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Topics in this Month’s Update: 

1. June WASDE Update: Bullish Fundamentals Outweighed by Outside Factors 

2. Corn and Soybean Crop Condition: 2018 vs. Previous Years 

3. Precipitation and Temperature Outlook: Implications for the Growing Season 

4. 2017 Corn, Soybean, and 2018 Wheat Basis vs. Previous Years – Implications for Storage 

5. Projected Corn, Soybean, and Wheat Futures Trading Ranges to July 2019 

6. 2018 Corn and Soybean Risk Management Opportunities 

7. 2018 Corn and Soybean Risk Management Plan – June Update 

8. Past Performance of Hedging the DEC Corn and NOV Soybean Contract in July for 
October Delivery 

9. How Do I Get on the Email Distribution List to Receive this Newsletter? 

 
Topic 1. June WASDE Update: Bullish Fundamentals Outweighed by Outside Factors 
 The June report typically focuses on the demand side of the balance sheet as USDA will not have any new 
supply information until the June 29th Acreage report. Analysts surveyed expected lower old-crop corn and soybean 
stocks from the May projections. Analysts also expected new-crop soybean and wheat stocks to increase from the May 
projections and for new-crop corn stocks to decline slightly. USDA’s monthly surprise was larger than expected 
reductions in new-crop stocks for all three crops. 

USDA adjusted the old-crop corn supply and demand projections by reducing corn imports by 5 million bushels 
and increasing exports by 75 million bushels from the May report. The net effect is an 80 million bushel reduction in 
old-crop corn ending stocks from the previous report (Table 1).  
 New-crop corn supply was reduced by 80 million bushels due to the smaller carry-in. USDA increased projected 
corn use by 25 million bushels from the May report with increased ethanol use more than offsetting reduced feed and 
residual use. The net change is that new-crop corn stocks are projected to be 105 million bushels less than the 
projections from the May report. USDA projects new-crop corn stocks to decline by 525 million bushels from the 2017-
18 marketing-year. USDA projects the 2018-19 U.S. farm-level marketing-year average price at $3.90/bushel (Table 1).  

The corn market has the potential for more bullish fundamentals if planted area declines further or if yields 
are at or below-trend. The acreage questions will be partially answered by the Acreage report. However, USDA updates 
planted area in the October report based on the certified acreage data from FSA. The crop condition surveys (Topic 2) 
show the corn crop is off to one of the best starts nationwide in the 33 years of survey data which reduces the likelihood 
of below-trend yields. Market bears point to the combination of crop condition and trade uncertainty to tell the story 
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of new-crop stocks being larger than currently projected. Trade uncertainty in the soybean market also washes into 
the corn market reinforcing the negative sentiment and taming any market bulls. 

 

  
 

 USDA surprised the soybean market by trimming old-crop soybean stocks by 25 million bushels due to an 
increase in crushing demand (Table 2). This flowed into the new-crop balance sheet and reduced 2018-19 projected 
supply by 25 million bushels. USDA also increased projected new-crop crushing demand by 5 million bushels from May 
for a net reduction in new-crop soybean stocks by 30 million bushels from the May report (Table 2).  
 The June report illustrates the potential for a more bullish soybean market due to a slight increase in 2018-19 
supply and a 212 million bushel increase in use. Unfortunately, the key assumption is the strong growth in exports that 
may not be realized if a trade war China heats-up further. The risk in the soybean market, as demonstrated in the 
futures market, is the potential for massive swelling in soybean stocks which will weigh on the farm price (Table 2).  
 

 

USDA reduced old-crop wheat exports by 10 million 
bushels from the May report which increased old-crop 
stocks by the same amount. This flowed into the new-
crop balance sheet’s carry-in. USDA’s survey of actual 
winter wheat yields increased the 2018 wheat crop by 
6 million bushels from the May report. USDA increased 
projected 2018 wheat exports by 25 million bushels 
from the May report which offset the increase in wheat 
supply.  
 
If exports increase and if supply is reduced as projected, 
2018-19 wheat stocks will decline to 946 million bushels 
(Table 3). This will support a higher marketing-year 
average price (MYA) of $5.10/bushel. Exports remain a 
weakness that could increase stocks and reduce 
expected MYA price.  

