Name:

Grain Market Short Course
Homework 3
(Due January 29, 2003)

Part I. Multiple Choice Questions: (Circle the letter associated with the best answer. Each

question is worth 3 points.)

1) If cash price falls by less than futures then basis:
a) strengthened.
b) remained constant.
c) weakened.
d) none of the above.

2) If I want the right to hedge corn production later, I would:
a) buy a futures contract.
b) sell a futures contract.

3) Basis usually gets weaker after harvest.
a) True
b) False

4) Prices are less volatile than basis.
a) true
b) false

5) Most producers hedge in the futures market:
a) True.
b) False.

6) A harvest basis which is stronger than normal provides an incentive to:
a) Sell at harvest.
b) Buy a put option.
c) Store grain.
d) None of the above.

7) Prices can usually be accurately forecast based on their level the last three years.
a) True
b) False



8) If T expect to get $2.90 from a hedge, and basis turns out 8 cents weaker than I expected,
the actual price I get is:
a) $2.90
b) $2.98
¢) $3.00
d) $2.82

9) Margin calls only happen when futures prices rise.
a) True
b) False

10)  Describe how you would forecast next year’s basis for your area.

Use the average basis each month for the last three years

Part I1. Use the information below to answer the following questions. Write out any formulas

you might use to insure partial credit should you make a math error.

It is currently April 20. You are growing soybeans which you expect to harvest on October 20.
You have the following information about the markets:

1) The local elevator is offering $8 for March 2004.

2) November futures for soybeans are trading for $6.75 per bushel.

3) Futures for March 2005 of are trading for $7.15 per bushel.

4) Basis in October last year was -$0.21, and two years ago it was -$0.25. Three years ago the
October basis was -0.22.

5) Basis in February of the last three years was $-.15, -$.19, and -$.13

6) It will costs you 3.5 cents per month to store soybeans after they are harvested.

Questions:

1) Which of the six pieces of information above is irrelevant to your marketing decision?

2) If you hedge today, and in October the November futures price is $6.05 per bushel, and the
cash price is $5.90, will you be better off or worse off than you expected? Why?

3) Based on the information available to you on April 20, does it look like you should store

soybeans until February? How much money per bushel would you expect to make or lose if you
do?1



