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COLLEGE OFAGRICULTURE
DEPARTMENT OF AGRICULTURAL ECONOMICS

'urbana" Illinoie 6180L Jtme 22, 1977

PRICING ALTERNATIVES FOR CORN

LAST I{EEK' S LET'IER pointed out the potential for a shortage of stolage capacity dur-

ing this yearrs corn harvest. Alternatives for narketing 'rsurPlusrr corn should be

continuously evaluated, beginning now. Nonstored corn need not be Priced at harvest

tine; there are trdo basic alternatives: forward Pricing and delayed Pricing.
I.2RuARD PRrc-rIvG. The 1977 corn croP is potentially large' but concerns about

noisture levels nay offer opportunities to forward Price at levels higher than an-

ticipated at harvest. A sinilar situation existed last year, and cash bids for the

1976 crop averaged about 25 cents higher during July, August, and Septenber than

during harvest (nid-october to mid-Novenber) in east-central Illinois.
Corn can be priced prior to harvest time either in the cash narket or the fu-

tures narket. Whether to use the cash or futures narket depends on several factors:

amount of corn to be priced, flexibility of cash contract, and expected basis.

Forward pricing by selling December futures will yield a net Price equal to the

price of the Decenber futures minus the harvest-tiDe basis ninus conmission fees and

interest on margin noney. During the past trvo harvest seasons, basis (the difference

between the cash price and the Decenber futures price) has averaged about 54 cents

fron mid-October to mid-Novenber. Currently, cash bids for harvest-time delivery
are ranging fron 30 to 37 cents under the Decernber futures. In te"ms of net Price'
the cash and futures narket are a toss-uP right now.

DEIAYED PRI?ING. If a producer really wants to oun more corn than he has or

can arrange storage for, he can delay price. As in the case of forward Pricing'
this can be done either in the cash market or the futures market.

In the cash narket, delayed-pricing contracts nay be available. Unde! these

contracts, the seller can deliver corn at harvest tine and then receive the Price
bid on the day of his choice during the narketing year. A service charge is assessed

by the buyer. The service charge varies anong buyers, but tyPically it is a flat
charge to the first of the year plus l to 2 cents per bushel Per nonth beyond January.

Delayed pricing can also be accomplished by selling the corn at harvest tine
and replacing it with an equivaleut amount in the futures narket. In this manner'

ownership is retained, and the ol{ner continues to Speculate on an increase in the

price level of corn.
SIATE .COUNTY. I.OCAI. GROUPS.U S OEPARIMTNT Of AGRICUI.IURE COOPERAIING

THE II.I,INOIS COOPTRATIVT TXTTNSION STRVICT PROVIDTS EOUAI. OPPORTUNITIES IN PROGRAMS AND EMPI.OYMTNT

o



In deciding whether to delay pricing the selle! Eust deternine hou nuch the

price of corn nust rise to cover costs. Th6se costs are the service charge, any

additional shrink taken, and interest on Doney that he receives later rather than

at harvest. These amounted to about 32 cents per bushel fron October, 1976 to June,

1977.

When replacing cash with futures, the seller Eust deterrine how nuch the cash

price nust increase before futures go up at all. In October, 1976 the cash price
to farners in east-central Illinois uas 52 cents under the July futures. On June

15, 1977 the cash price was 23 cents under tho July future. The difference of 29

cents is the futures narket charge in lieu of sto"age. The cash price has to rise
substantially before futures lise at all.

Both forms of delayed pricing require spoculation that the ptice Leuel of corn

will increase. Substantial charges in lieu of storage are incurred,
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