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There seems to be significant risk to the downside for 2013 corn
and soybean prices if South American weather is favorable and
if the US drought does not reappear in the spring. Given that
current new crop prices offer historically high returns for both
crops and that concerns for the economy are mounting, corn
and soybean producers should consider entering new crop
hedges earlier than normal.

CORN: Producers are reluctant to sell $6.00 corn when old crop
prices are well above $7.00 and there is so much uncertainty for
the next season. We have consistently heard complaints that
leveraged option hedge strategies are too complicated or require
too much margin and that “good marketing” is just a matter of
“good timing.” We disagree. Leveraged put strategies can
actually increase effective prices in years of downtrending
markets. And in contrast to forward contracts, leveraged put
strategies could allow producers to capture higher prices in 2013
if South American or US weather is not ideal. Ideal weather has
been priced into the market on the recent break.

Producers also well aware that yield per acre, as well as price, are
a key determinant of profitability. Our studies show that corn
producers might make more money with December 2013 corn
priced $6.15 per bushel than they did with the old crop priced at
$7.32 if it means they are achieving better yields. In light of this,
we would strongly encourage corn producers to consider any
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is merely an opinion on the market and is a reflection of conditions as of its publication. Market conditions change! Traders should not
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type of hedging strategy that protects at least some of the high
profitability potential for the 2013 crop year. The enclosed charts
show historically high profit per acre given average fixed and
variable costs. The main fixed cost is land. Please note that $6.15
for December 2013 Corn results in a higher return per acre than
$7.32 for old crop corn.

Producer Hedge Strategy - Preferred

Hedgers might consider the following type of hedge as a base
position for the November 15 to March 15 timeframe:

Sell 1 December 2013 Corn $6.00 Put at 58 cents, buy 5 of the
December 2013 Corn $5.00 Puts for 17 cents each, and sell 1
December 2013 Corn $7.50 Call at 18 cents. The net cost for
the entire spread is 9 cents.

If in 120 days December 2013 Corn drops $1.00 per bushel to
$5.02, we would expect the $5.00 Puts to be valued around 39
cents, the $6.00 Puts to be up around $1.08 ¾ and the $7.50 Calls
to be down to 1 ½ cents. As a result, the spread would be valued
at 84 ¾ cents. The net gain of 75 ¾ cents would mostly offset the
$1.00 break in futures, and the hedger would have an effective
December Corn price of $5.77 ¾.*

If in 120 days December 2013 Corn has dropped $2.00 per bushel
to $4.02, the $5.00 Puts should be valued at around $1.04, the
$6.00 Puts at $1.98 ¼, and the $7.50 Calls at ¼ cent. As a result,
the spread would be valued at $3.21 ½. The net gain of $3.12 ½
would more than offset the $2.00 break in the futures, and the
hedger would have an effective December Corn price of
$7.14 ½.*

The same producer could have sold December 2013 Corn at
$6.02, and they would have been protected on a $2.00 break. The
leveraged hedge position allows for a higher effective price. The
producer who sells futures or forward contracts has set their
hedge price “in stone” and will not be able to take advantage of
any rally into the spring.

If in 120 days December 2013 Corn has rallied 50 cents per bushel
to $6.52, the $5.00 Puts should be valued at around 4 ¾ cents,
the $6.00 Puts near 28 cents, and the $7.50 Calls at 22 cents. As
a result, the spread, which was established at a premium paid of
9 cents, will be valued at negative 26 ¼ cents for a net loss on
the entire hedge position of 35 ¼ cents. In this scenario the
hedger will have an effective December Corn price of $6.16 ¾.
While not capturing the entire rally, this position is still better
than if the hedger had locked in a price of $6.02.*

If in 120 days December 2013 Corn has rallied $1.00 to $7.02, the
$5.00 Puts should be valued near 2 ¼ cents, the $6.00 Puts near
16 cents, and the $7.50 Calls near 38 ¾ cents. As a result, the
spread will be valued at negative 43 ½ cents, for a net loss on the
entire hedge position of 52 ½ cents. In this scenario the hedger
will have an effective December Corn price of $6.49 ½. While not
capturing the entire rally, this position is still better than if the
hedger had locked in a price of $6.02.*

Remember that while these are results are for the next 120 days,
hedgers will be able to adjust their strategies for later in the
season. If corn breaks $2.00 into the planting season, the hedger
will be in a position to sell out of 3 or 4 of the $5.00 Puts and also
lift the short $7.50 Call. If the market rallies $1.00, the hedger can
lift the short $6.00 Put for an approximate 42-cent gain. The hedger
could hold the remaining long puts as protection against
downside risk in the 250-day period from March 15 to November
22, 2013.

This hedge allows for some upside gain for the producer, but it
also provides a tool for achieving a better price on a sharp break
into the planting season. The flexibility and leverage of this type
of hedge appear to more than offset the complexity. We would
strongly encourage producers to learn to use option strategies
to enhance their marketing efforts.

Producer Hedge Strategy - Simple

A simpler hedge for new crop corn producers would be as
follows:

Buy the December 2013 Corn $5.80 Put for 36 cents and sell
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the December 2013 Corn $7.70 Call for 18 cents. For 18 cents
on the table, the hedger can set an effective hedge window of
$5.62 to $7.52 for the new crop season.

