
 

        
 

 

 

  
The Rainfall Index Annual Forage Pilot Program as a Risk Management Tool for Cool 
Season Forage   
Joshua G. Maples, B. Wade Brorsen, and Jon T. Biermacher 
Year: 2015 
  

Abstract 

The recently implemented Rainfall Index Annual Forage pilot program aims to provide risk 
coverage for annual forage producers in select states through the use of area rainfall 
indices as a proxy for yield. This paper utilizes unique data from a long-term study of 
annual ryegrass production with rainfall recorded at the site to determine whether or not the 
use of rainfall indices provides adequate coverage for annual forage growers. The rainfall 
index is highly correlated with actual rainfall. However, it does not provide much yield loss 
risk protection for our specific data. 
  

Click here for a copy of the paper in Adobe's PDF format. 
 

 
 

  
Forecasting Urea Prices   
Seon-Woong Kim and B. Wade Brorsen 
Year: 2015 
  

Abstract 

Over the past decade the price of urea has been quite volatile, especially after 2008. The 
high price volatility and the relatively slow transportation in the urea fertilizer industry make 
production planning and inventory management difficult. In this study, we construct a urea 
price forecasting model and compare its performance with Fertilizer Week, a commercial 
forecast. To construct forecast models, autoregressive (AR), seasonal autoregressive 
(SAR), and autoregressive-generalized autoregressive conditional heteroskedasticity 
(ARGARCH) models with/without exogenous variables such as Henry Hub natural gas, 
Brent oil, and U.S. corn prices are used with various rolling windows. Autoregressive model 
with exogenous variable (ARX) using the window size of 48 months outperforms our other 
models. There is no statistical difference between ARX with the window size of 48 month 
and Fertilizer Week even though Fertilizer Week is better based on forecasting accuracy 
measures. The combination model using the two models is statistically better than Fertilizer 
Week alone. 
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Extraordinary Monetary Policy Effects on Commodity Prices   
AitbekAmatovand Jeffrey H. Dorfman 
Year: 2015 
  

Abstract 

In the aftermath of the Great Recession, commodity prices have stabilized; however, the 
reasons are debatable. This paper concentrates on finding the relationship between 
Federal Reserve monetary policy and other macroeconomic indicators to both a broad 
commodity price index and an agricultural commodity price index by employing a vector 
error correction model. Excessive liquidity and the recent long period of ultra-low interest 
rates appear to have played a statistically significant role in affecting prices in the 
commodities markets. The responses of commodity prices to monetary policy that we 
estimate generally conform to earlier findings, but the sensitivity of the responses appears 
different in the face of the unprecedented scope of recent Fed activism. 
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Using Local Information to Improve Short-run Corn Cash Price Forecasts   
Xiaojie Xu and Walter N. Thurman 
Year: 2015 
  

Abstract 

Using daily prices from 134 corn cash markets from seven Midwestern states, this study 
examines the increase in short-run cash price forecasting accuracy provided by 
augmenting futures prices with recent observations from other cash markets. We utilize a 
Granger-causality-based criterion to determine the structure of the augmented models, i.e. 
how far to look for potentially relevant forecast information. For about 65% of the markets, 
the model consisting of prices of the futures market, the specific cash market, and its 
nearby cash markets (M2) forecasts better than the one only incorporating prices of the 
futures market and the specific cash market (M1) for five-, ten-, and thirty-day ahead 
forecasts based on root mean squared error (RMSE). For short-run forecasts, RMSEs tend 
not to be significantly different for most of the cash markets investigated, suggesting that 
the forecast accuracy improvement from including nearby cash markets is only moderate. 
However, the expanded model (M2) tends to significantly outperform the bivariate model 
(M1) more often as the forecast horizon increases. 
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Year: 2015 
  

Abstract 

Hedging effectiveness is proportional price-risk reduction achieved by hedging. Typically, 
hedging studies estimate hedging effectiveness for the sample period then use estimated 
hedge ratios to simulate hedging and estimate hedging effectiveness in a �post-sample� 
period. This paper derives the statistical properties of the sample-period effectiveness 
estimator and the statistical properties of the difference between the sample-period and the 
post-sample period estimators. We find that the bias associated with the sample-period 
estimator is negligible and that a difference between the sample estimator and the post-
sample estimator ties directly to changes in the structural parameters of the hedge-ratio 
regression. We develop tests for structural change and demonstrate those tests with an 
empirical example. 
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Will the Margin Protection Program for Dairy Producers Crowd Out Dairy Futures and 
Options?   
Fanda Yang and Marin Bozic 
Year: 2015 
  

Abstract 

The Margin Protection Program for Dairy Producers, created under the Agricultural Act of 
2014, introduces a new margin insurance program that pays dairy producers when national 
incomeover- feed-cost margin declines below elected coverage level. A potential side effect 
of the program is that it may crowd out hedging using CME dairy futures and options. We 
analyze this issue under the assumption that hedging and Margin Protection Program are 
utilized by dairy producers as a protection against catastrophic margin risks. We model 
such behavior using safety-first preferences where farmers minimize hedge ratio subject to 
probabilistic constraint on revenue falling below a critical threshold level. We use Monte 
Carlo simulations and accounting data on dairy cost of production in two US regions to 
compare the crowding-out effect on representative producers in the upper and lower 
Midwest. We find that the magnitude of the crowding out depends on production efficiency, 
market risk exposure, and the timing of the Margin Protection Program sign-up. 
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Pricing Corn Calendar Spread Options   
Juheon Seok and B. Wade Brorsen 
Year: 2015 
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Previous studies provide pricing models of options on futures spreads. However, none fully 
reflect the economic reality that spreads can stay near full carry for long periods of time. A 
new option pricing model is derived that assumes convenience yield follows arithmetic 
Brownian motion that is truncated at zero. The new models as well as alternative models 
are tested by testing the truth of their distributional assumptions for calendar spreads and 
convenience yield with Chicago Board of Trade corn calendar spreads. Panel unit root tests 
fail to reject the null hypothesis of a unit root and thus support our assumption of arithmetic 
Brownian motion as opposed to a mean-reverting process as is assumed in much past 
research. The assumption that convenience yield follows a normal distribution truncated at 
zero is only approximate as the volatility of convenience yield never goes to zero. 
Estimated convenience yields can be negative, which is presumably due to measurement 
error. Option payoffs are estimated with the four different models and the relative 
performance of models is determined using bias and root mean squared error (RMSE). The 
new model outperforms three other models and that the other models overestimate actual 
payoffs. There is no significant difference in error variance for Hinz and Fehr, Poitras, and 
the new model, and the error variance of the new model is smaller than that of Gibson and 
Schwartz. 
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Can Cattle Basis Forecasts Be Improved? A Bayesian Model Averaging Approach   
Nicholas Payne and Berna Karali 
Year: 2015 
  

Abstract 

Basis forecasts aid producers and consumers of agricultural commodities in price risk 
management. A simple historical moving average of nearby basis on a specific date is the 
most common forecast approach; however, in previous evaluations of forecast methods, 
the best prediction of basis has often been inconsistent. The best forecast also differs with 
respect to commodity and forecast horizon. Given this inconsistency, a Bayesian approach 
which addresses model uncertainty by combining forecasts from different models is taken. 
Various regression models are considered for combination, and simple moving averages 
are evaluated for comparison. We find that model performance differs by location and 
forecast horizon, but the average model typically performs favorably compared to 
regression models. However, except for very short-horizon forecasts, the simple moving 
averages have a lower out of sample forecast error than the regression models. We also 
examine using a basis series created using a specific month�s futures contract as 
opposed to the nearby contract and find that basis forecasts calculated this way have lower 
forecast errors in the month of the contract examined. 
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Characterizing the Effect of USDA Report Announcements in the Winter Wheat 
Futures Market Using Realized Volatility   
Gabriel D. Bunek and Joseph P. Janzen 
Year: 2015 
  

Abstract 

The United States Department of Agriculture provides information about fundamental 
supply and demand conditions for major agricultural commodities. We consider whether 
USDA�s crop reports facilitate price consensus in the winter wheat futures market by 
testing the hypothesis that uncertainty, as measured by realized price volatility, is reduced 
following the release of USDA reports. This hypothesis was originally developed in studies 
using implied volatility and found significant decreases. We instead calculate realized daily 
and intraday volatility using transaction level data from Kansas City Board of Trade futures 
contracts. Dates on which USDA reports are released are compared to the ten days around 
the report. Exploiting the full granularity of data, intraminute volatilities are computed to test 
whether there are distributional differences between report and non-report days. All results 
suggest that realized volatility does not decrease following USDA wheat report releases but 
instead increases. Regression analysis shows this result is robust to the inclusion of a 
limited but relevant set of controls. 
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The Effects of Brazilian Second (Winter) Corn Crop on Price Seasonality, Basis 
Behavior and Integration to International Market   
Fabio Mattos and Rodrigo L. F. Silveira 
Year: 2015 
  

Abstract 

The purpose of this study is to analyze the impact of the growth of Brazilian winter corn 
crop on spot price seasonality, basis patterns, and the integration to international market. A 
moving average method and regression analysis were used to test for seasonal variations, 
while econometric time-series methods tests were applied to verify the market integration. 
Results indicated that the expansion of the winter corn crop has changed the seasonality of 
prices and basis and increased the level of integration with the international market. crop 
on spot price seasonality, basis patterns, and the integration to international market. A 
moving average method and regression analysis were used to test for seasonal variations, 
while econometric time-series methods tests were applied to verify the market integration. 
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Results indicated that the expansion of the winter corn crop has changed the seasonality of 
prices and basis and increased the level of integration with the international market. 
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A New and Dynamic Look at Forecasting MPP Margin Price   
Hernan A. Tejeda and Dillon M. Feuz 
Year: 2015 
  

Abstract 

The recent Agricultural Act (Farm Bill) of 2014 considers a new insurance program for Dairy 
producers. The Margin Protection Program (MPP) accounts for the difference between the 
national average price of milk and feed, which includes corn, soybean meal and alfalfa. If 
this national dairy margin is below a threshold selected by the producer in their insurance 
contract, the producer receives an indemnity. A web-based tool available for access by 
dairy producers and/or dairy related stakeholders utilizes a method which forecasts this 
dairy margin, by making use of extensive futures and options market data. The method 
considers shocks to futures prices as the difference between a commodity�s expected 
price - given by its futures contract price at a certain date - and its eventual settled 
(terminal) price at expiration. These unexpected shocks are calculated monthly for each 
commodity according to their time-to-maturity, from one month ahead up to one year ahead 
(i.e. 12 different periods of price shocks). The inter-relationship (rank correlation) between 
the different �time-to-maturity� shocks from these commodities is maintained when 
forecasting the futures (and subsequently cash) prices. However, these correlations are 
static - depending only on time-to-maturity of the different shocks - without incorporating 
additional information obtained from a growing crop season (e.g. method considers price 
deviates from March Corn futures expiring in September same as for September Corn 
futures expiring in March). Our method takes into account the arrival of new information 
during the farming season by incorporating time-varying (dynamic) correlations in the 
forecast method. In addition, we make use of dynamic copulas to model the joint time-
varying interrelationship among these price shocks. Results obtained are of relative 
improvement in forecasting the actual margin, especially during the 1st three months. 
Discussion and remarks for future venues are provided 
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Joseph P. Janzen and Nicolas Merener 
Year: 2015 
  

