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^./PRICING I9E9 CROP SEYBEAiIS

In last we€k's letter, a possible strategt was outlined for pricing 1989 ctop soybeans by first
selling March 1988 futures. A look at that suteSy was rccommended because of lhe cun€nt
large discount in 1989 crop fuorcs, compared to 1988 crop futurcs, and the probability that the

discount would nanow as the 1988-89 marketing year pmgr€ssed. Similar relationships in the
com market arc considercd in this week's letter.

Unlike the soybean market, com futurcs currcntly show a small carrying charge through July
1989. December 1988 futures closed ar $2.79 314, and July 1989 futures closed at $2.90 per
bushel on June 13. September 1989 futurcs closed at only $2.68, while December 1989 closed
at $2.53. The fact that December 1989 futures arc a 37-cent discount to July futurcs suggests

rhat prcduceN might be tempted to price 1989 cmp com by fitst selling July 1989 futurcs with
the expectatian of movhg the hedge forward at a smaller discount or even a small prcmium. An
examination of rcc€nt rallies in the com market shows that this strategy has had mixed results.

l9&t-84. A massive acrcage-rcduction program and hot, dry growing conditions led to a sharp
rise in com prices in the summer of 1983. December 1983 futures had a high closing value of
$3.71 on August 23, 1983. On the same day, July 1984 futures closed at $3.81; September
futures, at $3.53i and December futurcs, at only $3.21. The 60-cent discount in futures frcm
July to December 1984 suggests that hedging of 1984 crop com might have been attempted by
selling July futurcs and then moving the hedge forward at a more favorable sprcad later in the
year. This strategy was only partially successful in the 1983-84 marketing year. The July-
December discount narowed !o orlly about 40 cens by June 1984.

1980-81. The dry gmwing season of 1980 pushed prices to lhe highest level at harvesl
Decemb€r futurcs had a high closing value of $3.93 3/4 on November 28, 1980. On the same

day, July futures closed at M.16 3/4, and December l98l futurcs closed at $3.85 314. Agalu:.,

prichg of the 1981 cmp could have been accomplished by selling July futurcson the expectation
that the July-Dec€mber discount would narrow. In fact, that sprcad did nanow fairly quickly.
By the end of January 1981, the discount was only 10 cents. By the end of March 1981,

December futurcs wer€ an 8-cent prcmium to July futurcs, and by the end of June, Deccmber

futurcs were a 20-cent prcmium to July futurcs. By holding the July futures position to the end

of June l98l and then moving the hedge to December futurcs, a producer would have had a net

selling price of $4.38 for Decembet futurcs, more than 50 cents above the price offered on
November 28, 1980.

ln lhrce other rccent marketing years --1974-75, 197 6-77 , 1979-8D--com prices staged signifr-
cant ratlies during the growing season or at harvest. The kind ofhedging strategy described in
the two examples above could have been followed in each ofthose yea$. In both 1976 and 1979,

the deferred December futures contracts--l977 and 1980, respectively--were not yet trading at
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thc pcat of ttrc mlly. Hedging of ttnse crops would havc becn accomplished by selling July
futures with the expectation of mlling the hedge forward. ln 1979, Dccember 1980 fuurres
started tnding m Scpaember 2l at a 2-ccnt premium o July fuurrcs. In 1976, Decembcr 197
futurEs started trading on Octobcr I at a l6-cent discornt !o July futurcs, but eventuslly went
to a l0-cent premium.

The highest closing pricc forDeccmber 1974fuurrcswas $3.95srOctober3, 194. Iuly futurcs
closed at 34.06, ard Dec€mber 1975 futurcs cl6cd atl3.45 ln. Decembcr futurcs Emained
at a discornt to July futurcs thoughout the life of the July omtract. However, the discomt did
decrcase by abort 20 cents.

Concluslons. Thc strategy of pricing 1989 cto,p com by hedging in July 1988 fuuucs may not
be completely successful. Thatis, Deccmbcr 1989 com futute.s may rcmain at a discqtnt to July
1989 futurcs. History suggests, however, that the chances of ttp discount tuming into a
prcmium are good. Even if a prcmium dcs not ma&rialize, the discount will probably not
incrcase once the currcnt rally reaches a peak. Hedging of the 1989 crop in July 1989 fuurcs
should be considered.
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