
Managing 
Market Risk for 
Fall Calf Sales
Now is a good time to think about your marketing 
plans for the calves you expect to be selling this fall. 

by Jay Parsons, Department of Agricultural Economics, University of Nebraska-Lincoln

Hopefully, your spring 
calving season has 
gone well, the grass 

is greening up nicely, and you 
are looking forward to a good 

production season this year. Now 
is a good time to think about your 
marketing plans for the calves 
you expect to be selling this fall. 
Maintaining and updating a 

marketing plan to the marketing 
process brings discipline that is 
often rewarded in challenging 
market environments like the one 
we are currently experiencing.

What does success look like in 
a marketing plan? We generally 
judge success in a marketing plan 
based upon what could have been. 
What price did we receive versus 
what price could we have received 
if we had done things differently. 
Rarely do our decisions lead to 
getting the absolutely best price 
possible, so we are often left with 
feelings of regret because we 
could have done better. 

However, judging your 
marketing decisions after the fact 
based only on what happened 
isn’t exactly fair. You should judge 
success based upon how well the 
marketing plan helped you achieve 
your marketing goals. And, your 
marketing goals need to be more 
than just getting the highest price 
possible because that is not a 
realistic expectation, and most of 
us would like to manage some risk 
with our marketing decisions. 

Set marketing goals
What are some goals you might 
want to set for your marketing 
plans this year? Current Chicago 
Mercantile Exchange (CME) 
futures prices for October feeder 
cattle are just over $127 per 
hundredweight (cwt.). This is about 
a $13 per cwt. less than it was a year 
ago at this time. Historically, how 
accurate are spring forecasts for 
October feeder cattle prices? Table 
1 would suggest “not very.”

The current CME feeder cattle 
cash settlement index is around 
$130.50 per cwt. If that also turned 
out to be the settlement price at 
the end of October, it would be just 
under $3 higher than the current 
futures price contract for October. 
That would be near the four-year 
average we see in Table 1, but it 
would also be the first time since 
2013 that any one year has been 
close to that average. Markets are 
risky and uncertain, which is why we 
need a plan to address it.
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Limiting risk, being open  
to opportunities
At this point, the market is down and 
inventories are up compared to a few 
years ago. Most of this information 
is already priced into the market 
place. Marketing plans should be 
concerned with limiting potential 
downside risk but also should leave 
open the possibility of benefitting 
from potential upside movements 
in the market. Put options and 
Livestock Risk Protection (LRP) 
insurance contracts are two tools 
that might be used to implement 
marketing plans to this effect.

Table 2 shows how LRP feeder 
cattle insurance contracts would 
have performed for steers weight 1 
from 2013-2016. In this example, 
roughly half of the upward price 
movement in 2013 and 93% of 
the upward price movement in 
2014 are captured in the bottom 
line for each of those years after 
subtracting off the LRP premium 
payment. Meanwhile, roughly half 
of the downward price movement 
in the bad years in 2015 and 2016 is 
mitigated by the net LRP effect.

As Figure 1 shows, in an upward 
moving market using LRP and put 

options will cost a little bit of money 
but will still allow capture of most of 
the benefit involved with an upward 
movement in the market place. In 
a downward moving market, using 
these tools will cushion the fall. 

Currently, the LRP Expected 
Price Index Value for mid-October 
steers weight 1 is $140.94. A 
producer can insure up to 93.91% 
of that price or $132.36 for $3.83 
per cwt. That would give the 
producer a net floor on the national 
price of $128.53. If protection at 
this level is a marketing goal, this 
should be one of the options to 
consider. The protection will cost 
you the premium but if prices move 
up, you will still be able to capture 
much of the upswing. However, 
most people don’t expect that to 
happen yet this year. The question 
is how much of the downside risk 
are you willing to accept given your 
current cash flow situation and cost 
of production.  HW

Figure 1

Table 1: Chicago Mercantile Exchange (CME) October feeder cattle contract (700-849 lb. medium frame #1 steers)

Table 2: LPR-feeder cattle (steers weight 1, < 600 lb.) performance

2013 2014 2015 2016 Average
LRP 30-week coverage price (on date) 171.60 (April 2) 193.60 (April 1) 233.20 (April 2) 160.22 (April 1) 189.66
LRP expected ending value (date) 172.31 (Oct. 29) 196.30 (Oct. 28) 238.37 (Oct. 29) 166.71 (Oct. 28) 193.42
LRP actual ending value (Date) 181.76 (Oct. 29) 262.71 (Oct. 28) 212.60 (Oct. 29) 137.14 (Oct. 28) 198.55
Net change $9.45 $66.41 ($25.77) ($29.57) $5.13 
LRP indemnity 0.00 0.00 20.60 23.08 10.92
LRP producer premium 5.41 4.62 8.51 6.60 6.29
Net LRP effect (-5.41) (4.62) 12.09 16.48 4.64
Net effective price $176.35 $258.09 $224.69 $153.62 $203.19 
Deviation from expected ending value $4.04 $61.79 ($13.68) ($13.09) $9.76 

Source: http://www3.rma.usda.gov/apps/livestock_reports/

2013 2014 2015 2016 Average
CME October feeder cattle futures (on date) 156.65 (April 2) 178.45 (April 1) 216.70 (April 2) 151.93 (April 1) 175.93
CME feeder cattle cash settlement index 165.24 (Oct. 29) 238.83 (Oct. 28) 193.27 (Oct. 29) 124.67 (Oct. 28) 180.50
Net Change $8.59 $60.38 ($23.43) ($27.26) $4.57 
Source: Livestock Marketing Information Center (LMIC)
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