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July 2020 Futures Prices for Soft Red Winter Wheat



September 2020 Futures Prices for Soft Red Winter Wheat

Colfax cash offer $5.85 Aug delivery





Basis and Price Formation

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 is a 
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   

•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





Recording Basis

To record historical basis levels, collect closing futures 
prices for the contract closest to maturity (but not expiring in 
the current month) each Wednesday, and the corresponding 
cash price (collected later Wednesday or Thursday 
morning).   Subtract the futures price from the cash price.  
Average the Wednesday basis calculations for each month 
to arrive at the average monthly basis level.



Colfax Washington White Wheat Basis

June July Aug Sept Oct Nov Dec Jan Feb Mar Apr May
2016/17 $1.01 $1.02 $1.04 $1.05 $1.06 $0.76 $0.80 $0.83 $0.86 $0.88 $0.60 $0.65
2017/18 $0.69 $0.73 $0.55 $0.88 $0.85 $0.83 $0.99 $0.97 $0.94 $0.92 $0.90 $0.94
2018/19 $0.92 $0.90 $0.88 $0.86 $0.84 $0.82 $0.81 $0.99 $1.10 $1.07 $1.05 $1.03
2019/20 $1.01 $0.99 $0.97 $0.95 $0.93 $0.91 $0.90 $0.93 $0.97 $0.96 $0.85 $0.87
2019/20 Fore $0.87 $0.88 $0.82 $0.93 $0.91 $0.80 $0.86
Average $0.87 $0.87 $0.80 $0.90 $0.87 $0.85 $0.90
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2012/13 Crop Year White Wheat Cash Prices
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Market Options

• Pre-Harvest –
– Lock in the price (forward cash contract)
– Lock in  the futures (hedge of HTA contract)
– Lock in the basis (basis contract)

• Post-Harvest –
– Store un-priced
– Store with a forward cash contract
– Store with an HTA
– Store with a basis contract



Developing a 
Grain Marketing Plan



Definition

• A grain marketing plan identifies a 
producer’s specific price objectives as the 
production and/or storage season 
progresses.

• It then identifies strategies available to 
achieve the price objectives.



Definition cont.

• While it may take several forms, it is 
generally most useful if it is written down, 
and reviewed relative to market conditions 
on a regular basis.

• A marketing plan must be flexible.  A 
producer must be able to adapt to market 
conditions if it becomes clear that an earlier 
price objective is not likely to be achieved.



Four Major Factors Influence 
the Marketing Plan

• Personal feelings and attitudes about 
marketing.

• Financial needs of the business.
• Seasonal price patterns.
• Current price outlook.



Personal Attitude:

Speculator or Risk Manager

Speculator
• Try for highest price of the 

year.
• Focus on day-to-day price 

movement
• Calculates money “lost” by not 

selling at highest price.
• Views prices as separate from 

the business.
• Planning horizon focused on 

short term profits.

Risk Manager
• Major goal is making a profit.
• Focuses on survival and growth 

of business.
• Integrates marketing as a part of 

the business.
• Knows what price covers costs.
• Planning horizon is long term 

growth of business.
• Does not dwell on “lost” prices.



Identifying Financial Objectives

• Identify risk bearing ability.  This requires 
an accurate net worth statement.

– High net worth allows for a substantial loss without 
bankrupting the business.

– Small net worth requires careful consideration in 
absorbing risk.

• Identify costs of production.  Include a 
charge for family living expenses.

• Identify acceptable return over production 
costs.



Identify Seasonal Price Patterns

• Identify Seasonality in Price.

• Identify Seasonality in local basis.



Examine Current Price Outlook

• Price outlook is a dominant force in many 
marketing plans.  However, its importance 
is frequently exaggerated.  Price forecasts 
tend to be quite poor as the planning 
horizon lengthens, and a portion of each 
year’s crop should be marketed based on 
financial considerations regardless of 
current outlook.



Market Plan Development
Step 1

Futures Market
• Hedge
• Put Options
• Call Options

Cash Market
• Forward Cash 

Contract
• Basis Contract
• Storage
• Minimum Price 

Contract
• No Price Established
• Hedge to Arrive



Market Plan Development
Step 2

• Step 2 in the 
marketing plan 
development is to 
identify the specific 
marketing horizon(s).

• Pre-harvest
• Harvest
• Post-harvest



Market Plan Development
Step 3

• The third step in 
developing a 
marketing plan is to 
segregate expected 
production into 
marketable units, and 
identify pricing 
objectives.

March Wheat Futures Prices



Result of Market Plan

• A road map is developed which lays out specific objectives 
you want to satisfy.

• If an objective is satisfied, you made an excellent 
marketing decision REGARDLESS of what happens to 
prices later.

• Establishes an informed criteria on which to base storage 
decisions.

• Identifies exactly how much speculation (risk) you are 
willing to tolerate.



What Should You Do?

l Abnormally strong basis – get rid of cash 
price risk.

l Futures prices in top third of historical 
range – manage futures price risk.

l Strong basis and high futures prices – be 
very careful of betting very much on market 
outlook.