No Abstract Available  
  

Click here for a copy of the paper in Adobe's PDF format. 
 

https://legacy.farmdoc.illinois.edu/nccc134/conf_2015/pdf/Mattos_Silveira_NCCC_134_2015.pdf
https://legacy.farmdoc.illinois.edu/nccc134/conf_2015/pdf/Tejeda_Feuz_NCCC_134_2015.pdf
https://legacy.farmdoc.illinois.edu/nccc134/conf_2015/pdf/Janzen_Merener_NCCC_134_2015.pdf


 
 

  
Relative Impact of StarLink and MIR162   
Xue Han and Philip Garcia 
Year: 2015 
  

Abstract 

Although various topics related to genetically modified (GM) technology have been studied 
worldwide, few studies have investigated the price impact of genetically modified food 
events. This paper contributes to the literature by examining the price effects of multiple 
genetically modified corn contamination events in the U.S. corn market. Using the relative 
price of substitutes method and the time-varying cointegration, we identify at least three 
possible structural breaks relevant to the genetically modified corn contamination events. 
Our empirical results suggest that MIR162 is the largest and longest GM-related break, but 
notice this break was initially influenced by changes in U.S. corn and sorghum supply, and 
EPA�s proposed reduction of the ethanol mandate. China�s rejection of U.S. corn and its 
substantial imports of U.S sorghum protracted the depression of U.S. corn relative to 
sorghum until late 2014. Commodity market participants, policy makers and researchers 
can apply the finding and approach of this paper for anticipating the price impacts of 
multiple shocks in the commodity markets. 
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Contango and Backwardation as Predictors of Commodity Price Direction   
Paul E. Peterson 
Year: 2015 
  

Abstract 

This study examines whether term structure can be used as a predictor of commodity price 
direction. It uses daily prices for the S&P GSCI and each of the 24 underlying commodities 
from January 2007 through December 2013. During each day of the monthly roll period, 
one-month returns for each commodity are calculated and compared with the 
corresponding term structure. In nearly all cases, the relationship between returns and term 
structure is no different from that of a random process. Mean returns for each commodity 
under backwardation-only and contango-only are examined and in most cases are not 
significantly different from zero. A detailed examination of unleaded gasoline finds that 
returns on a long position are little affected by term structure, but heavily affected by the 
price trend in the underlying market. 
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Sanghyo Kim, Carl Zulauf and Matthew Roberts 
Year: 2015 
  

Abstract 

Given the interest in the ability to forecast returns to storage and the incon- clusiveness of 
the performance of the basis strategy, especially for unhedged storage; this study 
examines whether other variables enhance the forecast of storage returns. Speci cally, the 
rate of harvest progress and the ratio of a demand for storage space relative to the supply 
of storage space are examined. The later variable has not been investigated by previous 
studies of the basis strategy. Using data for Illinois corn and soybeans over the 1988 
through 2012 crop years and a xed e ect seemingly unrelated regression estimation, both 
variables are found to be signi cant in explaining observed returns to unhedged storage but 
not to hedged storage. Given the regression results, storage strate- gies based on harvest 
progress and ratio of demand to supply for storage space are constructed. These strategies 
do not improve the basis strategy's return and risk for hedged storage. In contrast, these 
strategies improve the return and risk performance of unhedged storage relative to routine 
unhedged stor- age. Moreover, net return for the alternative strategies for unhedged 
storage is higher than net return for the basis strategy for hedged storage but the latter has 
a lower risk than the former. This nding is the classic return-risk tradeo and provides an 
explanation for the common observation that storage is often unhedged, especially by 
farmers. 
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Forecasting Commodity Price Volatility with Internet Search Activity   
Arabinda Basistha, Alexander Kurov and Marketa Halova Wolfe 
Year: 2015 
  

Abstract 

Commodity prices are volatile. Forecasting the volatility has been notoriously difficult. We 
propose using Internet search activity to forecast commodity futures price volatility. We 
show that Google search volume improves forecasts of volatility both in-sample and out-of-
sample in all commodity categories (energy, metal and agriculture). 
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Rice is a predominant food staple in many regions of the world, and international rice 
markets play a vital role in ensuring the food security needs of developing countries. It is 
important to develop economic tools and market-based instruments to aid in the price 
discovery process, mitigate the effects of price instability, and make rice markets more 
responsive to the needs of both consumers and producers. The purpose of this study is to 
estimate the economic value of USDA supply and demand forecasts, specifically WASDE 
and NASS, with respect to rice futures markets. Two event study approaches are utilized in 
this study: (1) examine variability in returns on report-release days as compared to returns 
on pre- and post-report days, and (2) regress price reactions on changes in usage and 
production information. It is found that the USDA provides the rice futures markets with 
valuable information, and rice futures respond to the information in an economically 
consistent manner. 
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Performance of 5-Year Olympic Moving Average in Forecasting U.S. Crop Year 
Revenue for Program Crops   
Sanghyo Kim, Carl Zulauf, Matthew Roberts, and Kevin Cook 
Year: 2015 
  

Abstract 

The last two farm bills have used moving averages and Olympic moving averages in 
computing revenue benchmarks and hence payments in the Average Crop Revenue 
Election (ACRE) program in the Food, Conservation, and Energy Act of 2008 and its more 
recent version, the Agricultural Risk Coverage (ARC) program in the Agricultural Act of 
2014. Accurate revenue forecasting is important to farmers and agribusiness managers 
because of the variety of risks associated with farming including price and yield variability, 
which are often negatively correlated. This paper therefore assesses the performance of 
various specications of simple and Olympic moving averages in forecasting U.S. crop year 
revenue for the program crops of corn, soybeans, wheat, rice, and sorghum over the 1974 
through 2013 crop years. In general, forecast error is found to be lower for the moving 
average than for the Olympic moving average technique. It was also generally lower for the 
technique of forecasting revenue directly than for forecasting separating the price and yield 
components of revenue. Last, forecast error was generally smaller for calculation windows 
smaller than the 5 years used as the underlying method by the ARC farm support program. 
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Anticipatory Signals of Changes in Corn Demand   
Leslie J. Verteramoand William G. Tomek 
Year: 2015 
  

Abstract 

This paper analyzes changes in the expected demand for corn in the U.S., and it explores 
whether anticipatory signals of price jumps can be obtained from simple models. Two main 
objectives are considered. One is to estimate the relationship between the expected supply 
of corn and corresponding prices of futures contracts. We argue that such results can 
provide estimates of demand relationships and their shifts with the passage of time. 
Moreover, such analysis should allow us to test for possible changes in the structure of 
demand. A second, related objective is to demonstrate how such historical estimates can 
allow an analyst to appraise the futures markets� quotes relative to forecasts from the 
historical model. We argue that the difference in the two prices may contain useful 
information. 
  

Click here for a copy of the paper in Adobe's PDF format. 
 

 
 

  
Accuracy-Informativeness Tradeoff for Interval Forecast Comparison   
Olga Isengildina and Fabio Mattos 
Year: 2015 
  

Abstract 

Price interval forecasts are analyzed in this study focusing on three main characteristics: 
coverage, error and informativeness. The tradeoff between accuracy and informativeness 
results from the fact that greater accuracy is achieved at the cost of lower informativeness 
and vice versa. The purpose of this paper is to evaluate user preferences for these 
characteristics using experimental methods. Contingent valuation methods were used to 
elicit user willingness to pay for forecasts with various characteristics. Estimation results 
demonstrate that coverag 
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Bubbles, Froth, and Facts: What Evidence is there to Support the Masters 
Hypothesis?   
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Year: 2015 
  

Abstract 

The Masters Hypothesis is the assertion that large investment inflows into long-only 
commodity index funds pushed prices far above fundamental value. In particular, the 
architect of the hypothesis�Michael Masters�suggests that long-only index funds were 
the cause of a massive increase in commodity prices that culminated in mid-2008. Since 
that time, there has been a veritable explosion in empirical research on commodity market 
bubbles and the Masters Hypothesis. In this research we carefully dissect the typology of 
this literature with particular care given to the distinction between financialization impacts 
and actual bubble impacts. After carefully defining the characteristics of a Masters-like 
bubble, simple empirical tests are conducted on the 12 agricultural markets included in the 
CFTC�s Supplemental Commitments of Traders data base. Price behavior consistent with 
the Masters Hypothesis is surprisingly difficult to find in the data. This is an important 
finding given the on-going policy debate and regulations proposed to limit speculative 
positions in these markets. 
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Nearby and Deferred Quotes: What They Tell Us about Linkages and Adjustments to 
Information   
Mindy Mallory, Philip Garcia, and Teresa Serra 
Year: 2015 
  

Abstract 

Recently, the �Financialization� of commodity futures markets, biofuel production, 
climate change and rising demand potentially have imposed profound shifts in the way 
commodity futures markets operate. This article examines commodity markets tick-by-tick 
and quote-by-quote to develop metrics on liquidity and transformation of information. The 
metrics are based on insights we combined from the sequential trading models on single 
securities, index futures based on a basket of securities, and special features of commodity 
futures markets. Correlation between quote revisions in nearby and deferred contracts 
measure information-based activity, and correlations between revisions of the time lagged 
nearby and deferred maturity measure the speed at which information is transmitted among 
the different futures maturities. Information based trading results in near perfect correlation 
between revisions to bids and offers in nearby and deferred contracts. Within one second 
information has been fully transmitted from nearby to deferred contracts. 
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From Auckland to Eau Claire: Price Transmission from International Dairy Markets to 
Local U.S. Milksheds   
John Newton 
Year: 2016 
  

Abstract 

The price relationships governing dairy commodity price transmission among the U.S., 
Oceania, and EU markets are considered using Vector Autoregressive and Vector Error 
Correction models. Results demonstrate a one-way price relationship for U.S. dry milk 
powders as price shocks in Oceania and the European Union spread to the U.S. while U.S. 
price shocks do not spread into those markets. U.S. prices for cheddar and butter are 
impacted by price shocks in Oceania and the EU, however, U.S. price shocks also spread 
the Oceania market and may reflect potential arbitrage opportunities. Historically thought to 
be shielded from international prices through low import quotas and high out-of-quota tariffs 
these results are the first to empirically demonstrate that U.S. dairy commodity prices and 
farm-gate milk prices are influenced in both the long-run and short run by international dairy 
commodity prices. 
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Relationship of Grain Stocks and Marketing Behavior   
Tyler Holmquist, Matthew A. Diersen and Nicole Klein 
Year: 2016 
  

