price levels. Perhaps an Olympic average could be used
to smooth out the effects of extremes. Sticking with the simple average suggests using $3-4
per cwt for expected basis, regardless of the month. Nobody gets too excited about mid-
summer basis levels in South Dakota, as the volume of feeder cattle is relatively thin during
that time of year. Basis levels in June and July are less predictable as the thin cash prices are
relative to August futures.

The other aspect with basis is not to lose sight of is the risk reduction that can come from
using futures or from hedging in general compared to being in the cash market. Consider
hedging feeder cattle against September futures. Both buyers and sellers would face cash
price risk that could be reduced by using futures. The rolling 5-year average basis was used to
adjust the futures prices five, three, and one months prior to expiration. Basis forecasts for the
past decade had root mean square error (RMSE) levels of $5.27 for September. Or, basis is
going to be off by that much, per cwt, year in and year out. The forecasted cash prices had
RMSE levels of $9.47, $13.88, and $20.21 for one, three and five months out. Most of the
error was driven by changes in the futures price between when a hedge is placed and lifted.
The RMSE levels were $7.57, $11.83, and $18.63 for the same periods. Similar results were
found for March. The point is that futures risk is larger than basis risk and futures risk
becomes more pronounced as hedging horizons lengthen.



The Markets

The cattle markets finished lower for the week. In the cash trade, fed cattle were down
slightly on a live basis and on a dressed basis. Feeder cattle prices were mixed across sale
locations. On the futures side, live cattle were steady to higher while feeder cattle were higher
for the nearby contracts and steady for the deferred contracts. Cash corn was slightly higher,
while DDGS were slightly lower.

Week of Week of Week of

Data Source: USDA-AMS Market News 1/27/2023  1/20/2023  1/28/2022
$/ewt
5-Area all grades, live weight $1565.25 $1565.32 $136.95
Fed Steer  |all grades, dressed weight  $247.72 $248.22 $218.00
Boxed Beef |Choice Price, 600-900 Ib. $269.17 $274.28 $290.97
Choice-Select Spread $17.03 $18.87 $8.91
700-800 Ib. |Montana 3-market $181.04 $174.29 $161.72
Feeder Nebraska 7-market $185.77 $180.79 $166.13
Steer Oklahoma 8-market $177.01 $177.82 $156.00
500-600 Ib. |Montana 3-market $217.35 $222.91 $195.38
Feeder Nebraska 7-market $224.16 $222.85 $201.66
Steer Oklahoma 8-market $204.36 $208.15 $187.54
Feed Corn, Omaha, NE, $/bu $7.21 $7.19 $6.27
Grains DDGS, Nebraska, $/ton $302.14 $302.86 $240.00

i A five-year history for South Dakota is available in:
Monthly Cattle Prices and Basis Levels (sdstate.edu)



https://extension.sdstate.edu/monthly-cattle-prices-and-basis-levels

