Ag Decision Maker Activity
File A2-61

Using Hedging in a Marketing Program

Name ________________________

Using File A2-61, answer the questions below.

In the problems below, assume there is no trading cost or interest on margin money.

1) On May 10 farmer Jones decides to hedge 5,000 bushels of the soybean crop he/she expects to harvest in the fall.  November soybean futures are trading for $9.50 per bushel.  Jones expects the basis at harvest to be about $.30 per bushel.

a) What is the expected hedge price?

b) What is the actual hedge price at harvest if futures price rises to $10.00 per bushel and cash price is $9.70?

c) What is the actual hedge price at harvest if futures price drops to $9.00 per bushel and cash price is $8.70?

d) What is the actual hedge price at harvest if futures price drops to $9.00 per bushel and cash price is $8.50?

e) What is the actual hedge price at harvest if futures price drops to $9.00 per bushel and cash price is $8.75?

2) On October 15 farmer Jones decides to initiate a storage hedge on 5,000 bushels of soybeans he/she plans to store until next April.  November futures price is $9.70 and May futures at $9.95.  Current cash price is $9.35.  Basis in May is expected to be $.20.

a) What is the expected hedge price?

b) What is the expected gross storage return?

c) How much of the expected gross storage return is due to carrying charge and how much is due to basis improvement?

d) What is the actual hedge price if May futures price is $9.50 in April and cash price is $9.25?

e) What is the gross storage return in “d” above?

f) How much of the gross storage return is due to carrying charge and how much is due to basis improvement?

g) What is the net storage return if storage cost is $.30 per bushel?


. . . and justice for all            


The U.S. Department of Agriculture (USDA) prohibits discrimination in all its programs and activities on the basis of race, color, national origin, gender, religion, age, disability, political beliefs, sexual orientation, and marital or family status. (Not all prohibited bases apply to all programs.) Many materials can be made available in alternative formats for ADA clients. To file a complaint of discrimination, write USDA, Office of Civil Rights, Room 326-W, Whitten Building, 14th and Independence Avenue, SW, Washington, DC 20250-9410 or call 202-720-5964.


Issued in furtherance of Cooperative Extension work, Acts of May 8 and June 30, 1914, in cooperation with the U.S. Department of Agriculture. Jack M. Payne, director, Cooperative Extension Service, Iowa State University of Science and Technology, Ames, Iowa.











