
(Lecture notes for the Week 1 Second session, Wednesday, 2/5/14) 
 
Introductory Pricing/Marketing Workshop for Grains, On-Line 

 

Review 

 
Futures Market Prices – Hilker’s version to make some points 
 
Think of futures market prices as the world price, in the sense they are 
set by the U.S. and World Supply and Demand situation.  (We will define 
futures market contracts in a bit) 
 
Cash Market Price – Hilker’s version 
 
Price received at the local level, while based of the futures markets and 
the world supply and demand situation, they also include the distant to 
the futures market, storage, and the local supply and demand situation. 
 
Basis 
 
Basis is the difference between some specified cash market price and some 
specified futures contract price.  It reflects the difference between the 
world situation and the local situation.   
 
 
 



 
Basis defined as: Cash – Futures = Basis or C – F = B (C = F +/- B)  
The four possible market situations 
 
1- Futures up, basis weakening 
2- Futures up, basis strengthening 
3- Futures down, basis weakening 
4- Futures down, basis strengthening 

 
There are different pricing tools for each situation. Some tools prices 
just the futures, and others just the basis, and other both at once.  
 
Before choosing the proper tool, TWO decisions need to be made. 

- Futures direction, up or down 
- Basis direction, weakening or strengthening 

 
You NEVER choose a pricing tool without making TWO decisions 
 
For example, you NEVER just decide you like the cash price, but rather you 
think futures are going down, and the basis may weaken. 

 
 
 
 
 
 



 

 

Futures Contract (Short version, Hilker) 
 

A futures contract is a legally binding commitment to deliver or take 
delivery of a given quantity and quality of a commodity.  To deliver, 
you sell a futures contract.    





 

 
 

Information needed for a hedge. 
(All per bushel)    Date 
July Corn Futures    $4.51  2/5/14 
Cash Price      $4.00  2/5/14 
Expected basis on   -$0.30 6/18/14 (Historical Olympic 5-year Average)  
Monthly storage costs  $0.02 
  



HEDGE TABLE (Futures Down, Perfect Hedge) 

CASH  FUTURES BASIS E.B.
Date  Operation  ¢/bu. Operation ¢/bu.  ¢/bu. ¢/bu.
 
 
 
 
Gain (+) or Loss (‐) 
 
 
 
Storage Cost 

 

 
Net From Cash Market 
 

 

Brokerage 
 
 
Net From Futures 

 

 
Net From Hedge 

 

 
Net Price Received 

 

 
 
Net Price Expected 
 
 

 
 
 

  
 



 



HEDGE TABLE (Futures Down, Perfect Hedge) 

CASH  FUTURES BASIS E.B.
Date  Operation  ¢/bu. Operation ¢/bu.  ¢/bu. ¢/bu.
2/5/2014               Store                     $4.00
 
6/20/2014             Sell                          3.70 
 

Sell July             $4.51
 
Buy July               4.00 

       ‐0.51
 
        ‐0.30 

    ‐0.51
 
     ‐0.30 

Gain (+) or Loss (‐)                      ‐0.30
 
 

                          +0.51       +0.21    +0.21  

 
Storage Cost 

 
     ‐0.09        ‐0.09      ‐0.09 

 
Net From Cash Market 
 

 
       ‐0.39 

Brokerage 
   ‐0.01  ‐0.01  ‐0.01 
 
Net From Futures 

 
   +0.50                             +0.50 

 
Net From Hedge 

 
   +0.11     +0.11   +0.11 

 
Net Price Received 

 
   $4.11 

 
 
Net Price Expected 
 
 

 
 
  $4.11 

  
 



HEDGE TABLE (Futures up, Perfect Hedge) 

CASH  FUTURES BASIS E.B.
Date  Operation  ¢/bu. Operation ¢/bu.  ¢/bu. ¢/bu.
 
 
 
 
Gain (+) or Loss (‐) 
 
 
 
Storage Cost 

 

 
Net From Cash Market 
 

 

Brokerage 
 
 
Net From Futures 

 

 
Net From Hedge 

 

 
Net Price Received 

 

 
 
Net Price Expected 
 
 

 
 
 

  
 



 



HEDGE TABLE (Futures Up, Perfect Hedge) 

CASH  FUTURES BASIS E.B.
Date  Operation  ¢/bu. Operation ¢/bu.  ¢/bu. ¢/bu.
2/5/2014               Store                     $4.00
 
6/20/2014             Sell                          4.70 
 

Sell July             $4.51
 
Buy July               5.00 

       ‐0.51
 
        ‐0.30 

    ‐0.51
 
     ‐0.30 

Gain (+) or Loss (‐)                      +0.70
 
 

                            ‐0.49       +0.21    +0.21  

 
Storage Cost 

 
     ‐0.09        ‐0.09      ‐0.09 

 
Net From Cash Market 
 

 
       +0.61 

Brokerage 
   ‐0.01  ‐0.01  ‐0.01 
 
Net From Futures 

 
    ‐0.50                              ‐0.50 

 
Net From Hedge 

 
    +0.11     +0.11   +0.11 

 
Net Price Received 

 
   $4.11 

 
 
Net Price Expected 
 
 

 
 
  $4.11 

  
 



HEDGE TABLE (Futures Down, Imperfect Hedge) 

CASH  FUTURES BASIS E.B.
Date  Operation  ¢/bu. Operation ¢/bu.  ¢/bu. ¢/bu.
 
