Basis and Price Formation
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Basis

Basis is the difference between a
cash price at a specific
location and  the price of a
particular futures  contract. The
cash price offered to a grain
producer for any  given
marketing strategy isa  function
of local basis.

Basis Changes

¢ The lower the cash
price relative to
futures prices, the
weaker the basis. A
weak basis is good
for cash buyers,and
bad for cash sellers

e The higher the cash
price is relative to
futures, the stronger
the basis. A strong
basis is bad for cash
buyers,and good for
cash sellers.

Determination of Basis

Major Factors
* COST OF STORAGE: Determines basis over
a given crop year. Also affects the price
difference between a nearby and a distant
futures contract in a given crop year.
* COST OF TRANSPORTATION: Determines
basis geographically.

Determination of Basis
Other Factors:
* Local supply and demand conditions
 Grain quality

* Intensity of local Competition
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Cash Soybean Price South Central Wisconsin
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Soybean Basis for South Central Wisconsin
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Average Wisconsin Soybean Basis 1999-2002 Soybean Basis for North West Wisconsin
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Using basis information to evaluate a storage decision.

January 23, 2004

Today's cash price $8.07
March futures price $8.40
May futures price $8.39
July futures price $8.27

Wisconsin Soybean Basis
Expected cash prices for later delivery on January 15:

Sep Ot Nov Dec Jan  Feb  Mar A My Jun Jul Aug

Store Until: February March April May June
0000 04 0% 039 028 031 043 029 009 026 020 038 0
200102 002 03 036 000 023 002 02 005 020 028 03 031 Futures Price $8.40 $8.39 $8.39 $8.27 $8.27
W3 A5 00 040 AR 0B 04 050 0% 04 0% 6 00 [Expected Basis -$0.29 -$0.36 -$0.17 -$0.30 -$0.23
Expected Cash Price $8.11 $8.03 $8.22 $7.97 $8.04
Average 033 031 038 020 029 09 0% 017 030 028 03 01 Storage Return
Expected Cash Price $8.11 $8.03 $8.22 $7.97 $8.04
minus Today's Price $8.07 $8.07 $8.07 $8.07 $8.07
minus Storage Costs* $0.035 $0.07 $0.105 $0.14 $0.175
Total Return $0.005 -$0.11 $0.045 -$0.24 -$0.205
Per Month Return $0.005 -$0.055 $0.015 -$0.06 -$0.041

[* Storage costs are 3.5 cents per month.




Factors Affecting Basis

Good weather at harvest

Big crops in competing countries
Big surplus stocks

Inadequate storage on farms
Shortage of rail cars or barges
Increase in ethanol production
Expansion of livestock operations
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The basis allows a market
participant to “localize” all the
information in the futures
market. because basis is
reasonably predictable, the
cash market can offer forward
pricing opportunities.

Adams County Corn Basis




