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Corn Club Posts Complete Contest Results
e 8 CORN TALK NBWS

Corn Futures and Options Farm Management Exercisse

Jayson K Harper
The fam o iaa this past the use of futures and options 10 PENNSYLVANIA MASTER CORN GROWERS ASSOC.,, INC.
manage price nsk  Early indications were that catryover stocks of com would be less than 5 percent of
use, which would have been the lowes! ratio on record in mid- prices skyroch and were

Corn Futures and Options Farm Management Exercise (continued)

The farm management exercise gensrated (itie interest this past year A total of twelve corn ciubd
paricipants returned therr surveys  Of this twelve only four indicated they would efther sell a futures
contract or buy a put option The g eight ded to take their on the cash market
Taking their chances could have cost these producers over $1 00/bushel Even if prices had increased

extremely volatile Cash market pnces were in excess of $5.50/bushe! or nearty double what they were at
the same time in 1995

When | wrote up the exercise back on July 10, the Chicago futures price for December com was
§3 58 Dscember basis over the past 7 years has averaged +$0 15/bushel, this meant that the

Pennsytvania price in D was exp 1o be around $3 7bushel as of last July 10 On over the futures price, the only cost would have the premium and brokerags fees on a put option and the
mbe com arm °,

December 16, was sefling for an age of $2 inf y ($291 in the southoastem com could still have besn s0id for the higher pnce®  Although the volatilty of the 1996 com market was

partof the state, $2.86 In the certral part, $2 75 in the south-cantral par, and $2 94 in the westem part) unusual, it does point out the benstits of futures and options as part of a marketing strategy that manages

What happened and when?

pnce nsk rather than solely taking your chances on the cash market
Prices for December futures peaked in met-July at around $3 90bushel By early to mid-August,

com futures prices had dropped to around $3 15bushel Much of this was due to the discovery of
additonal com stocks and the substitution of other feeds Pneu_rllllod in mid-late August, but went into a * M July futures pce minus the Decamber 16 futures prce plus the local cash market price minus the
steep decline on the news of higher than expected sarly harvest yrids and lower export sales The brokerage commission
extremely low stocks also led 1o regi hortages that the com ption rate in late ($360-5271)+$287-$003 = $3 7
summer As & result, the finat stocks of 426 milon bushels were somewhat higher than expected eariier
As additonal information on the size of the natonal com crop revised prod i P
December futures prices have fallen to $2 67/hushel as of December 16 The latest USDA crop repori
puts the 1996 com crop at 9 27 bilhon bushels (the third iargest crop on record), up almost 16% from
earher of 8 bilon b Camyover stocks ane expected to be over 1 billion bushels next
September !
What would have happened ¥ we would have bought a put option for a December futures contract
in mid-July, late-August, or even as late as early-October? In mid-July the futures price was around
$3 60/bushel  This means that we could have locked in an actual net sales price of $3 73/bushe! by
exercising the option 1o sell a futures contract ' In tate-August the tutures pnice had rebounded to the
$3 50/bushel level after falling to around $3 20/bushel earfier in the month At this point we could have
focked in an actual net sales price of $3 63/bushet with the option® In early October the futures price had
falien to around $3 00/bushel However, even at this late date we could have locked-in an actual sales
pnce of $3 13/bushel The important point is that even it we locked-in the price after the late July tughs,
we would have an effective price above what the local market cash pnce is in mid-December
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# Late-August futures pnce minus the December 16 futures pnce plus the local cash market price minus
the brokerage commission
($350-$271)+$287-3003 = $3 63

? Early-October tutures price minus the Decembsr 16 futures price pius the local cash market price minus
the brokerage commission.

($300-$271)+$267-$003 = $3 13

“For example, on July 10 an option to sell a futures contract at $4 10 had a premium of $0.62 On August
20, an option to sef! a $3 40 futures conract had a premium of $0 20 In the first case, we were locking-in
@ minimum pnce of $3 45/bushel ($4 10 - $0 62 - $0 03) n the second case, we would have locked-in a

minimum price of $3 17/bushe! ($3 40 - $0 20 - $0 03) 1t cash market prices increased above the futures
pnce, we woukl benefit from the higher cash market price, tut the option would then be worthless
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