Abstract 

Farmers, merchandisers and end-users are faced with the challenge of allocating stocks of 
grains and oilseeds throughout the marketing year. Farmers want to obtain the best price 
subject to storage costs and storage constraints. Merchandisers want to assemble crops, 
provide storage services and supply end-users with steady quantities. Storage is available 
and reported at the farm level and across off-farm locations. Percentages marketed by 
farmers are also reported, but not until the end of the marketing year. Thus, there is 
information about the physical location of crops and its ownership by farmers. Factors are 
examined that explain the storage and marketing behavior of farmers and by the entire 
supply chain. Price expectations are examined, but are dominated by strong seasonal 
patterns in disappearance and marketings. A disparity between on-farm and off-farm 
disappearance is identified, the latter being intractable to quantify. A disparity between 
marketings and on-farm disappearance suggests a large portion of off-farm stocks are 
owned by farmers, potentially creating storage constraints at off-farm locations. 
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Hedging the Crack Spread during Periods of High Volatility in Oil Prices   
Pan Liu, Dmitry Vedenov, Gabriel J. Power 
Year: 2016 
  

Abstract 

Traditional approach to hedging crude oil refining margin (crack spread) adopts a fixed 
3:2:1 ratio between the futures positions of crude oil, gasoline, and heating oil. However, 
hedging the latter in arbitrary proportions might be more effective under some conditions. 
The paper constructs optimal hedging strategies for both scenarios during the periods of 
relatively stable and volatile oil prices observed in recent years. Minimization of downside 
risk (LPM2) and variance are used as alternative hedging objectives. The joint distribution 
of spot and futures price shocks is modeled using a kernel copula method. The hedging 
performance of the constructed strategies is compared using hedging effectiveness, 
expected profit, and expected shortfall. Results show that allowing for arbitrary proportions 
in sizes of futures positions generally achieves better hedging performance. The advantage 
becomes particularly important during periods characterized by a high volatility of the cross-
dependence between the prices of individual commodities. In addition, using ??????2 as a 
hedging criterion can help hedgers to better track downside risk as well as lead to higher 
expected profit and lower expected shortfall. 
  

Click here for a copy of the paper in Adobe's PDF format. 
 

 
 

  
Determining the Effectiveness of Exchange Traded Funds as a Risk Management Tool 
for Southeastern Producers   
Will Maples, Ardian Harri, John Michael Riley, Jesse Tack, and Brian Williams 
Year: 2016 
  

Abstract 

This research investigates the use of commodity exchange traded funds (ETFs) as a price 
risk management tool for agriculture producers. The effectiveness of using ETFs to hedge 
price risk will be determined by calculating optimal hedge ratios. This paper will investigate 
the southeastern producer�s ability to hedge their price risk for not only outputs, like corn 
and feeder cattle, but also for inputs, like diesel fuel and fertilizer. These ratios will be 
calculated using ordinary least squares (OLS), error correction model (ECM), and 
generalized autoregressive conditional heteroskedasticity (GARCH) regression models. A 
utility maximization framework will be used to determine how transaction costs and risk 
aversion effect the optimal hedge ratio. Being able to use ETFs to hedge price risk would 
provide a significant tool to small and mid-sized producers who are unable to take 
advantage of current price risk management practices, such as the use of futures, because 
of the large size of the futures contracts. ETFs also present a potential tool to manage a 
producer�s input price risk. A majority of producers are unable to protect themselves from 
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the rising costs of inputs due to producers� small production size and unavailability of 
protection methods. 
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The Effect of Pit Closure on Futures Trading   
Eleni Gousgounis and Esen Onur 
Year: 2016 
  

Abstract 

Motivated by CME�s decision to close down most of the futures pits in July of 2015, we 
analyze the changes in a number of important CME futures markets between 2012 and 
2016. We find that although futures pit trading has been diminished to very low levels, it 
has not completely disappeared. While we do not have evidence of futures pit traders 
transitioning to the electronic market, we see that some futures pit traders are still active in 
options pit markets. When we explore the changes in daily trading patterns, we observe a 
shift in the timing of trading hours for a few select markets. In terms of execution costs, we 
do not observe any definitive effect of the pit closures on execution costs for most 
commodities in the electronic market. However, effective spreads for random length lumber 
futures appear to increase around the time of the announcement of the pit closures. A 
similar effect is observed for trading strategies in treasury futures during the roll periods. 
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Commodity Price Co-Movements: Back to Normal   
Marie Steen and Ole Gjolberg 
Year: 2016 
  

Abstract 

We present evidence overruling the claim that commodity prices over the recent ten years 
have been moving increasingly and permanently more in sync in the short term. True, 
correlations across physically unrelated commodities increased during the commodity 
boom-and-bust and the financial crisis. However, even during this period short-term 
commodity price changes were far from uniform in terms of covariances and distributions. 
Applying Principal Component Analysis (PCA) to weekly price changes for 14 different 
commodities during the period 2007-08, the first principal factor explains less than 50 per 
cent of total variation and more than five factors are required in order to explain more than 
80 per cent. Since 2009 the covariance structure has evolved so that the first principal 
factor explains far less. After 2012, no single factor explains more than 25 per cent and 
seven factors are needed in order to explain more than 80 per cent. This is quite similar to 
the results from the PCA for the period 1990-2006, suggesting that the covariance structure 
has reverted back to what was normal prior to 2007. The large growth in commodity futures 
trading and commodity investments � often referred to as commodity �financialization� - 
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has not turned commodities into �one� asset. Prices of different commodities behave 
differently. 
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Risk Management: Hedging Potential for U.S. Breweries   
Alejandro Prera, T. Randall Fortenbery, and Thomas L. Marsh 
Year: 2016 
  

Abstract 

In this paper we investigate the potential to develop hedging strategies for firms in the U.S. 
brewing sector. The primary ingredients for beer are hops (grown in many different 
varieties), grain malt (mostly malted barley but also other grains), wheat, yeast, and water. 
We test for statistical relationships between hop and barley prices and futures prices wheat, 
and corn to determine whether price relationships are such that cross hedging hops and 
barley with existing futures contracts appears feasible. If hops and barley can be effectively 
hedged then most of the primary inputs used by brewers can be hedged. Using standard 
multivariate time seriesmodels, we test for stationarity in prices, test for co-integration 
relationships between the various brewers� inputs, and report the statistical results. We 
find the existence of a structural break in the prices associated with beginning of the most 
recent recession. This created greater instability in commodity prices and a change in their 
inter-relationships. Insight into these relationships provides relevant information concerning 
hedging and cross-hedging opportunities for small breweries. 
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The Economic Impact of the 2015 Avian Influenza outbreak on U.S. Egg Prices   
Agnieszka Dobrowolska and Scott Brown 
Year: 2016 
  

Abstract 

This study provides a partial equilibrium approach to quantifying the effect of the Highly 
Pathogenic Avian Influenza (HPAI) outbreak that occurred in the United States in late 2014 
and early 2015. The quarterly model provides an estimate of egg prices that would have 
occurred over this period without the HPAI outbreak. This research also provides sensitivity 
analysis around the estimated retail demand elasticity based on a review of the literature 
surrounding the retail demand for eggs in the United States. 
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What Drives Volatility Expectations in Grain Markets?   
Michael K. Adjemian, Valentina G. Bruno, Michel A. Robe, and Jonathan Wallen 
Year: 2016 
  

Abstract 

We analyze empirically the drivers of grain option-implied volatilities (IVs). Forward-looking 
uncertainty and risk aversion in equity market (jointly captured by the VIX) and the state of 
commodity inventories (proxied by the net cost of carry for each grain) have significant 
impacts on forward-looking volatility in the three largest U.S. agricultural markets: corn, 
soybeans, and wheat. We also find some evidence that financial speculation has an 
immediate but short-lived negative impact on grain Ivs. 
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The Information Content in the Term Structure of Commodity Prices   
Xiaoli L. Etienne and Fabio Mattos 
Year: 2016 
  

Abstract 

In this paper, we investigate the term structure of agricultural commodity prices. Using corn 
as an example, we demonstrate that commodity futures price curve can be 
wellapproximated by three latent factors: level, slope, and curvature obtained from a 
dynamic latent factor model. Relating the three unobserved factors to observable economic 
fundamentals, we find that real economic activity and relative scarcity of the commodity 
play an important role in the evolution of the corn futures price curve. Using Granger 
causality tests, we find that all three unobserved factors of the futures price curve contain 
predictive information on real economic activity and the relative scarcity of the commodity. 
Consistent with the theory of storage, there is a forwardlooking element embedded in the 
term structure of commodity prices that contain information regarding subsequent market 
fundamentals. 
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Valuing Public Information in Agricultural Commodity Markets:WASDE Corn Reports   
Philip Abbott, David Boussios and Jess Lowenberg-DeBoer 
Year: 2016 
  

Abstract 

Monthly WASDE reports by USDA estimate current and future global supply-utilization 
balances for various commodities, including corn. Existing literature has shown that 
markets respond to WASDE releases (news effects) but has not quantified the value or 
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distribution of benefits from those reports. We use Monte Carlo simulations of a quarterly 
model of the U.S. Corn market to estimate the value of the WASDE forecast and its 
components. Our results show significant value to market participants from the WASDE 
reports, roughly $301 million or 0.55% of overall corn market value. The results also show 
significant value for each forecasted component of the reports: area ($145 million), yield 
($188 million), production ($299 million), demand/stocks ($300 million) and exports ($320 
million). The benefits of each component do not strictly sum when new information is added 
because substantial redistribution of benefits occurs, since specific information components 
help specific interest groups. The expected benefits or losses realized by consumers, 
producers or traders is often nearly as large as (and sometimes larger than) the net 
benefits to society from better information. In the base case benefits from WASDE 
information largely accrues to producers ($153 million) and consumers ($341 million). 
Traders lose $192 million, as they are presumed to buy at harvest, before valuable 
demand, stocks and export data is known. Farmers behave as traders when they choose to 
store, sell forward, or participate directly in futures markets. Thus, the net trader benefit or 
loss accrues partially to farmers as traders and partially to commercial agents. These 
results are sensitive to elasticity assumptions that capture both how agents behave in 
markets and how their welfare is measured. 
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Forecasting Quality Grade and Certified Angus Beef Premiums   
Jason Franken and Joe Parcell 
Year: 2016 
  

Abstract 

We evaluate the mean squared error and mean absolute percentage error of alternative 
forecasts of quality grade and Certified Angus Beef (CAB) premiums, which may be of 
interest to cow-calf producers, feeders, and packers. A supply and demand model and a 
vector autoregressive model outperform a na�ve model accounting for only seasonal 
effects for all premiums except the strongly seasonal Choice-Select spread. While there is 
no significant difference between the supply and demand model and the vector 
autoregressive model in terms of mean squared error, the supply and demand model 
outperforms the vector autoregressive model in terms of mean absolute percentage error in 
predicting the CAB-Choice premium. 
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Olga Isengildina-Massa, Berna Karali, Scott H. Irwin, Michael K. Adjemian, and Xiang Cao 
Year: 2016 
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The goal of this study is to determine how big data and access to information affects the 
role and impact of USDA�s situation and outlook programs. Changes in market reaction to 
various USDA reports including WASDE, Crop Production, Grain Stocks, Prospective 
Plantings, Acreage, Hogs and Pigs and Cattle on Feed reports over 1970-2016 study 
period were analyzed. Market reaction was measured as a change in volatility of corn, 
soybean, wheat, lean hogs, live cattle, cotton and frozen concentrated orange juice returns 
on report release days. Our findings demonstrate that the impact of USDA reports has not 
diminished and often increased in crops during the recent decade. On the other hand, the 
value of USDA reports in livestock markets appears to be decreasing. 
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Market Concentration in the Wheat Merchandizing Industry   
Anton Bekkerman and Mykel Taylor 
Year: 2016 
  