If in 120 days December Corn rallies $1.00 to $7.19 per bushel,
the $5.80 Puts should be valued near 9 ½ cents, and the $7.70
Calls should be trading around 39 ¾ cents. This would amount
to a 48 ¼ cent loss for the hedge into the planting season, which
will be offset by the $1.00 gain in the cash position.*

SOYBEANS: For soybeans, we believe a more direct approach
may be in order. We suggest using a short-term bounce to sell
November Soybeans in the $12.98 to $13.05 ½ zone. Once that
base position is established, consider using “hedge the hedge”
strategies that will allow the producer to improve on the selling
price if the market were to see a significant resumption of the
uptrend. In this report we are looking at hedges that we believe
will work well as protection for the next 120 days, into the
planting-decision period.

Two option strategies to consider on top of the base short futures
position include:

1) Bull Call Spread: Buy the November 2013 Soybean $13.00
Call and sell the November 2013 $15.00 Call on a spread for
a net premium paid of 51 cents per bushel.

The maximum gain on this spread is $1.49. “Just in case” South
American weather turns poor, the spread should offset some of
the hedge losses on the short futures position. If the market is
trading near the current price level after 120 days, both calls
should deteriorate, but the spread itself should only lose about
3-4 cents per bushel.*

2) Buy 2 March 2013 Soybean $14.60 calls at 30 cents each.

Initially, this position will partially offset a weather-induced rally
in soybeans. On a strong rally the hedger will be in a position to
lift one or both of the calls. Once again, the “hedge of the hedge”
protection lasts only for the next 95 days. If in the next 60 days
March Soybeans recover half of the losses that have seen since
the summer peak, the calls will be valued around 94 cents. The
$1.28 gain should help offset most if not all of a similar rally in
November 2013 Soybeans. March Soybeans were trading at a
$3.30 premium to November in early September; that premium
now is near $1.03.*

*Option values are based on pricing models and are not
guaranteed.

2013 December Corn Producer Hedge Strategy
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For this strategy, when Dec 2013 Corn 

futures are at $4.02 the Effective Hedge 

Price is aproximately $7.14 1/2.
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Next Week’s Economic Focus
The past week has brought 
mixed economic data for the 
U.S., with a string of positive 
numbers followed by very weak 
Factory Orders. A number 
of multinational companies 
have released dismal forward 
guidance. And with the start 
of the next earnings cycle, the 
markets could be presented 
with justification as to why 
almost every central bank on the 
planet is advocating easing! Th e 
stock market has been sending 
off  signals that conditions are 
improving, but it is heading 
into a highly uncertain period 
with the upcoming election. 
And while it also possible the 
market found some relief from 
the results of the Presidential 
debate and on hopes that Spain 
would fi nally ask for an offi  cial 
bailout, a rally off  Spain asking 
for a bailout would be suspect, 

and it might be a tall order for 
Romney to overcome a widely-
heralded, populous candidate 
against a tide of adverse media. 

Ongoing strength in gasoline 
prices in the face of a slowing 
global economy suggests that 
the U.S. is struggling to replace 
its periodically idled ethanol 
output. Despite slackening 
implied gasoline demand, U.S. 
gasoline stocks have fallen to 
their lowest levels since 2008. 
Reports that both gasoline and 

corn are being imported from 
Brazil (corn to feed ethanol 
plants on the Eastern Seaboard) 
and some very signifi cant single-
day gains in RBOB prices off 
isolated refi nery glitches suggest 
that the gasoline market could 
be signaling another test of the 
2008 highs. If you think ethanol 
demand for corn will remain 
low, think again, especially if 
nearby RBOB prices rise above 
$3.50 a gallon.  

major economic 
events
October 9
 - IMF Annual Meeting
 - Q3 Earnings Cycle Begins

October 10
 - Fed Beige Book

October 11
 - Jobless Claims
 - International Trade
 - US Vice Presidential Debate

October 12
 - Chinese Trade Balance
 - Produce Price Index
 - Consumer Sentiment

our opinion… market by market
Market *

Stocks Earnings season a challenge to QE longs. S

Bonds Overbought almost corrected. L

Dollar Sub 79 $ too cheap for current uncertainties. L

Euro Barrage of easing talk temporarily lifted the Euro. S

Gold Without perpetual easing the bulls should falter. S

Silver $36 silver probably requires positive economics. S

Copper Rally off Factory Order decline hints at a top. S

Crude Slowing economy overstated, a low soon at $85? L

Gasoline Tight supply & refi nery problems; buy breaks. L

Nat Gas Short term overbought, supply build negative. S

Soybeans May have priced in a bigger yield already. L

Corn Still has demand issues with export/ethanol. S

Wheat Still not competitive and weather improving. S

Hogs Producer losses and upside in pork limited. S

L Cattle Some back and fi ll but uptrend ahead on supply. L

Sugar Still large supply but funds active buyers. L

Coffee Early fl owering in Brazil but more rain ahead. S

Cocoa Increasing supply and better growing weather. S

Cotton Correcting oversold but more active harvest. S

* For traders/commercialwho need to be in a market, L = Long, S=Short

this issue
Fundamental Trades:

Bullish: Treasury Bonds

Bearish: Crude Oil

Spreads:

BUY Nov/SELL Jan Soybeans

BUY Corn/SELL Wheat

US New Orders - Durable Goods

Percent Change from Year Ago
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