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Spot - uncompressed  102.97 115.00 October delivery date.
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guarantee. That is, planning on a market pre-
mium for earliness may not be realized without a
forward contract or hedge due to changes in
market conditions. It is interesting to note that in
only two of the last eight years has the differ-
ence between October and December con-
tracts increased from March to October. This
indicates that the anticipation of tight “old crop”
supplies generally fades as the “new crop” pros-
pects start to solidify. Selling in the futures
market or forward contracting is the most sure
way to capitalize on this market premium for
earliness.

What Price to Expect

What is the realized price to expect when
hedging with futures? The figure below de-
scribes the seasonal basis (DSW 31/35 spot
minus Futures) for October and December con-
tracts. Note that the basis figures are for
uncompressed bales — add about 3¢ to the
basis for compressed bales. On average, the
basisis 2to 3 cents/Ib. for the spring months and
declines below zero when the “new crop” starts
to come on-line in September. These basis
relationships exhibit “normal carrying costs” of
interest and storage associated with keeping
cottonin storage. Currentbasis numbers of over
20¢/Ib. are predominantly exhibiting tight “old
crop” supplies rather
than carrying costs of
storage.

able than the overall price level. Broker fees and
potential margin expenses will reduce these
prices slightly. If for some reason delivery is not
possible until after the futures contract matures,
you can maintain price level protection by rolling
to the next contract but you will probably lose the
"earlieness premium."

Bottom Line

A 5.6¢/Ib. premium translates to about a
7% increase in price and 7 % increase in total
revenues assuming no change in yields. But for
a break-even price of 84¢ this price premium for
earliness translates a loss into a profit. With a
break-even price of 75¢ and target yield of 1,200
Ibs/acre, this 7% increase in price translates to
over a 250% increase in profits per acre --
assuming no change inyield or production costs.
If your water, insecticide, and defoliation costs
forextending the season are $50/acre you would
need an additional yield of 185 Ibs/acre to
break-even given the current premium  for
Octobervs. December delivery. This estimate of
185 Ibs/acre places a value of cottonseed at
$115/ton and added harvest and ginning costs of
$.20/Ib. No change in lint quality is assumed.
Increasing the cost of extending the season from
$50 to $100 per acre requires an additional 262
Ibs. of lint yield to break-even.

Average Basis (DSW 31/35 minus Futures) for October and
December Futures, 1987-1994

Therelevantba- cents/pound

sis for calculating a fi- 51
nal realized price is the
basis at maturity or one
to two weeks before
maturity. As shown in
the figure to the right,
thisbasis hasaveraged
about -.75/Ib for DSW
31/35 cotton. Using
closing futures prices
on 4/06/95, a basis of -
.75¢ implies arealized
price of 84.08¢(84.83-
.75) and 78.4¢ (79.15-
.75)when hedging with
futuresfor October and -1

Average October *..

Average December
Basis

Basis -

Decemberdelivery, re-
spectively. Although
the basis is not guar-
anteed to be -.75¢ this
fall, the maturity basis

Mar wk 2
Mar wk 5

Novwk 3
Dec wk 2

Source: USDA, AMS, Weekly Cotton Prices

is much more predict-

Disclaimer: Neither the issuing individuals, originating unit, Arizona Cooperative Extension, nor the Arizona Board of Regents warrant or guarantee
the use or results of this publication issued by the Arizona Cooperative Extension and its cooperating Departments and Offices.