Abstract 

Prices offered to farmers by grain handling facilities have been shown to be affected by the 
spatial competition structure of the market within which these facilities operate. However, 
little information exists about how elevators' technological and ownership type 
characteristics, differences in the demand for grain handling services, and volatility in 
railcar costs alter grain elevators' pricing behaviors within alternative spatially competitive 
market structures. This work combines several unique datasets�restricted-access rail 
waybill sample, daily basis bid information, and elevator-level technological and ownership 
structure characteristics�to provide an exploratory analysis of the specific factors that can 
help explain basis bid behaviors across 267 Kansas wheat handling facilities. We provide 
preliminary evidence that these factors could include variation in the final destination of 
shipped wheat, increased price variability and uncertainty in secondary railcar markets, 
differences in the capacity and loading speed, and the business structure (cooperative or 
investor-owned firm) of the elevator. 
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Exploring Commodity Trading Activity: An Integrated Analysis of Swaps and Futures   
Scott Mixon, Esen Onur, and Lynn Riggs 
Year: 2016 
  

Abstract 

This paper provides the first public analysis of a cross-section of physical commodity swap 
markets using proprietary position data collected by the Commodity Futures Trading 
Commission. We find that futures markets are generally larger than swaps markets, as 
measured by open interest, with WTI crude oil being an exception. By merging data on 
futures, swaps, and index swaps, we gauge exposures for various types of market 
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participants, products, and tenors across the entire US WTI derivatives market for the first 
time. We find that, in aggregate, market participants appear to use futures and swaps in 
tandem � Financial End-Users and Commercial End-Users both have net positions in 
swaps in the same direction as their net positions in futures. Swap dealers appear to have 
offsetting swaps and futures net positions. To illustrate the joint nature of these markets, we 
contrast Working�s T index computed from both futures and swaps data with the index 
computed solely from futures or swaps. We find that the combined index differs 
substantially from the index computed using either the futures or swaps data alone, 
highlighting the potentially incomplete nature of any analysis done using only futures or 
swaps market data. 
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The Reference Price Effect on Crop Producer�s Hedging Behavior   
Ziran Li, Keri Jacobs, Nathan Kauffman and Dermot Hayes 
Year: 2016 
  

Abstract 

Crop producers� hedging behavior is at odds with the optimal hedging under expect utility 
theory. However, there is little consensus on how producers hedge otherwise. In this paper 
we present an intriguing empirical observation using the Commitment of Traders reports 
(COT) published by Commodity Futures Trading Commission (CFTC), which shows the 
hedging behavior of corn and soybean producers may be reference-dependent. We show 
that producers are likely to hedge when the futures price rises above a reference. Though 
this reference varies among producers, on the aggregate level, last year�s average price 
and 20-trading-day moving average of the current futures price are likely candidates. We 
also discuss the limitation of the data as well as the identification strategies. 
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The Components of the Bid-Ask Spread: Evidence from the Corn Futures Market   
Quanbiao Shang, Mindy Mallory, and Philip Garcia 
Year: 2016 
  

Abstract 

This paper examines whether USDA announcements and commodity index fund rolling 
activity has an impact of liquidity costs, measured by the Bid-Ask-Spread. Using Huang and 
Stoll�s (1997) model of liquidity costs, we estimate whether changes to liquidity costs are 
driven by the adverse selection component, the inventory cost component, or the order 
processing component. Commodity index fund roll activity reduces the asymmetric 
information cost component of liquidity cost due to an increased proportion of non-
information based trading, but the inventory cost component increases as (mostly long 
only) commodity index funds sell their nearby position and buy the first deferred contract � 
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raising liquidity providers� risk of building a position. The sum of these two effects is that 
liquidity costs remain low during index fund roll periods, averaging very near to one �tick� 
(0.25 cents). On USDA report release days, we find that informed traders raise the 
asymmetric information component of liquidity costs in the first hour after release, but the 
inventory cost component is reduced due to the increase in volume associated with trading 
the report release. As was the case for commodity index fund roll activity, liquidity costs on 
USDA report release days remain low, averaging very near to one �tick� (0.25 cents). 
Our finding that liquidity costs are very minimally changed during USDA report releases 
and commodity index fund roll periods is similar to other recent research on liquidity costs, 
but we show that what drives liquidity costs is very different depending on the 
circumstances surrounding trading on any given day. 
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Identifying the Impact of Financialization on Commodity Futures Prices from Index 
Rebalancing   
Lei Yan, Scott H. Irwin, and Dwight R. Sanders 
Year: 2016 
  

Abstract 

Attempts to detect the impact of financialization on commodity futures prices are often 
subject to the criticism of weak identification. This paper addresses the issue by 
investigating the rebalancing of the S&P Goldman Sachs Commodity Index. Investment 
flows caused by the rebalancing are predetermined and not based on information about 
futures prices, providing a clear identification to study the price impact. Results show that 
average futures returns are not significantly different from zero during the rebalancing 
period and there is no or a weak negative causal link between index investment flows and 
commodity futures returns. This finding is consistent with the hypothesis that uninformed 
and predictable order flows tend to attract natural counterparties and would not disrupt the 
market. 
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The Long-term Effects of Meat Recalls on Futures Markets   
Matt Houser and Jeffrey H. Dorfman 
Year: 2017 
  

Abstract 

Over the past twenty years, there has been an increasing trend in the number of recalls. 
Despite increased safety control standards, foodborne disease outbreaks continue to 
impact the food supply. A common source of foodborne illness and fatal infection is beef 
from diseases such as E. coli 0157:H7, Listeria Monocytogenes, and Salmonella. Certain 
companies have even been bankrupted, unable to overcome the social costs and economic 
losses associated with recalls. We examine beef recalls over a twenty year period through 
an accumulated two-year index to see if there is a prolonged effect of recalls on current 
weekly cattle prices. We find that recalls act together, adversely impacting prices and 
decreasing farm-level revenue. The revenue drop is economically small; therefore, it is 
uncertain if beef recalls financially incentivize cattle producers to invest in food safety 
safeguards. 
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Assessing the Accuracy of USDA�s Farm Income Forecasts: The Impact of ARMS   
Todd H. Kuethe, Todd Hubbs, and Dwight R. Sanders 
Year: 2017 
  

Abstract 

The USDA�s forecasts for net farm income are important inputs for businesses, 
legislators, economists, and other policy-makers. While the USDA has been providing 
forecasts for net farm income for over 50 years, they have not been rigorously analyzed in 
regards to bias and efficiency. Here, the USDA�s net farm income forecasts from 1975-
2015 are evaluated along a number of dimensions. The results show that the USDA�s 
initial forecasts for net farm income are downward bias. This bias is corrected as the 
forecasts evolve through the year. Moreover, upward revisions tend to lead to negative 
forecast errors or overestimates. Consistent with that finding, there is a tendency for 
reversals in the forecasts. That is, upward revisions tend to be corrected in subsequent 
revisions. Despite these inefficiencies, the forecasts provide remarkably good directional 
guidance by predicting growth or contraction correctly over 80% of the time. There was no 
evidence that forecast accuracy improved through time or with the availability of ARMS 
data. 
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Hedging Effectiveness of Fertilizer Swaps   
William E. Maples, B. Wade Brorsen, and Xiaoli L. Etienne 
Year: 2017 
  

Abstract 

One potential tool fertilizer dealers and producers have to protect themselves against 
fertilizer price risk is the fertilizer swaps market. Swaps usually settle using a floating 
variable price that is determined by an index of cash prices. This paper calculates hedge 
ratios and hedging effectiveness of urea and DAP (diammonium phosphate) swaps that 
settle using The Fertilizer Index with various spot price locations from the United States and 
internationally. Results show that urea and DAP swaps that settle using The Fertilizer Index 
perform poorly as a hedging tool over short time periods. As the hedging horizon increases, 
the hedging effectiveness of swaps improves. 
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Time Series Modeling of Cash and Futures Commodity Prices   
Joshua G. Maples and B. Wade Brorsen 
Year: 2017 
  

Abstract 

Commodity prices exhibit differing levels of mean reversion and unit root tests are a 
standard part of the analysis of commodity price series. Changing underlying means are 
inherent in commodity prices and can create biased estimates if not correctly specified 
when performing unit root tests. Prominent financial models include terms for both mean 
reversion and unit roots but assume that mean reversion occurs gradually over time. Other 
models such as the popular error correction models require the researcher to determine if 
prices are either mean-reverting or follow a unit root process. We discuss the models 
commonly used for commodity prices and how their assumptions align with how commodity 
spot and futures prices actually behave. We argue for using panel unit root tests for futures 
prices as they allow for differing underlying means across futures contracts. Cash prices 
are difficult as none of the currently available models captures their likely stochastic 
process. Current models, however, can still be useful as close approximations. 
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Examining Dynamically Changing Cattle Market Linkages with Inventory as 
Controlled Transitions   
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Yunhan Li, Wenying Li, and Jeffrey H. Dorfman 
Year: 2017 
  

Abstract 

This article reports tests of price cointegration of cattle markets in the U.S. and proposes a 
simple procedure for incorporating a flexible transition function into the ECON smooth 
transition autoregressive (ECON-STAR) model to evaluate market dynamics over time. 
This model allows evaluating varying market integration as an exogeneous economic 
indicator changes throughout a specified time. Cattle are perishable, bulky and costly to 
transport. These characteristics make cattle markets easily segmented across regions. The 
empirical results show that these markets have been highly cointegrated when there exists 
excess supply. Following a sudden decrease in cattle inventory, the market pattern has 
become very regionally segmented. 
  

Click here for a copy of the paper in Adobe's PDF format. 
 

 
 

  
The Effects of Microstructure Noise on Realized Volatility in the Live Cattle Futures 
Market   
Anabelle Couleau, Teresa Serra, and Philip Garcia 
Year: 2017 
  

Abstract 

Recently, U.S. live cattle futures prices have experienced high levels volatility which has 
raised concerns about the impact of high frequency trading. This paper identifies the 
market microstructure noise present in high frequency data and its implications for realized 
volatility of returns in live cattle futures markets from 2011 to 2015. Short- and long-term 
components of volatility are identified using nonparametric and semi-parametric 
procedures. While market microstructure noise is found to increase realized volatility when 
the sampling frequency is below 4-minute time intervals, the particularly high volatility in live 
cattle markets in 2015 is found to be strongly driven by market fundamentals, affected by 
supply and demand shocks. Important policy implications from the results are drawn. 
  