 
Topic 2. 2018 Corn and Soybean Crop Condition vs. Previous Years 

 The USDA crop condition survey shows that the 2018 corn (Figure 1) and soybean (Figure 2) crops are in very 
good and excellent condition. The weekly survey results are converted into an index by multiplying the percentage 
rated in very poor condition by 100, the percentage rated in poor condition by 200, the percentage rated in fair 

2015-16 2016-17 2017-18 2018-19 Change from
Estimated Projected 17-18

Planted Area (million) 88.0 94.0 90.2 88.0 -2.2
Harvested Area (million) 80.8 86.7 82.7 80.7 -2.0
Yield (bushels/acre) 168.4 174.6 176.6 174.0 -2.6

Beginning Stocks 1,731 1,737 2,293 2,108 -185
Production 13,602 15,148 14,604 14,040 -564
Imports 67 57 45 50 +5
              Total Supply 15,401 16,942 16,942 16,192 -750

Feed and Residual 5,131 5,472 5,500 5,350 -150
Food, Seed & Industrial 6,635 6,883 7,040 7,165 +125
       Ethanol and by-products 5,206 5,432 5,575 5,675 +100
Exports 1,898 2,293 2,300 2,100 -200
              Total Use 13,664 14,649 14,840 14,615 -225

Ending Stocks 1,737 2,293 2,102 1,577 -525
Stocks/Use 12.7% 15.7% 14.2% 10.8%  -3.4%
Days of Stocks 46 57 52 39 -12
U.S. Marketing-Year Average 
Price ($/bu) $3.61 $3.36 $3.40 $3.90 +$0.50

Source:June 2018 WASDE - USDA: WAOB.

Table 1. U.S. Corn Supply and Use

------------------- Million Bushels -------------------

2015-16 2016-17 2017-18 2018-19 Change from
Estimated Projected 17-18

Planted Area (million) 82.7 83.4 90.1 89.0 -1.1
Harvested Area (million) 81.7 82.7 89.5 88.2 -1.3
Yield (bushels/acre) 48 52 49.1 48.5 -0.6

Beginning Stocks 191 197 302 505 +203
Production 3,926 4,296 4,392 4,280 -112
Imports 24 22 25 25 +0
              Total Supply 4,140 4,515 4,718 4,810 +92

Crushings 1,886 1,901 2,015 2,000 -15
Exports 1,936 2,174 2,065 2,290 +225
Seed 97 105 103 103 +0
Residual 24 34 30 32 +2
              Total Use 3,944 4,213 4,213 4,425 +212

Ending Stocks 197 302 505 385 -120
Stocks/Use 5.0% 7.2% 12.0% 8.7%  -3.3%
Days of Stocks 18 26 44 32 -12.0
U.S. Marketing-Year Average 
Price ($/bu) $8.95 $9.47 $9.40 $10.00 +$0.60

Source:June 2018 WASDE - USDA: WAOB.

------------------- Million Bushels -------------------

Table 2. U.S. Soybean Supply and Use

2015-16 2016-17 2017-18 2018-19 Change from
Estimated Projected 17-18

Planted Acres (million) 55.0 50.1 46.0 47.3 +1.3
Harvested Acres (million) 47.3 43.9 37.6 38.9 +1.3
Yield (bushels/acre) 43.6 52.7 46.3 46.9 +0.6

Beginning Stocks 752 976 1,181 1,080 -101
Production 2,062 2,309 1,741 1,827 +86
Imports 113 118 155 135 -20
              Total Supply 2,927 3,402 3,076 3,043 -33

Food 957 949 963 965 +2
Seed 67 61 63 62 -1
Feed and Residual 152 156 70 120 +50
Exports 775 1,055 900 950 +50
              Total Use 1,952 2,222 1,996 2,097 +101

Ending Stocks 976 1,181 1,080 946 -134
Stocks/Use 50.0% 53.2% 54.1% 45.1%  -9.0%
Days of Stocks 183 194 197 165 -33
U.S. Marketing-Year Average 
Price ($/bu) $4.89 $3.89 $4.75 $5.10 +$0.35

Source:June 2018 WASDE - USDA: WAOB.

------------------- Million Bushels -------------------

Table 3. U.S. Wheat Supply and Use
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condition by 300, the percentage rated in good condition by 400, and the percentage rated in excellent condition by 
500. In this way, the index captures the weighted average crop condition for each crop year for a comparison of the 
U.S. corn and soybean crops by week for the 33-year period.  
 

Figure 1. U.S. Corn Crop Condition Index for 2018 vs. 2017 vs. 2012-16 Average. 

 

The 2018 corn crop’s 
condition is rated better 
than the 2017 crop (red 
line) or the 2012-16 year 
average (green line). The 
range in the condition 
index over the 33-period is 
the gray area. 
 
The 2018 corn crop is rated 
to be at the upper-end of 
the condition index. While 
not shown, the top-five 
corn states of Iowa, Illinois, 
Indiana, Minnesota, and 
Nebraska have good and 
excellent ratings ranging 
from 76% (Indiana) to 86% 
(Nebraska) as of June 25, 
2018. 