 
 
 
Gain (+) or Loss (‐) 
 
 
 
Storage Cost 

 

 
Net From Cash Market 
 

 

Brokerage 
 
 
Net From Futures 

 

 
Net From Hedge 

 

 
Net Price Received 

 

 
 
Net Price Expected 
 
 

 
 
 

  
 



 



HEDGE TABLE (Futures Down, Imperfect Hedge) 

CASH  FUTURES BASIS E.B.
Date  Operation  ¢/bu. Operation ¢/bu.  ¢/bu. ¢/bu.
2/5/2014               Store                     $4.00
 
6/20/2014             Sell                          3.70 
 

Sell July             $4.51
 
Buy July               3.95 

       ‐0.51
 
        ‐0.25 

    ‐0.51
 
     ‐0.30 

Gain (+) or Loss (‐)                      ‐0.30
 
 

                          +0.56       +0.26    +0.21  

 
Storage Cost 

 
     ‐0.09        ‐0.09      ‐0.09 

 
Net From Cash Market 
 

 
       ‐0.39 

Brokerage 
   ‐0.01  ‐0.01  ‐0.01 
 
Net From Futures 

 
   +0.55                             +0.55 

 
Net From Hedge 

 
   +0.16     +0.16   +0.11 

 
Net Price Received 

 
   $4.16 

 
 
Net Price Expected 
 
 

 
 
  $4.11 

 





(Storage costs 6 cents/month)  HEDGE TABLE (Futures Down)  DON’T HEDGE!!! 

CASH  FUTURES BASIS E.B.
Date  Operation  ¢/bu. Operation ¢/bu.  ¢/bu. ¢/bu.
2/5/2014               Store                     $4.00
 
6/20/2014             Sell                          3.70 
 

Sell July             $4.51
 
Buy July               4.00 

       ‐0.51
 
        ‐0.30 

    ‐0.51
 
     ‐0.30 

Gain (+) or Loss (‐)                      ‐0.30
 
 

                          +0.51       +0.21    +0.21  

 
Storage Cost 

 
     ‐0.26        ‐0.26      ‐0.26 

 
Net From Cash Market 
 

 
       ‐0.56 

Brokerage 
   ‐0.01  ‐0.01  ‐0.01 
 
Net From Futures 

 
   +0.50                             +0.50 

 
Net From Hedge 

 
   ‐0.06     ‐0.06   ‐0.06 

 
Net Price Received 

 
   $3.94 

 
 
Net Price Expected 
 
 

 
 
  $3.94 

 



 

 



   



 





 

 

 
Information needed for a hedge. 
(All per bushel)    Date 
May Soy Futures   $12.99 2/5/14 
Cash Price     $12.93 2/5/14 
Expected basis on   $-0.30 4/18/14 (Historical Olympic 5-year Average)  
Monthly storage costs $ 0.06 
Brokerage cost   $ 0.01   



HEDGE TABLE (Soybeans) 

CASH  FUTURES BASIS E.B.
Date  Operation  ¢/bu. Operation ¢/bu.  ¢/bu. ¢/bu.
 
 
 
 
Gain (+) or Loss (‐) 
 
 
 
Storage Cost 

 

 
Net From Cash Market 
 

 

Brokerage 
 
 
Net From Futures 

 

 
Net From Hedge 

 

 
Net Price Received 

 

 
 
Net Price Expected 
 
 

 
 
 

  
 



 



HEDGE TABLE (Soybeans) 

CASH  FUTURES BASIS E.B.
Date  Operation  ¢/bu. Operation ¢/bu.  ¢/bu. ¢/bu.
2/5/2014               Store                     $12.93
 
6/20/2014             Sell                          12.00 
 

Sell May             $12.99 
 
Buy May               12.30 

       ‐0.06
 
        ‐0.30 

    ‐0.06
 
     ‐0.30 

Gain (+) or Loss (‐)                       ‐0.93
 
 

                             +0.69        ‐0.24    ‐0.24  

 
Storage Cost 

 
      ‐0.15        ‐0.15      ‐0.15 

 
Net From Cash Market 
 

 
         ‐1.08 

Brokerage 
   ‐0.01  ‐0.01   ‐0.01 
 
Net From Futures 

 
      +0.68                             +0.68 

 
Net From Hedge 

 
      ‐0.40     ‐0.40   ‐0.40 

 
Net Price Received 

 
   $12.53 

 
 
Net Price Expected 
 
 

 
  
$12.53 

  
 





 

 

Information needed for a hedge. 
(All per bushel)    Date 
July Corn Futures   $4.51  2/5/14 
Cash Price     $4.00  2/5/14 
Expected basis on   $-0.30 6/18/14 (Historical Olympic 5-year Average)  
Monthly storage costs $0.02 
Brokerage cost   $0.01 

 

Hedge (can be different only by the amount different from expected basis) 

July Futures  $4.51  or  $4.51  or  $4.51 

Basis      -0.30    -0.25 (if)  -0.35 (if) 

Storage     -0.09    -0.09    -0.09 

Brokerage    -0.01    -0.01    -0.01 

Net Price   $4.11    $4.16    $4.16 

 



 



 
Simple Hedge Calculation  

 