Click here for a copy of the paper in Adobe's PDF format. 
 

 
 

  
The Cost of Forward Contracting in CIF NOLA Export Bid Market   
Bradley Isbell, Andy M. McKenzie and B. Wade Brorsen 
Year: 2017 
  

Abstract 

Price risk management in the grain industry is typically done by hedging with forward 
contracts and futures contracts. An additional important price discovery and risk 
management �paper market� also exists in the form of CIF NOLA basis bids, traded 
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through brokers. These bids function similar to traditional forward contracts, however, like a 
futures market, firms can offset their forward contractual obligations by offsetting positions 
in a liquid off-exchange paper market. Analysis shows that this liquidity mostly removes the 
pricing bias commonly found in forward contracting in corn and soybeans, although a small 
bias still exists in wheat and especially sorghum. 
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Is the Value of USDA Announcement Effects Declining over Time?   
Jiahui Ying, Yu Chen and Jeffrey H. Dorfman 
Year: 2017 
  

Abstract 

The value of USDA reports in commodity futures markets has been intensively researched, 
while whether such an effect is increasing or decreasing over time has rarely been 
answered. Given the fact that much more diverse information is available in today�s 
futures market, understanding trends in the impact of USDA announcement effects is 
crucial for market participants. This study measures how USDA reports� announcement 
impact on market volatility has changed over time in both corn and soybean futures 
markets by adopting a new continuous approach with time-varying coefficients added to a 
model of the reports� impact. The result shows that USDA reports are still informative and 
influential in commodity futures markets, with a generally increasing trend in the impact of 
announcement effects, while there are some reports whose impact show a declining 
potential. 
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Evaluating Crop Forecast Accuracy for Corn and Soybeans in the United States, 
China, Brazil, and Argentina   
Katie Cumming, Fabio Mattos and Xiaoli L. Etienne 
Year: 2017 
  

Abstract 

Commodity prices are determined by the dynamics of supply and demand and they 
oscillate over time according to market participants� price expectations, which are in 
return formed and updated based on new information available on the market. Previous 
studies have explored how the release of supply and demand news affect futures prices 
(e.g. McKenzie, 2008). This process of price discovery is crucial for various business 
decisions in the agricultural sector, such as production, marketing, and risk management. 
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Performance of the Producer Accumulator in Corn and Soybean Commodity Markets   
Chad Te Slaa, Lisa Elliott, Matthew Elliott, and Zhiguang Wang 
Year: 2017 
  

Abstract 

This research quantifies risk reduction and performance of the producer accumulator 
contract in corn and soybean markets. To quantify performance, we use three alternative 
theoretical pricing models to estimate historical producer accumulator contract 
specifications in corn and soybean markets. We then compare the performance of the 
producer accumulator to eight alternative agricultural marketing strategy portfolios that are 
also used in new generation grain contracts. The performance measures we compare are: 
average bushel price that would be received by the producer, daily portfolio risk, and the 
Sharpe ratio. The period we examine performance was between 2008 and 2017. We 
investigate performance of the producer accumulator executed during each year, month, 
whether the contract was executed during the growing season or non-growing season, and 
beginning and following an uptrend, neutral trend, and downtrend ranging in length from 25 
to 100-days. Specific to the producer accumulator, we also quantify bushels accumulated 
during the contract period. We find the average price the producer would expect to receive 
adopting an accumulator to slightly underperform the average price they would receive with 
a long futures portfolio in corn and slightly outperform long futures in soybeans. 
Nevertheless, the accumulator significantly reduces daily risk compared to the long futures 
portfolio. Indeed, producer accumulator portfolios produced average daily Sharpe ratios 
exceeding all other simulated risk management strategies in corn and soybeans on an 
average annual and average aggregate basis from 2008-2017. Consequently, the producer 
accumulator portfolio offered corn and soybean producers the best risk adjusted return to 
hedge production during this time-frame. 
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Forecasting Hard Red Winter and Soft White Wheat Basis in Washington State   
Wenxing Song and T. Randall Fortenbery 
Year: 2017 
  

Abstract 

The objective of the study is rst to identify economic factors that in uence two speci c 
classes of wheat: hard red winter (HRW) and soft white (SWW) wheat, and develop models 
to improve the forecast performance of basis in Washington State. Earlier work has 
investigated basis behavior of some other classes of wheat, but none has examined soft 
white wheat. This class is unique because there is no direct futures contract-it is usually 
priced o the soft red wheat futures contract. The models we estimate include: 1) a simple 
moving average model to serve as a benchmark, 2) an econometric fundamental model, 3) 
an ARMA time series model, and 4) an ARMAX hybrid model. The econometric 
fundamental and ARMAX models include supply/demand factors suggested by economic 
theory and literature. We estimate all the models and then compare their forecast 
performance. Based on empirical results, we nd the best HRW model at the 4-month and 
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11-month forecast horizons is the econometric fundamental model, at the 5-month, is an 
ARMA(3,0,0) model, and the best model for the rest of the forecasts is an ARMAX (3,0,0). 
For SWW, the econometric fundamental model is the best overall. In addition, the ARMAX 
models perform better than the ARMA models in most cases, except SWW in Odessa, WA. 
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Automation in the Hedge-Ratio Estimation Cottage Industry   
Roger A. Dahlgran 
Year: 2017 
  

Abstract 

Futures markets can be used to minimize a firm�s financial exposure to cash price 
fluctuations, but it�s costly to determine the futures position size that minimizes this risk. 
We present survey results that indicate that finding the risk-minimizing futures position 
requires 160 hours of skilled market analysts� time spread over 60 days and costs 
between $15,000 and $25,000. This process can be automated so that optimal futures 
positions can be determined in minutes at a fraction of this cost. We introduce 
HedgeSmart, software that determines the optimal hedging strategy by combining user-
supplied, business-specific data with the generally accepted price-risk minimization model 
and an up-to-date database containing more than 10 million records on commodity price 
movements. The user can incorporate his/her own historical commodity prices to insure 
that the analysis reflects specific location, grade, and pricing characteristics as appropriate 
to your firm. The time and cost savings that HedgeSmart achieves enables analysts to ask 
�what-if� questions, to explore alternative hedging approaches. 
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Is Pit Closure Costly for Customers? A Case of Livestock Futures   
Eleni Gousgounis and Esen Onur 
Year: 2017 
  

Abstract 

Motivated by CME�s decision to close down most of the futures pits in July of 2015, we 
analyze the changes in the livestock futures market between 2014 and 2016. The livestock 
futures market, which had an active presence at the pit prior to the closure, has recently 
exhibited unprecedented price fluctuations. A simultaneous increase in the bid ask spread 
has raised concerns over the availability or liquidity in this market. The focus of our study is 
to analyze whether liquidity has changed for customer orders after the futures pit closed. In 
more detail, we track customer orders and evaluate their execution quality. We investigate 
whether execution costs for such trades have increased after the futures pits closed. In 
addition, we also examine whether customers have changed their trading behavior by 
placing more aggressive orders. 
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Trade Impact in the Electronic Grain Futures Markets   
Zhiguang Wang, Suchismita Mishra and Lisa Elliott 
Year: 2017 
  

Abstract 

The rise of large/institutional traders in agricultural commodities calls for research on the 
analysis of market impact of trading. We aim to uncover the pattern and duration of market 
impact of trading in corn, soybeans and wheat during the period of 2008- 2015. Using the 
CME intraday electronic trade and quote data, we find support for square-root temporary 
impact of trading volume that lasts 10 minutes for corn and wheat, 16 minutes for 
soybeans. We also find evidence for post-trade permanent impact with a decaying effect in 
the form of -1/2 power of time. The permanent impact lasts 8 minutes for corn and wheat, 6 
minutes for soybeans. 
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Futures-Based Forecasts of U.S. Crop Prices   
Jiafeng Zhu and Olga Isengildina-Massa 
Year: 2017 
  

Abstract 

This study proposed two futures-based models for forecasting cash prices of corn, 
soybeans, wheat and cotton over the period 2000-2016. The difference model predicts 
changes in cash prices as a function of changes in futures prices. The regime model 
specifies different market regimes and models cash price levels based on observed futures 
prices in various regimes. The out-of-sample performance of both models was compared to 
the benchmark of a 5-year moving average over the 2013-2016 sub-period. Our results 
suggest that the regime model performed best for corn and soybeans. While, neither model 
beat the benchmark for wheat at the longer forecasted horizons, the difference model 
performed well at short forecast horizons (up to 5-months ahead). Both models performed 
better than the benchmark for cotton price forecasts, but they were not significantly different 
from each other. 
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Year: 2017 
  

Abstract 

This paper provides dynamic minimum-variance hedges for firms in incomplete markets. 
Our hedges accounts for price transmission between the input and output prices, and 
thereby enable firms to minimize both input and output price fluctuations through tradable 
securities. Specifically, the model conditions on the direction and magnitude of price 
transaction between raw materials and products, as well as on the availability of futures 
contracts. A two-factor diffusion model is assumed for the underlying asset. The optimal 
hedges are the weighted average of the classic direct hedging and cross hedging ratios. 
We apply our results to the problem of a hypothetical jet fuel producer. Empirical results 
demonstrate the hedging effectiveness of this model. 
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Are Futures Prices Good Price Forecasts? Nonlinearities in Efficiency and Risk 
Premiums in the Soybean Futures Market   
Joshua Huang, Teresa Serra, Philip Garcia 
Year: 2017 
  

Abstract 

Recent research has pointed to a reduction in predictive content in several agricultural 
futures markets. We investigate short-run forecast in the soybean futures market complex 
to identify predictive content and the sources of forecast errors. A non-parametric local 
linear regression framework is first applied to investigate biasness, and to guide the 
specification of parametric regime-switching models in which we perform statistical testing. 
To identify effects of risk premiums, we use a nonlinear realized volatility framework. Our 
non-parametric and parametric findings indicate nonlinearities in efficiency and risk 
premiums are present. Depending on the level of futures prices, thresholds or regimes of 
predictive performance exist. Evidence of market exuberance/pessimism emerges as many 
of the pricing errors occur at the extremes of the price distribution. Our research 
demonstrates that failure to account for these non-linear relationships can distort our 
understanding of market effectiveness. Finally, we show that the use of higher frequency 
data can be useful in identifying the presence and magnitude of risk premiums. This finding 
may make uncovering risk premiums in agricultural commodity markets more tractable in 
the future. 
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Measuring Price Discovery between Nearby and Deferred Contracts in Storable and 
Non-Storable Commodity Futures Markets   
Zhepeng Hu, Mindy Mallory, Teresa Serra, and Philip Garcia 
Year: 2017 
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Abstract 