Crop Progress Report, June 25, 2018 
 
 
 

Figure 2. U.S. Soybean Crop Condition Index for 2018 vs. 2017 vs. 2012-16 Average. 

 

The 2018 soybean crop’s 
condition is rated as the 
best in the 33 years 
surveyed. The top-five 
soybean-producing states 
(Iowa, Illinois, Indiana, 
Nebraska and Minnesota) 
are all rated at 71% 
(Indiana) to 85% (Nebraska) 
percent good to excellent 
condition.  
 
The combination of faster-
than-average emergence 
and crop condition suggests 
the potential for above-
average yields. This would 
increase stocks and weigh 
on the price potential for 
2018 soybeans. 

Crop Progress Report, June 25, 2018 
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Topic 3. Precipitation and Temperature Outlook: Implications for the Growing Season 
 One of my favorite NOAA weather maps shows the precipitation needed to bring the Palmer Drought Index 
(PDI) to a non-drought level. This map suggests some areas in the Midwest are experiencing some moisture stress. 
The darker the red indicates that more precipitation needed to bring the PDI to a normal level.  
 

 

This map shows potential for water-stress in 
southeast Nebraska, Kansas, Missouri, 
southern Iowa, western Illinois, Ohio, and 
Western Kentucky. Arkansas and Louisiana 
also appear to be experiencing water-stress 
for both the corn and soybean crops. 
 
The Southeast region, which often 
experiences drought, also has areas of 
apparent moisture stress in North and South 
Carolina.  
 
While part of the Corn Belt might be 
experiencing moisture stress, last year’s 
yields demonstrated that cooler than normal 
temperatures could limit the impact of 
water-stress.  

 
 
 
 

  
 

 The 8 to 14-day precipitation (above left) and temperature (above right) outlooks suggests that the eastern 
Corn  Belt, Dakotas, Delta and the Southeast region may receive precipitation to reduce any moisture stress to the 
crops. The above normal temperatures are expected to cover the Corn Belt and Delta states, which may be concerning 
if the above average temperatures, coincide with corn pollination. That could create some weather premium in the 
market that currently doesn’t exist. 
 
 



5 
 

Topic 4. 2017 Corn, Soybean, and 2018 Wheat Basis vs. Previous Years – Implications for Storage 
A key component of marketing stored grain is monitoring local basis and understanding the seasonal 

components of basis. Figure 3, Figure 4, and Figure 5 show the monthly average corn, soybean and wheat spot basis, 
respectively, for twelve Western Kentucky markets.  

For each figure, the black line represents the average basis for the 2008-12 crop years. The blue line represents 
the average basis for the 2013-15 crop years, and the red line is the basis for the 2016 crop. The green line is the 2017 
basis for the corn and soybean crop and the basis for the 2018 wheat crop. 

 

 
Figure 3. Western Kentucky Corn Spot Market Basis Appreciation from 
September to August for 2008 to 2017 Crop Years 
Basis Calculated on June 22, 2018 

The corn basis has appreciated from 
October to June by $0.24/bushel, 
which is about $0.05/bushel more 
than the 2016 corn crop’s 
appreciation in June (Figure 3). The 
2016 corn crop’s basis reached 
maximum appreciation in January 
with basis then widening into spring 
and summer. For the 2017 corn crop, 
the greatest basis appreciation so far 
has been from October to February. 
Without significant rallies in the 
futures market, spot price 
appreciation will be limited as basis 
widened in 2016 after June into 
harvest. 

  

 
Figure 4. Western Kentucky Soybean Spot Market Basis Appreciation from 
September to August for 2008 to 2017 Crop Years 
Basis Calculated on June 22, 2018 

The average soybean basis, as of 
June 22, was -$0.24/bushel under 
the July 2018 soybean contract. The 
basis is $0.05/bushel wider than the 
2016 basis and -$0.36 per bushel 
wider than the 2013-15 average 
(Figure 4). The 2017 soybean basis 
has appreciated $0.28/bushel from 
October to January 2018 and has 
strengthened again to a 
$0.29/bushel appreciation in June. 
Last year’s maximum soybean 
appreciation was $0.12 from 
October to December, so this year’s 
basis appreciation is better than 
recent years. 

 

 Figure 5 compares the average Western Kentucky wheat basis. Managers should note that the wheat market 
average basis for the 2007-13 crop years was much wider than for the more recent years. The wheat basis is in stark 
contrast to the soybean and corn markets, which had significantly stronger basis during the 2007-13 crop years. While 
the wheat spot basis was wider at harvest for the 2007-13 crop years, the average appreciation in basis was 
$0.36/bushel from harvest to February. The average appreciation in basis for the 2014-16 crop years was $0.14/bushel 
from harvest to February (Figure 5).  

Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug
2008-12 -$0.21 -$0.16 -$0.05 -$0.11 -$0.02 $0.08 $0.07 $0.09 $0.20 $0.22 $0.42 $0.13
2013-15 -$0.19 -$0.26 -$0.07 -$0.02 $0.05 $0.08 $0.07 $0.10 $0.10 $0.14 $0.11 $0.02
2016 -$0.18 -$0.13 -$0.04 -$0.01 $0.06 $0.05 $0.01 $0.03 $0.02 -$0.02 -$0.12 -$0.10
2017 -$0.28 -$0.31 -$0.19 -$0.15 -$0.06 -$0.02 -$0.15 -$0.13 -$0.08 -$0.07

-$0.40
-$0.30
-$0.20
-$0.10
$0.00
$0.10
$0.20
$0.30
$0.40
$0.50

Corn Spot Basis - 2011-15 Average vs. 2016 Crop Year vs. 2017 Crop Year

2008-12 2013-15 2016 2017

Sep Oct Nov Dec Jan Feb Mar Apr May June July Augus
t

2008-12 -$0.24 -$0.25 -$0.15 $0.06 $0.09 $0.10 $0.07 $0.05 $0.16 $0.13 $0.96 $0.15
2013-15 $0.14 -$0.06 $0.01 $0.17 $0.24 $0.15 $0.06 $0.04 $0.09 $0.12 $0.73 $0.37
2016 $0.00 -$0.20 -$0.26 -$0.08 -$0.17 -$0.21 -$0.29 -$0.25 -$0.19 -$0.19 -$0.21 -$0.15
2017 -$0.35 -$0.52 -$0.50 -$0.32 -$0.24 -$0.28 -$0.41 -$0.34 -$0.22 -$0.24

-$0.60
-$0.40
-$0.20
$0.00
$0.20
$0.40
$0.60
$0.80
$1.00
$1.20

Soybean Spot Basis - 2011-15 Average vs. 2016 Crop Year vs. 2017 Crop 
Year

2008-12 2013-15 2016 2017
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Figure 5. Western Kentucky Wheat Spot Market Basis Appreciation from 
September to August for 2008 to 2017 Crop Years 
Basis Calculated on June 22, 2018 

The 2018 wheat basis is currently at 
-$0.09/bushel under the July 
contract. As wheat harvest increases 
and corn harvest starts, the basis 
should widen into September. The 
average basis appreciation from 
harvest to February was -
$0.05/bushel for the 2017 wheat 
crop. Last month’s newsletter 
illustrated how to capture the carry 
in the wheat futures market. Basis 
appreciation reinforces the benefit 
of capturing futures market carry for 
stored grain.  

 
Topic 5. Projected Corn, Soybean, and Wheat Futures Trading Ranges to July 2019 
 Understanding the probabilistic trading ranges based on current futures market volatility will help managers 
gauge the likelihood of reaching their pricing objectives. Figures 6–8 provide the projected futures price trading range, 
by futures contract month, based on the contracts’ volatility for the previous 21-day period.  The green lines represent 
the range that describes the 68% probability of the projected trading range with the red line representing 95% 
likelihood of the expected trading range. Notice how these projections fan out for the contracts that will expire later 
in 2019. That is because there is more time until expiration; thus, there is a wider potential trading range for these 
deferred futures contracts. 

 

Figure 6. Corn Futures Closing Price 68% Probability (Green) and 95% Probability (Red) Trading Range. 

 
 
Trading range calculated on June 25, 2018, using the average volatility of the previous 21-day 
period. The 68% probability range is the closing futures price on June 25, 2018, plus and minus one 
standard deviation. The 95% probability range is the closing price plus and minus two standard 
deviations. 

Figure 6 provides the probabilistic trading 
range for the corn futures contracts from 
July 2018 to July 2019. There is a 68% 
probability that the December 2018 corn 
contract will trade between $3.37 and 
$4.11 and a 95% probability that the 
December 2018 corn contract will trade 
between $3.00 and $4.48 (Figure 6).  
Managers who are thinking about 
managing price risk for the stored 2018 
corn crop, the July 2019 contract has a 
68% probability of trading between $3.21 
and $4.73 per bushel (Figure 6). 

 

Figure 7 provides the probabilistic trading range for soybean futures contracts from July 2018 to July 2019. The 
November 2018 soybean futures have a 68% probability of trading between $8.42 to $9.55 with a 95% likelihood of 
trading between $7.86 and $10.11 (Figure 7). The July 2019 futures contract has a 68% probability of trading between 
$7.87 and $10.69 per bushel (Figure 7). The increased volatility in the soybean market this past month contributes to 
this wide range in possible soybean prices for the deferred soybean futures contracts. 

Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar April May
2007-13 -$0.52 -$0.70 -$0.85 -$1.01 -$0.85 -$0.56 -$0.47 -$0.40 -$0.34 -$0.35 -$0.35 -$0.48
2014-16 -$0.11 -$0.28 -$0.38 -$0.59 -$0.47 -$0.30 -$0.19 -$0.16 -$0.14 -$0.15 -$0.23 -$0.17
2017 $0.047 -$0.09 -$0.10 -$0.31 -$0.38 -$0.34 -$0.14 -$0.10 -$0.15 -$0.12 -$0.12 -$0.14
2018 -$0.10

-$1.100
-$0.950
-$0.800
-$0.650
-$0.500
-$0.350
-$0.200
-$0.050
$0.100

Wheat Spot Basis - 2014-16 Average vs. 2017 Crop Year vs. 2018 Crop Year

2007-13 2014-16 2017 2018

June 25, 2018Futures Trading Range Calculated on:

$2.00
$2.25
$2.50
$2.75
$3.00
$3.25
$3.50
$3.75
$4.00
$4.25
$4.50
$4.75
$5.00
$5.25
$5.50
$5.75
$6.00

Jul-18 Sep-18 Dec-18 Mar-19 May-19 Jul-19

Corn Futures Closing Price 68% Probability (Green) and 95% Probability (Red) 
Trading Range
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Figure 8 provides the probabilistic trading range for wheat futures contract from July 2018 to July 2019 
contracts.   The March 2019 wheat futures contract has a 68% probability of trading between $4.22 and $6.34 per 
bushel while the May 2019 contract has a 68% chance of trading between $4.11 and $6.65/bushel (Figure 8). The wheat 
market is not as impacted by tariffs and trade uncertainty, so any production problem domestic or worldwide would 
be supportive of higher prices.  

 

Figure 7. Soybean Futures Closing Price 68% 
Probability (Green) and 95% Probability (Red) 
Trading Range. 

Figure 8. Wheat Futures Closing Price 68% Probability 
(Green) and 95% Probability (Red) Trading Range. 

 
 
Trading range calculated on June 25, 2018, using the average volatility 
of the previous 21-day period. The 68% probability range is the closing 
futures price on June 25, 2018, plus and minus one standard deviation. 
The 95% probability range is the closing price plus and minus two 
standard deviations. 

 
 
Trading range calculated on June 25, 2018, using the average volatility of the previous 
21-day period. The 68% probability range is the closing futures price on June 25, 2018, 
plus and minus one standard deviation. The 95% probability range is the closing price 
plus and minus two standard deviations. 

 
Topic 6. 2018 Corn and Soybean Risk Management Opportunities 
 Tables 4-5 analyze the effectiveness of using cash forward contracts (CFC), hedging with futures, or put options 
in protecting revenue that covers total input costs plus cash rent for corn and soybeans.  
 

Table 4. Risk Management Alternatives for 2018 Western Kentucky Corn for Various Yield Objectives. 

 

Those farms that 
routinely produce 200-
bushel corn may be able 
to lock-in a profit above 
input costs and cash 
rent. Farms with lower 
expected yields do not 
have profitable risk 
management 
opportunities at current 
prices (Table 4). 

 

 Table 4 presents risk management alternatives for Western Kentucky corn production for 2018. Several yield 
projections are provided to show what yield is needed to find profitable pricing opportunities. Three risk management 
alternatives are compared. A cash-forward-contract at $3.48/bushel is based on DTN bids for Western Kentucky 
locations. The second marketing alternative is to hedge with commodity futures, or HTA contracts, that would lock in 
an expected cash price at $3.54/bushel assuming a -$0.20/bushel harvest-time basis. The third alternative is to 
establish a price floor at $3.28/bushel by buying a put option with a $3.70 strike price that costs $0.224. 

June 25, 2018Futures Trading Range Calculated on:

$6.00
$6.50
$7.00
$7.50
$8.00
$8.50
$9.00
$9.50

$10.00
$10.50
$11.00
$11.50
$12.00
$12.50
$13.00

Jul-18 Sep-18 Nov-18 Jan-19 Mar-19 May-19 Jul-19

Soybean Futures Closing 68% Probability (Green) and 95% Probability (Red) 
Trading Range

June 25, 2018Futures Trading Range Calculated on:

$2.00
$2.50
$3.00
$3.50
$4.00
$4.50
$5.00
$5.50
$6.00
$6.50
$7.00
$7.50
$8.00
$8.50
$9.00

Jul-18 Sep-18 Dec-18 Mar-19 May-19 Jul-19

Wheat Futures Closing Price 68% Probability (Green) and 95% Probability 
(Red) Trading Range
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  Table 4 reminds managers that the corn market continues to lack risk management opportunities for the 2018 
crop unless the farm routinely harvests corn yields exceeding 200 bushels, as hedging with futures may lock in a positive 
return over input costs and rent of $0.19/bushel (Table 4). 

