Ag Decision Maker
Files B2-40 and B2-41

Understanding Livestock Basis

Name_______________________________

 Answer the following questions from File B2-40

1.  What is the formula for calculating livestock basis?

2.  Calculate the basis for the following examples. Be sure to include whether

it is positive or negative.

Cash hog price =  $69.50
Lean hog futures prices = $73.75


Basis =  __________________

Cash hog price =  $67.30
Lean hog futures prices = $66.80


Basis = __________________

Cash cattle price=$67.00
Live cattle futures price = $68.35


Basis = __________________

Cash cattle price=$64.50
Live cattle futures price = $63.60


Basis = __________________

3.  How does the futures market differ from the cash market?
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4. What are the three ways that you can use basis information?


1.


2.


3.

5. Why must you estimate the basis when placing a hedge?

6. Explain how to calculate the estimated net selling price when placing a hedge.

7.  Assume future price is $62.00 and the estimated basis is $-4.50, what is the estimated net selling price (do not include interest on margin and transaction fees)?

8. How could you use basis information to evaluate a forward contract offered by a packer?

Ag Decision Maker Continued…
 Files B2-40 and B2-41

Understanding Livestock Basis

Using File B2-41 Lean Hog Basis, evaluate the following Packer Forward

Bids and tell if you feel they are offering a good bid or if you would be better off hedging.  Use the “more negative 15% of time” basis estimates.  Do not consider any hedging costs in this example

Market Period
Lean Hog Futures Price
Packer Contract Bid  
      Good Bid or Bad?

Jan 1-15
$65.50
$62.00
___________

March 1-15
69.00
62.00
___________

August 16-31
72.25
70.00
___________

October 16-31
58.00
56.50
___________