Futures market contracts with varying maturities are traded concurrently and the speed at 
which they process information is of value in understanding the pricing discovery process. 
Using price discovery measures, including Putnin�� (2013) information leadership share 
and intraday data, we quantify the proportional contribution of price discovery between 
nearby and deferred contracts in the corn and live cattle futures markets. Price discovery is 
more systematic in the corn than in the live cattle market. On average, nearby contracts 
lead all deferred contracts in price discovery in the corn market, but have a relatively less 
dominant role in the live cattle market. In both markets, the nearby contract loses 
dominance when its relative volume share dips below 50%, which occurs about 2-3 weeks 
before expiration in corn and 5-6 weeks before expiration in live cattle. Regression results 
indicate that the share of price discovery is most closely linked to trading volume but is also 
affected, to far less degree, by time to expiration, backwardation, USDA announcements 
and market crashes. The effects of these other factors vary between the markets which 
likely reflect the difference in storability as well as other market-related characteristics. 
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The Value of Public Information in Storable Commodity Markets: Application to the 
Soybean Market   
Christophe Gouel 
Year: 2018 
  

Abstract 

This study provides a framework to estimate the potential effects and benefits of the 
provision of market information in storable commodity markets. This framework is applied 
to the case of production forecasts for the soybean market. A rational expectations storage 
model of the global soybean market accounting for both inter-annual and intra-annual 
market dynamics is built. Shocks that occur between planting and harvesting affect the size 
of the potential harvest. Estimates of the size of these shocks are reported publicly, and 
affect the market equilibrium through adjustments to stock levels. By varying 
counterfactually the observability of seasonal shocks, we can estimate the efficiency gains 
related to the availability of advance information. They are equivalent to 2% of storage 
costs; the reduction of stock levels being the main channel explaining the welfare gains. 
The presence of advance information has a limited effect on inter-annual price volatility but 
redistributes price volatility during the season, increasing it just before harvest when almost 
all news has been received and stocks are tight, and decreasing it after harvest. The effect 
of news shocks is stronger on higher-order moments of the distribution with a strong 
decrease in skewness and kurtosis related to the lower frequency of price spikes. 
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Do Livestock Markets Still Value USDA Information?   
Berna Karali, Olga Isengildina-Massa, and Scott H. Irwin 
Year: 2018 
  

Abstract 

The informational value of U.S. Department of Agriculture (USDA) livestock reports for 
cattle and hogs futures markets is analyzed to determine potential impact of increased 
market concentration seen in the livestock industry over the last three decades. Both 
market surprises, the difference between the USDA�s and private analysts� forecasts, 
and price reactions to those surprises are analyzed for possible changes over time using 
sub-period analysis and rolling-window regressions. The results suggest that while the 
market surprise component of the reports decreased over time for both Cattle on Feed and 
Hogs and Pigs reports, the price reaction to those surprises increased in the early 2000s, 
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suggesting that USDA reports still provide valuable information to market participants 
beyond private analysts� expectations. 
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Forecasting Crop Prices using Leading Economic Indicators and Bayesian Model 
Selection   
Yu Wang and Jeffrey H. Dorfman 
Year: 2018 
  

Abstract 

Corn, wheat and soybeans are very important to the US agricultural sector as the main 
sources of many farmers� income. Thus, forecasting the prices of these three crops is 
important. When considering model specification of crop price forecasting models, this 
paper focuses on potential benefits from including leading economic indicators variables, 
both those clearly related to agriculture such as the crude oil price and interest rate and 
those not clearly related such as the purchasing managers index or the S&P500 stock price 
index. To do this, our paper tests whether leading economic indicators can be used to 
improve the forecasts of corn, wheat, and soybean future prices. We take a Bayesian 
approach to estimate the probability that a set of leading indicators belong in the 
forecasting model where specification uncertainty is explicitly modeled by assuming a prior 
distribution over a very large set of models. Model specifications considered vary by 
different lag lengths for leading indicators and crop prices as well as which variables are 
included at all. We apply this method to corn, soybean and wheat monthly spot price data 
from 1985 to 2016. The results show that several leading economic indicators appear to be 
useful for forecasting crop prices. 
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How Well Do Commodity ETFs Track Underlying Assets?   
Tyler Neff and Olga Isengildina-Massa 
Year: 2018 
  

Abstract 

Exchange Traded Funds are growing in popularity and volume, however academic 
literature related to their performance is limited. This study analyzes how well the CORN, 
WEAT, SOYB, USO, and UGA commodity ETFs track their respective futures assets during 
the period of January 2012 to October 2017. Results indicate that tracking error is small on 
average, however CORN shows average excess returns significantly smaller than zero. 
The CORN, WEAT, USO, and UGA ETFs are found to move less aggressively than the 
respective asset baskets they track. While errors were small on average, large tracking 
errors were present across ETFs. The size of errors was affected by large price moves, as 
well as seasonality on a monthly and yearly level. USDA reports impacted the size of errors 
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for CORN, WEAT and SOYB while EIA reports had no impact on error size. The mispricing 
analysis concluded that CORN and SOYB trade at a discount to Net Asset Value on 
average while WEAT trades at a premium. 
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Wholesale Beef Futures Contract   
Robert S. Thompson, Ardian Harri, Joshua G. Maples, and Eunchun Park 
Year: 2018 
  

Abstract 

In this research, we develop methods to derive a price series that is theoretically sound for 
a hypothetical futures contract. We extend a futures valuation model to provide a valuation 
for a hypothetical futures contract. One such hypothetical contract that has been suggested 
as a possible solution to recent problems in live cattle futures is the wholesale beef futures 
contract. We present two different methods for generating the term structure of the 
hypothetical futures contract. The results show that both methods perform very well. The 
methods developed here are tested for validity using futures markets for hogs and cattle 
and are found similar in accuracy to a futures valuation model for existing futures. We also 
use the derived price series for the hypothetical wholesale beef futures contract to evaluate 
and compare its effectiveness as a risk management tool to the existing live cattle futures. 
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The Value of Public Information: Market Microstructure Noise and Price Volatility 
Spillovers in Agricultural Commodity Markets   
Siyu Bian, Teresa Serra, and Philip Garcia 
Year: 2018 
  

Abstract 

After 2013, major grain-related USDA announcements have been rescheduled to be 
released at 11:00 am CDT. Such a change granted researchers a great chance to study 
market volatilities and spillovers react to significant USDA information on real time. Also, 
with new statistical methods, researchers now can separate efficient volatility from noise 
volatility. In this paper, we adopt a recently developed method, which is called Markov 
Chain estimator (MC estimator), to study intraday volatility and volatility spillover between 
corn and soybean futures during USDA announcement days. Our results suggest that 
volatilities in both corn and soybean would response to USDA announcements immediately 
after the news being published. The elevated level of volatilities would not settle down 
within the first hour after announcements. Also, more persistent spillover occurs at 
equilibrium level, which is measured by efficient return spillover, than at noise level, which 
is measured by noise return spillovers. 
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Organic Wheat Prices and Premium Uncertainty: Can Cross Hedging and Forecasting 
Play a Role?   
Tatiana Drugova, Veronica F. Pozo, Kynda R. Curtis and T. Randall Fortenbery 
Year: 2018 
  

Abstract 

Growers considering organic conversion or maintaining current organic wheat production 
face uncertainties due to large variations in organic wheat prices over time. In this study, 
the risk associated with organic premiums is evaluated using 5% VaR, and the probability 
that the additional costs of producing organic wheat will not be covered is calculated. To 
reduce the uncertainty associated with organic wheat prices, the possibility of cross 
hedging using conventional wheat futures is examined, as well as the ability of futures to 
forecast the organic premium. This is done by estimating an optimal hedge ratio using 
cointegration that at the same time identifies long-run and short-run price relationships 
between conventional and organic wheat. The data used are monthly wheat prices from 
USDA AMS, USDA ERS and the Commodity Research Bureau between January 2008 and 
July 2017. Since organic prices are not completely observed, three methods are used to 
impute missing values and add robustness to the analysis. Results provide some evidence 
that conventional futures can be used to cross hedge organic wheat price risk, but results 
are dependent on the method used to impute the missing values. Similarly, it is found that 
there is a long-run equilibrium relationship between organic wheat prices and conventional 
wheat futures prices. In addition, futures prices contain some information useful in 
predicting organic prices in the short run. 
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Dynamic Price Discovery of U.S. Fed Cattle Markets: Identifying Short Run Shock 
Effects through rolling ECM   
Hernan A. Tejeda, Man-Keun Kim and Jeffrey Wright 
Year: 2018 
  

Abstract 

This study re-examines the price discovery process of fed cattle markets by taking into 
account the dynamic effects from unexpected shocks to fed cattle markets. That is, we 
investigate whether ensuing shocks to the industry, specifically from BSE outbreaks, 
resulted in any temporal or permanent changes in the reference market(s) (futures market) 
obtained from the price discovery process. Using weekly weighted average fed cattle cash 
prices for Nebraska and weekly average live cattle CME futures prices, from May 2001 to 
January 2017, we construct forward growing samples. The first sample is from May 2001 
until four weeks before the first BSE outbreak, and the second sample onwards 
sequentially incorporates four more weeks of data until January 2017. We model these 
samples as rolling bivariate Error Correction Models (ECM) and test whether the futures 
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prices hold as the reference market during the three U.S. BSE outbreaks (December 2003, 
June 2005, and March 2006). Findings are that during and following the first and second 
BSE outbreaks, the cash market price became the (new) reference price. During this 
period, the U.S. experienced a ban of beef exports, in particular to its largest markets 
Japan and South Korea. The futures market became the reference price (again) only a 
month before the export ban was partially lifted. In addition, we found no changes to the 
reference market in the thirdBSE outbreaks; when no export bans occurred. Thus 
unexpected shocks that produced significant impacts, for example, export bans on the 
market, were accompanied by a change in reference market. 
  

Click here for a copy of the paper in Adobe's PDF format. 
 