Table 5 illustrates the potential of using risk management products to lock in a profitable return on input costs 
and cash rent for 2018 soybeans if managers routinely obtain yields of 70 bushels/acre or more. The soybean market 
may provide opportunities to lock in a cash price through forward contracts and lock in a profit of $1.12/bushel at 70-
bushel soybeans. Put options could be used to establish a price floor at $8.26/bushel but would only be beneficial to 
those with a lower cost-structure than that in this example. The flexibility of options to establish a floor and to benefit 
from higher prices may be a good alternative for managers to consider for bushels planned to be sold at harvest (Table 
5). 
 

Table 5. Risk Management Alternatives for 2018 Western Kentucky Soybeans for Various Yield Objectives. 

 

The largest projected returns 
are from using hedging with 
CFC providing a lower return. 
Those managers seeking to 
place a price floor may be able 
to lock in a minimum return of 
more than $0.79/bushel 
protected with put options at 
70-bushel yields (Table 5). 

 

Topic 7. 2018 Corn and Soybean Risk Management Plan – June Update 
The budgeted break-even prices for the 2018 corn and soybean crop were discussed in the November 2017 

newsletter. Table 6 shows how current (June 25, 2018) corn and soybean harvest futures contracts compare to the 
breakeven prices needed to cover the various costs.  
  

Table 6. Comparison of the December 2018 Corn and November 2018 Soybean Futures Contract Closing Price on 
June 25, 2018, to the Break-Even Targets for Western Kentucky Corn and Soybean Production. 

 
Evaluated June 25, 2018 
 

 The last month has done considerable damage to the pre-harvest risk management plan as both the corn and 
soybean markets traded from contract highs to contract lows. While corn has consistently struggled to provide a 
hedging opportunity that locks in a return over total variable costs plus rent, the soybean market was offering the 
opportunity to almost cover inputs, rent, and overhead. Not anymore. 

Managers that waited to price corn or soybeans need to evaluate if they have sufficient working capital or 
credit reserves to withstand lower prices. This exercise will help fine-tune the marketing plan to identify how much 
price risk can be absorbed by the business and what risk needs to be managed with price risk tools. 

 

Yield 40 50 60 70 80
TVC+Rent ($/acre) $523 $523 $523 $523 $523
TVC+Rent ($/bu) $13.08 $10.46 $8.72 $7.47 $6.54

CFC @ $8.59 -$4.49 -$1.87 -$0.13 +$1.12 +$2.05

Hedge @ $9.00 + -$0.26 basis = $8.74 -$4.34 -$1.72 +$0.02 +$1.27 +$2.20

Put: $9.00 strike @$0.477 = $8.26 floor -$4.81 -$2.20 -$0.45 +$0.79 +$1.73
Strategies Evaluated on: June 25, 2018

Break Even + Basis DEC 2018 Futures Break Even + Basis NOV 2018 Soybeans
Total Variable Costs $3.22 $3.75 $6.58 $9.00

+ Rent $4.22 $3.75 $9.76 $9.00

+ Overhead $4.58 $3.75 $10.66 $9.00

+ Family Living $4.81 $3.75 $11.38 $9.00

DEC 2018 Corn and November 2018 Soybean Futures Price Break Even Prices 
Adjusted for Basis
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December 2018 Corn Futures Contract Chart (as of June 25, 
2018) 

The DEC 2018 corn futures contract has lost 
$0.52 ½ since the high on May 25, 2018. This has 
been a 12% loss in about a month, and the DEC 
2018 contract is trading at the low for the entire 
life of the contract.  
 
Corn’s fundamentals have the potential for a 
bullish response if supply is reduced as projected. 
The demand side of the balance sheet assumes 
no disruption in exports coupled with growing 
domestic demand.   
 
The excellent crop condition suggests the limited 
need for a weather premium. Dry and hot 
weather during tasselling may provide a 
momentary blip higher if the market perceives 
yield loss. 

 
 

Table 7. 2018 Corn Risk Management Game Plan as of June 19, 2018. 

 

The corn risk plan has revised and more 
modest targets with the goal of pricing 
50% of expected production before 
harvest.  Those with access to cheap 
storage may choose to store instead of 
pricing before harvest. The composite 
price of $3.90/bushel is not enough to 
cover inputs and land rent. The 
concern is even lower prices at harvest. 

 
 

Figure 9. Comparison of Cash Only, Hedging, and Synthetic Put for 2018 Corn Pre-Harvest Risk Management. 

 

Figure 9 compares the risk 
protection provided by the HTA 
contracts from Table 7 (blue line), 
purchasing an out-of-the-money 
call combined with the HTA (black 
line), or the do-nothing strategy 
(red line). For this example, a $4.20 
call option cost $0.10/bushel. 
Combining this call option with the 
HTA from the marketing plan 
creates a floor of $3.83/bushel. If 
DEC 2018 corn rallies above 
$4.30/bushel, then this synthetic 
put provides a better price than the 
HTA price. 

 

Creating a synthetic put by purchasing cheap calls may be a way to establish a price floor without the expense 
of buying put options. This strategy may not be for everybody, but those managers wishing to place a floor on price 
should crunch the numbers to see if the revenue protection is worth the cost of the call option. 

Expected Corn Production (Bushels/Acre) 175
Date Priced Price Target HTA Price Target CFC Bushels Priced Expected Cash Price

2/27/2018 $4.00 17.5 $3.80
5/23/2018 $4.27 17.5 $4.07

Jul-Aug $3.95 $3.75 17.5 $3.75
Jul-Aug $4.10 $3.90 17.5 $3.90
Jul-Aug $4.20 $4.00 17.5 $4.00

Bushels Priced 87.5
Average Expected Cash Price $3.90

$2.00
$2.25
$2.50
$2.75
$3.00
$3.25
$3.50
$3.75
$4.00
$4.25
$4.50
$4.75
$5.00
$5.25
$5.50

$2.50 $2.75 $3.00 $3.25 $3.50 $3.75 $4.00 $4.30 $4.55 $4.80 $5.05
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DEC 2018 Corn Futures ($/bushel)

Cash Price Hedge + Cash  Synthetic Put + Cash
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November 2018 Soybean Futures Contract Chart (as of June 25, 
2018) 

The November 2018 futures contract traded at 
a contract high of $10.53 on May 25, 2018. Since 
then, the NOV 2018 contract has lost 
$1.55/bushel, which is about a 15% decline in a 
month.  
 
The effect of the excellent crop condition would 
have been bad enough for the futures market. 
The anxiety in the market created by trade 
disputes with China is overwhelming the basic 
market fundamentals.  
 
USDA’s balance sheet does not assume any 
trade disruption with China. However, the 
market is pricing in the potential of lost exports, 
and the likelihood is significantly increasing 
ending stocks. 

 
 

Table 8. 2018 Soybean Risk Management Game Plan as of June 
19, 2018. 

 

The 2018 soybean game plan has reduced the 
remaining target prices to $9.80 and 
$10/bushel. This reflects market fundamentals 
and export uncertainty.  
 
Managers with access to storage may choose 
to store and not price additional bushels at 
lower prices. The composite price of $9.80 will 
cover inputs and cash rent.  Higher prices are 
needed to cover overhead and family living. 

 

 The trading range forecast, based on the last 21-days, suggests it is unlikely for the NOV 2018 soybean contract 
will exceed $10/bushel. Similarly, the likelihood of the DEC 2018 corn contract exceeding $4.20/bushel is less than 5% 
probability.  If corn and soybeans are sold at harvest, managers need to evaluate if hedging at lower prices will provide 
adequate risk protection. Again, managers should evaluate their working capital reserves to guide their decision. 

 

Figure 10. Comparison of Cash Only, Hedging, and Synthetic Put for 2018 Soybeans Pre-Harvest Risk Management. 

 

Figure 10 demonstrates the risk 
protection provided by the HTA 
contracts from Table 8 (blue line), 
purchasing an out-of-the-money call 
with the HTA contract (black line), or 
doing nothing (red line).  
 
Combining the HTA contracts with a 
call option creates a price floor at 
$9.85/bushel. If the NOV 2018 
contract is greater than $10.16, then 
this synthetic put is better than the 
HTA price. 

Expected Soybean Production (Bushels/Acre) 55
Date Priced Price Target HTA Price Target CFC Bushels Priced Expected Cash Price

1/23/2018 $10.02 5.5 9.77
2/27/2018 $10.32 $10.02 5.5 $10.07

3/6/2018 $10.45 $10.15 5.5 $10.15
MAY-JUL $9.80 $9.50 8.25 $9.50
MAY-AUG $10.00 $9.70 8.25 $9.70

Bushels Priced 33
Average Expected Cash Price $9.80
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$8.50
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$10.50