 
 

  
Cost of Immediacy during Large Price Movements: Evidence from Corn Futures 
Market   
Xinyue He, Teresa Serra and Philip Garcia 
Year: 2018 
  

Abstract 

Recent years have witnessed growing presence of intra-day large price movements in corn 
futures market. This paper focuses on the behavior of bid-ask spread, a gauge for the cost 
of immediacy, during various large price movements featuring dramatic price 
decline/increase in a short time period in corn futures market, from 2014 to 2017. We 
specify a vector autoregressive model (VAR) to model the dynamics in the top of the book 
and use impulse response functions (IRFs) to examine the dynamic behavior of the spread. 
Our results reveal a resilient spread which is expected to narrow substantially within 5 � 20 
seconds and completely revert back to normal state within 15 - 40 seconds once being 
shocked to widen. Along with the small average magnitude of bid-ask spread, our results 
suggest that corn futures market does not appear to experience significant liquidity 
deterioration over highly volatile periods, and that traders and hedgers who demand 
immediate execution can expect to do so at a reasonably and consistently low cost 
throughout the large price movement horizon. 
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Quantifying the Announcement Effects in the U.S. Lumber Market   
Zarina Ismailova, Shishir Shakya, Xiaoli L. Etienne, and Fabio Mattos 
Year: 2018 
  

Abstract 

The impact of new information from public reports has been widely investigated in many 
commodity markets, but little attention has been paid to the lumber market. In this paper, 
we examine the impact of two housing market reports, namely the New Residential 
Construction (Housing Starts) and the New Residential Sales reports, on the U.S. lumber 
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futures market. Our results suggest that the housing starts report indeed affect lumber 
market volatility, while the New Residential sales report exerts a minor impact on lumber 
price volatility. We further find that the effect of the two reports on volatility differs 
depending on the level of inventory and nature of the news. When the level of inventory is 
low, larger-than-expected housing starts has the largest effect on lumber volatility. During 
periods of abundant inventory, lower-than-expected housing starts increases the volatility 
most. For the new home sales reports, we find that while lower-than-expected sales do not 
affect the volatility of lumber prices, larger-than-expected sales do increase the volatility. 
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Are Corn Futures Prices Getting �Jumpy�?   
Anabelle Couleau, Teresa Serra, and Philip Garcia 
Year: 2018 
  

Abstract 

Corn futures markets have experienced increased intraday price jumps which have been 
blamed on public information shocks and the reduced trading latency brought by electronic 
trading. This paper contributes to shed light on this issue by assessing intraday jumps in 
the corn futures nearby transaction prices from 2008 to 2015. We use a nonparametric 
jump test and a variance analysis to estimate jump risk. Our results suggest that the real-
time trading of major USDA reports has substantially increased the frequency and the 
magnitude of jump risk. In contrast, results suggest that the electronic platform along with 
reduced latency may have increased liquidity and prevented price spikes on non-USDA 
report days. 
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Impacts of Railroad Costs on Kansas Wheat Basis   
Anton Bekkerman and Mykel Taylor 
Year: 2018 
  

Abstract 

Numerous studies and their results have maintained a general consensus that variation in 
transportation costs between a central futures market and a local delivery market is a main 
determinant of basis. However, surprisingly few empirical estimates exist to quantify the 
relationship between variation in transportation costs and basis. Our work is the first to 
directly model elevator-level grain pricing behavior (i.e., basis) and the transportation costs 
that those elevators face. We link elevator-specific basis data with actual rail costs incurred 
by those elevators, and then add elevator-level characteristics to control for numerous 
factors that can impact pricing behavior. These data are then use to empirically estimate 
and quantify the degree to which transportation costs affect elevators' pricing behaviors. 
We find that, as predicted by theory, increases in elevators' transportation costs results in 
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weakening basis at those elevators, and that this is exacerbated in periods of higher 
expected rail costs and higher expected rail cost variability. However, our results also 
indicate that change in transportation costs are far from passed through to producers on a 
one-to-one basis and that variation in local spot market conditions and futures prices 
contribute more to elevators' price-setting behaviors than changes in rail costs. 
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Market Power and Farm-Retail Price Transmission: The Case of U.S. Fluid Milk 
Markets   
Charng-Jiun Yu and Brian W. Gould 
Year: 2018 
  

Abstract 

In this paper we seek to understand the impact of market competitiveness on the degree of 
asym-metric price transmission and associated welfare implications. We estimate a kinked 
Almost Ideal Demand System for fluid milk products in 18 U.S. metropolitan areas. By 
conducting an asymmet-ric price transmission test, we find that cities with less competitive 
food retailing tend to exhibit asymmetric price transmission. The degree of price asymmetry 
and associated welfare loss are decreasing in the market competitiveness. Our welfare 
analysis suggests that the welfare loss due to asymmetric price transmission is large in 
terms of the percentage of milk expenditures. The potential is for substantially higher future 
welfare loss given the ongoing consolidation in food retailing industry. 
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Managing Risk in Ethanol Processing Using Formula Pricing Contracts   
David W. Bullock and William W. Wilson 
Year: 2019 
  

Abstract 

Manufacturers of ethanol face considerable pricing risk from both an input (corn and natural 
gas) and output (ethanol, distillers dried grains, and corn oil) in addition to the fluctuating 
value of the ethanol renewable identification numbers (D6 RINs) attached to each gallon of 
ethanol produced. Additionally, ethanol plants face technical risks related to their physical 
plant extraction rates for ethanol, DDGs, and corn oil along with their efficiency in using 
natural gas (or an alternative heat source). The purpose of this study is to examine the risk 
characteristics of a fixed margin, formula pricing contract applied to the ethanol industry 
using Monte Carlo simulation and sensitivity analysis. The margin model is set up for a 
typical South Dakota dry mill plant that has corn oil extraction capabilities in addition to dry 
DDGs. The results indicate that there are benefits to both the buyer and seller from utilizing 
the proposed contract. Under the average pricing scenario, the buyer can expect to pay a 
marginally lower mean ethanol price with a slightly lower probability of paying a high price 
and a slightly higher probability of paying a low price when compared to paying the spot 
ethanol price at delivery. At the mean, the buyer could feasibly save approximately 30 
cents per gallon (on an average $1.43 delivery price) through perfect timing on setting the 
price components. For the seller, the gain from the contract is primarily due to a substantial 
reduction in margin volatility and better 5% value-at-risk (VaR) values when compared to 
the delivery benchmark under all three buyer pricing scenarios. The ethanol seller can also 
achieve gains in margin through increased ethanol extraction efficiency with an 
approximate 2% gain in margin for each 1% increase in the extraction rate. 
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Factors Influencing the Gulf and Pacific Northwest (PNW) Soybean Export Basis: An 
Exploratory Statistical Analysis   
David W. Bullock and William W. Wilson 
Year: 2019 
  

Abstract 

Growth in the export marketing of soybeans has drawn attention to the basis volatility in 
these market channels. Indeed, there has been greater growth in soybean exports 
compared to other commodities and this is due in part to the growth of exports to China. 
Concurrently, there has been substantial volatility in the basis at the primary U.S. export 
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locations: the U.S. Gulf and the Pacific Northwest (PNW). The purpose of this study is to 
examine the impact of supply/demand, export competition and logistical variables on both 
the average level and seasonality (analog year) of U.S. export basis values for the 2004/05 
through 2015/16 marketing years (September through August for U.S. soybeans). The 
results indicate that the average market year level of the basis is primarily influenced by 
export competition from Brazil and export demand - particularly from China; however, 
domestic demand (soybean crush) also has some influence. Rail transportation costs to 
both the Gulf and PNW have an influence on the basis level; however, barge and ocean 
freight rates appear to not have a significant influence on the level of the basis. Application 
of agglomerative hierarchal clustering resulted in the identification of 5 and 4 distinct 
analogs (over the 12 marketing years in the dataset) for the Gulf and PNW respectively. 
Application of the two-sample mean difference tests (Lebart, Morineau and Piron 2000) to 
the analogs indicate that the seasonal analog of the export basis is more heavily influenced 
by internal logistical conditions (late railcar placement and secondary railcar values), pace 
of farmer marketings, transportation cost differentials (between ports), and individual port 
export activity (ships in port and export inspections) rather than international and domestic 
demand. 
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Corn-Crush Hedging � Does Location Matter?   
Roger A. Dahlgran and Rajat Gupta 
Year: 2019 
  

Abstract 

At the end of 2018, 200 ethanol refineries were operating in the U.S. and processing nearly 
40 percent of U.S. corn production. These refineries are widely dispersed and the typical 
ethanol refining firm operates several plants. Hedging is widely used as a price risk 
management strategy. The dispersion of a given firm's plants leads us to ask the question 
posed by the title of this paper � should the plant's location be considered in constructing a 
hedging program? We tested this notion by drawing a sample from the plants operated by a 
multi-state/multi-plant ethanol refiner. We interviewed plant managers to get information 
about input-output coefficients, inventory turnover, plant efficiency comparisons, and 
hedging horizons. This information informed our modelling. To test our premise, we sought 
plant location prices for corn, natural gas, ethanol, dried distiller gran, and distiller corn oil. 
Local corn prices were obtained but we had to use proxies and state averages for the other 
prices. Standard hedging methodology was applied as we examined two hedging 
strategies: (a) hedging the crush margin, and (b) hedging individual commodity transactions 
then combining these hedges according to the input-output coefficients to hedge the 
crushing margin. Approach (b) produced better results but the data limitations hindered 
testing our main hypothesis. In addition to variations in hedge ratios for each location, we 
also discovered that (a) storage periods for input and output inventories are short (1 to 2 
weeks), (b) input-output coefficient variability across plants creates opportunities for 
location specific hedging strategies, and � previous studies that are based on aggregated 
cash prices likely overstate the effectiveness of local hedging strategies. 
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Basis Forecasting Performance of Composite Models: An Application to Corn and 
Soybean Markets   
Kexin Ding and Berna Karali 
Year: 2019 
  

Abstract 

Numerous studies have examined the performance of different models on basis forecasting 
while none of them has compared relative performance of composite models. In order to 
further improve basis forecasting accuracy, the crux of hedge management strategies, we 
investigate basis forecasting performance of selected composite models, as well as various 
individual models. Empirical results based on weekly futures and cash prices for major 
North Carolina corn and soybean markets indicate that composite models have more stable 
and better performance in forecasting basis compared to individual models' forecasts. The 
informationtheoretic forecast combination method is found to be superior among the 
composite models considered. 
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The Delaying Effect of Storage on Investment: Evidence from The Crude Oil Sector   
Assia Elgouacem and Nicolas Legrand 
Year: 2019 
  

Abstract 

Our paper provides a theoretical framework able to represent with accuracy a consistent 
relationship between fixed capital investment, storage and the term structure of prices in a 
storable commodity market. It aims at understanding the interaction of storage capacity 
with irreversible investment decisions in mediating investment and commodity price 
dynamics. The results show that the presence of storage, while smoothing the spot price 
tends also to channel volatility into the future, thereby raising the options value of waiting 
and eventually delaying and making lumpier the investment in fixed capital. The time-
varying expected price volatility related to the inventory levels is a new channel we identify 
to show why irreversible investment decisions in a storable commodity market capture 
more accurately both price and investment dynamics observed in the data as compared to 
an irreversible investment setting without storage capacity. 
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Does a Nexus Exist between Implied Volatility and Storage Regimes in Agricultural 
Commodities?   
Alankrita Goswami and Berna Karali 
Year: 2019 
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Abstract 

Considering that Working curve is a well-established stylized fact and that backwardation 
exists in the grain markets, we build upon the existing literature to explore the nexus 
between implied volatility (IV) and storage regimes in substitute agricultural commodity 
markets. We use a substitute-commodity market-setup of corn and soybean to account for 
any spillovers across their physical-market fundamentals. The impact of commodity 
fundamentals (production-related information and storage), macroeconomic indicators and 
financial market-variables is studied on nearby and deferred implied volatility series; the 
analysis is carried out both at daily and weekly frequency. In fact, we do find the spillovers 
across the production-related information disappear in the weekly analysis; thus, 
suggesting the need to account for early-impact of such information on a daily-basis for 
modeling the uncertainty levels. The distinct reaction of implied volatility of different maturity 
periods (i.e., nearby and deferred) to the commodity-fundamentals highlights that not only 
the two IV series behave differently during episodes of contango and backwardation, but 
also that they behave differently from each other during the two storage-scenarios. 
Therefore, our study makes crucial additions to the existing works and emphasizes the 
need to acknowledge the differing behavior of the nearby and far-out IV levels during 
episodes of contango and backwardation in the grain markets. 
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The Impact of Brazil on Global Grain Dynamics: A Study on Cross-market Volatility 
Spillovers   
Felipe Grimaldi Avileis and Mindy Mallory 
Year: 2019 
  

Abstract 

We will investigate the evolution of the relationship between Brazilian and Global grain 
markets. Through a three step approach, we will test the series for cointegration, proceed 
with the adequate modeling (VAR or VECM) and use the residuals of these models to 
estimate a BEKK GARCH and relative volatility spillovers across two time periods, before 
and after Brazil started double-cropping. Our results indicate no significant cointegration 
between corn and soybeans markets before Brazil started double-cropping and significant 
cointegration after, for both markets. Volatility spillovers dynamics also changes, from no 
spillovers to spillovers from and to Brazil on corn, and from the US spilling over Brazil to 
Brazil spilling over to the US on soybeans. Our results are important because they show 
that the importance of Brazil to global grain price formation is substantial and risk managers 
must be aware of it in order to perform well. 
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Year: 2019 
  

Abstract 

Over the last two decades, the Black Sea region developed to be a key global exporting 
region for corn and wheat. However, many market participants grapple with insufficient 
knowledge of factors that drive Black Sea spot prices, while effective futures markets that 
could facilitate price discovery and risk management are still missing. In our study, we 
identify market-specific drivers of volatility of Ukrainian corn and Russian wheat prices. We 
use daily Black Sea spot price indices for both grains to estimate non-parametric realized 
volatility measures. These are regressed on several potential drivers, namely, respective 
futures prices, exchange rates, oil prices and freight rates that serve as a proxy for demand 
shifts. Estimation results suggest that Ukrainian corn price volatility is well explained by 
futures price movements and demand shifts, while Russian wheat markets are rather 
isolated from futures price movements and mostly depend on own lagged volatility and 
exchange rate movements. Additionally, we find asymmetric responses to price movements 
at the CBoT: both Black Sea markets react significantly stronger to price increases at the 
CBoT than to price decreases. 
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Sources of Errors In USDA�s Net Cash Income Forecasts   
Olga Isengildina Massa, Berna Karali, Todd Kuethe and Ani Katchova 
Year: 2019 
  

Abstract 

This study evaluates the accuracy of net cash income (NCI) forecasts and its components 
in order to track down the main sources of errors in NCI forecasts over 1986-2017. 
Specifically, we examine the bias as well as the correlation between errors in net cash 
income forecasts and in forecasts of its components for each forecasting horizon. Our 
findings suggest that long term NCI forests underestimate the official estimate. Crop 
receipts forecasts appear to be the main source of this bias as underestimation in crop 
receipts persists throughout the forecasting cycle. The main contributors to NCI forecast 
errors are errors in expenses and in crop and livestock receipts. Errors for all components 
except farm related income tend to decline over the forecasting cycle. There is not much 
evidence of forecast errors becoming larger or smaller over time. These findings identify 
potential areas for improvement in USDA's NCI forecasts. 
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Wheat Futures Trading Volume Forecasting and the Value of Extended Trading Hours   
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Abstract 

Electronic trading in modern commodity markets has extended trading hours, lowered 
barriers to listing new contracts, broadened participation internationally, and encouraged 
entry of new trader types, particularly algorithmic traders whose order execution is 
automated. This paper seeks to understand how these forces have shaped the amount and 
timing of trading activity using the world's multiple wheat futures markets as a laboratory. 
To do so, we extend existing volume forecasting models found in the literature on volume 
weighted average price (VWAP) order execution (e.g. Bialkowski, et al 2008 and 
Humphery-Jenner 2011) with applications beyond trading algorithm design. We consider a 
setting with multiple trading venues for related commodities, specifically the front-month 
Chicago Mercantile Exchange Soft Red Wheat and Paris Euronext Milling Wheat futures 
contracts. We compare a series of nested forecasting models to infer whether past trading 
history, intraday volume dynamics, cross market trading activity, and other information are 
useful predictors of trading activity. We assess the value of extended trading hours and the 
existence of alternative trading venues by testing whether trading volume is more 
predictable at particular times throughout the trading day. 
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The Change in Price Elasticities in the U.S. Beef Cattle Industry and the Impact of 
Futures Prices in Estimating the Price Elasticities   
Sei Jeong 
Year: 2019 
  

Abstract 

This paper estimates price elasticities in the U.S. beef cattle industry by using the data for 
the time period during December 1999 and June 2018. In addition to the adaptive model 
which was used by many previous studies this study also uses rational expectations model 
by using futures prices to consider the life cycle of growing cattle. The results show that fed 
cattle supply is more affected by consumption good criteria rather than capital goods 
criteria in the short term. The long run own price elasticity for fed cattle supply has 
increased a lot compared to the estimates from previous studies. It implies that producers' 
low budget situation caused by several droughts has had a considerable impact on the 
cattle industry. The results for the feeder cattle demand are consistent with profit 
maximization behavior of the producers. 
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Abstract 

A long-standing puzzle in commodity markets is the low explanatory power of supply and 
demand fundamentals for explaining the variability of prices in these markets. We apply an 
instrumental variables correction for measurement errors to investigate how noise in the 
surprise component of USDA Crop Production reports affects estimated price responses in 
corn, soybeans, and wheat futures markets from 1970 to 2016. Our findings demonstrate 
that after correcting for measurement error in market surprises, the explanatory power of 
fundamentals increases about three-fold and often exceeds 70%. This is compelling 
evidence that fundamentals are the main driver of price movements in grain futures 
markets. 
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An Update and Re-Estimation of the ERS Livestock Baseline Model   
William E. Maples, B. Wade Brorsen, William F. Hahn, Matthew MacLachlan, and Lekhnath 
Chalise 
Year: 2019 
  

Abstract 

This report describes a re-estimation of the Economic Research Service (ERS) domestic 
livestock baseline model. The model consists of production, demand, and price 
transmission sections for the beef, pork, broiler, and turkey sectors. The updated model 
largely maintains the overall structure of the current model and mainly focuses on re-
estimating the equations with current data. However, major changes were made to the 
consumer demand part of the baseline model. The current model uses an "inverse 
demand" model. Inverse demand models take the quantities available to consumers and 
then calculate the prices that will make consumers buy those quantities. The version 
presented in this paper uses a quantity dependent system. The equations calculate how 
much beef, pork, chicken, and turkey consumers will want to buy given the prices of the 
four meats and consumer income. This updated livestock baseline model could aid the 
ERS in making ten-year projections for the United States livestock sector. 
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Can Satellite Data Forecast Valuable Information from USDA Reports ? Evidences on 
Corn Yield Estimates   
Pierrick Piette 
Year: 2019 
  

Abstract 

On the one hand, recent advances in satellite imagery and remote sensing allow one to 
easily follow in near-real time the crop conditions all around the world. On the other hand, it 
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has been shown that governmental agricultural reports contain useful news for the 
commodities market, whose participants react to this valuable information. In this paper, we 
investigate wether one can forecast some of the newsworthy information contained in the 
USDA reports through satellite data. We focus on the corn futures market over the period 
2000-2016. We rst check the well-documented presence of market reactions to the release 
of the monthly WASDE reports through statistical tests. Then we investigate the 
informational value of early yield estimates published in these governmental reports. 
Finally, we propose an econometric model based on MODIS NDVI time series to forecast 
this valuable information. Results show that market rationally reacts to the NASS early yield 
forecasts. Moreover, the modeled NDVI-based information is signi cantly correlated with 
the market reactions. To conclude, we propose some ways of improvement to be 
considered for a practical implementation. 
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Evaluation of Ambiguity in Commodity Futures Markets: Analysis of Corn and Coffee 
Futures Prices   
Waldemar Souza, Rafael Palazzi, Carlos Heitor Campani, and Martin Bohl 
Year: 2019 
  

Abstract 

Ambiguity, defined as the uncertainty in probability distribution of asset prices resulting from 
misinterpretation of lack of information, is a current feature of financial assets. There are 
few empirical studies of ambiguity in financial and commodity futures markets. We define 
an ambiguity measure of corn and coffee futures daily prices, using the VAR framework to 
evaluate the autoregressive and cross-impact of the ambiguity and log-returns. Results 
show that the ambiguity in corn futures prices illustrates a higher impact compared with 
coffee futures prices, with a possible explanation being the action of non-commercial 
traders. The knowledge of the ambiguity measure in commodity futures markets can be 
applied to enhance production, storage, trading and hedging decisions. 
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Cost and Cooperation: The Effects of Section 199 on the Basis Offered by Grain 
Marketing Cooperatives   
Andrew Swanson, Anton Bekkerman, and Mykel Taylor 
Year: 2019 
  

Abstract 

The 2004 American Jobs Creation Act created Section 199, a tax provision for producers of 
domestic goods. During the ensuing decade, Section 199 became especially important for 
agricultural cooperatives, partly because of a series of favorable Internal Revenue Service 
private letter rulings for marketing cooperatives. We analyze the impacts of Section 199 on 
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agricultural markets by assessing differential effects on the pricing behavior of grain 
marketing cooperatives and non-cooperatives in Nebraska and Kansas through using a 
difference-in-difference empirical strategy and winter wheat basis data. The results indicate 
that the series of IRS letter rulings in 2008 widened the basis differential between 
cooperative and non-cooperative firms by almost 5 cents per bushel on average. 
Furthermore, these market distorting effects are greater for elevator locations that do not 
have a competing location within 10 miles of their location. While the benefits of Section 
199 have been widely touted by cooperative lobbying groups, the results of this paper show 
the importance of also considering the costs of policy interventions directed at specific 
agricultural firm types. 
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Intraday Trading Invariance in the Grain Futures Markets   
Zhiguang (Gerald) Wang 
Year: 2019 
  

Abstract 

We test the microstructure invariance proposed by Kyle and Obizhaeva (2016) in the grain 
markets. Using the CME's intraday best-bid-o er data from 2008 to 2015, we nd support for 
both trade size invariance and trading cost invariance at 1-minute, 5-minute, and 10-
minute, although not in its original form. After rescaling the trading activity by spread cost 
per Benzaquen et al (2016), we nd strong evidence for both hypotheses of invariance. The 
ndings help understand the trading dynamics of grain commodities from both trading and 
regulatory perspectives. Speci cally, we can derive the number of trades, trading cost, and 
illiquidity measure based on observable metrics, such as price, volume and historical 
volatility. These imputed measures can be further used to identify the systematic risks 
resulting from speculative transactions. 
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