$11.00

$11.50

$8.50

$8.75

$9.00
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$10.16
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Topic 8. Past Performance of Hedging the DEC Corn and NOV Soybean Contract in July for October 
Delivery 
 The seasonality of the corn and soybean futures contract (December 2017 newsletter) suggests that July is a 
month where the corn and soybean harvest contracts tend to trade in the top-third of each year’s average price. 
Weather uncertainty in July tends to create a risk premium in the harvest contract that provided one last opportunity 
to price before harvest. The last three years have seen the weather premium erode into harvest as better than 
expected yields were harvested despite the less than ideal weather in the growing season. 
 The question managers are facing is if it is worthwhile to hedge bushels to be sold at harvest given the 
avalanche in prices over the last month. The following figures show the benefit of hedging, the difference between the 
July futures price and the October average price, for corn and soybeans for the 2000 to 2017 crop years. Notice that 
the hedging returns are sorted by the day increase in ending stocks from the previous marketing year. For example, 
the 2004 corn crop was a 38-day increase in ending stocks from the 2003 marketing-year (Figure 11). The benefit of 
hedging for the 2004 crop was $0.40/bushel. This makes intuitive sense, as the large increase in stocks would 
correspond with lower prices at harvest as the market signals for harvest-time storage. At the other end of the corn 
graph is the 2006 crop year, which had a 21-day decrease in stocks from the previous year. The return from hedging 
for the 2006 crop was -$0.39/bushel. Again, this makes economic sense as years with reduced stocks would not have 
the same price depression at harvest and the market would be bidding to pull corn into the market pipeline at harvest.  
 USDA is currently projecting the 2018 corn stocks, as measured by the days of stocks, to be -12 from the 
previous marketing-year (Table 1). The 2001 marketing-year had a 12-day decrease in stocks from the previous year, 
and hedging provided a benefit of $0.19/bushel. However, the 2010, 2002, and 2006 crops had large increases in ending 
stocks and negative returns to hedging (Figure 11).   
  

Figure 11. Average Hedging Return from Selling the DEC Corn Contract in July and Buying in October for the 2000 
to 2017 Crop Years – Sorted by the Change in Days of Ending Stocks from the Previous Marketing-Year.  

 

     The odd year in the 
analysis is 2008 where 
hedging corn in July was a 
$2.53/bushel benefit at 
October harvest. The 2008 
market crisis is a unique 
event.  Is there any way to 
compare this to trade wars 
and related uncertainty?  
     As talk of trade 
disruptions is already in 
the market, it is difficult to 
imagine a similar benefit 
for hedging now as the 
market has already 
responded lower to that 
uncertainty.  
     History suggests limited 
benefit for corn as reduced 
stocks ought to provide 
some bullish response 
assuming normal trade 
flows and stocks declining 
as anticipated. 2004 2014 2016 2013 2000 2008 2007 2015 2012 2011 2009 2017 2003 2005 2001 2010 2002 2006

Hedge $0.40 $0.37 $0.02 $0.58 -$0.08 $2.53 -$0.15 $0.37 $0.02 $0.29 -$0.35 $0.46 -$0.10 $0.49 $0.19 -$1.54 -$0.07 -$0.39
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Figure 12 shows the average return from hedging the NOV soybeans futures contract in July and offsetting at 
harvest in October sorted by the change in ending stocks (days) from the previous year. As in corn, years where stocks 
increased tended to provide positive hedging returns while years where stocks declined tended to show negative 
returns from hedging. This is the same story as for corn as the market usually has lower prices at harvest in years with 
large crops to signal farmers to store grain. 
 

Figure 12. Average Hedging Return from Selling the NOV Soybean Contract in July and Buying in October for the 
2000 to 2017 Crop Years – Sorted by the Change in Days of Ending Stocks from the Previous Marketing-Year.  

 

     USDA is projecting 2018-
soybean ending stocks to 
decrease by 12 days from 
the previous marketing-
year (Table 2).  History 
suggests that hedging isn’t 
beneficial in years where 
stocks are expected to 
decline. Strong soybean 
demand and lower stocks 
tend to provide a bullish 
fundamental story and less 
benefit from hedging.  
     The exception to this 
story is 2008 where the 
financial market crisis 
overwhelmed any supply-
demand fundamentals. 

 
Topic 9.  How Do I Get on the Email Distribution List to Receive this Newsletter? 
 The Crops Marketing and Management Update is published monthly usually after the release of the USDA: 
WASDE report. You can find this issue and past issue on the UK Agricultural Economics Department’s website at 
http://www.uky.edu/Ag/AgEcon/extcmmu.php. Email todd.davis@uky.edu to receive the newsletter by email. 
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2005 2017 2004 2006 2014 2016 2010 2015 2009 2002 2012 2011 2001 2000 2013 2003 2008 2007
Hedge $1.27 $0.34 $1.02 $0.22 $1.32 $0.62 -$2.02 $1.01 -$0.37 -$0.20 $0.34 $1.51 $0.63 -$0.12 -$0.33 -$2.06 $5.70 -$0.94
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