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Wheat Basis Patterns From Selected Sites
in Western Nebraskal
Lynn H. Lutgen, Extension Marketing Economist

The following pubtcation contains monthly average
wheat"basis"patternsforseveral lowns in western Nebraska.
The ongoing price information was collected tlrough sur-
veys, newspaper, electronic media, etc. The listing includes
towns that are representative of different geographic loca-
tions in western Nebraska" The amount of data varies among
locations. This publication will be updated each year by
addingayear'sdatato each location which will allow the user
to observe the changes in the basis patterns over time.

Why is Basis Important?

The understanding of basis is extremely important to the
producer who wishes to forward price wheat production.
Basis is important in the evaluation of hedging, cash con-
tracts, basis confacts, and hedge to arrive conftacts. An
example is wheat held in storage in November that the
producer plans lo sell in lvlay. This is formally known as a
selling storage hedge. In hedging, the producer is establish-
ing in advance the price to be received when the grain is sold
and the hedge is lifted. The price that is received when the
commodity is soldon the futures marketis notthe actualprice
the producer will ultimately receive. The futures price is the
Kansas City price for grain, not the Nebraska price, &erefore
there will be an adjustment made in the Kansas City price.

Figure I
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This adjustment is the basis. The basis can cause the producer
to either gain an additional profit or receive a lowerprice for
the product than anticipated when the hedge was placed. An
understanding of the basis enables the producer to evaluate
forward cash contract offers and hedge to arrive contracts, in
addition to hedging opportunities.

What is Basis?

Basis is the difference between the Chicago futures price
and the cash price at a specific local market at a particular
time. For an individual producer to determine the basis that
is relevant, he must determine what the futures price is and
then obtain a spot cash price from the local market where he
intends to markethis crop. When this spot cash price from the
futurespriceand theresultis thebasis, orthelocalized futures
price in the area. The formula used for this is:

futures price - local cash price = local basis.

The producer should be aware that the narrower or
smaller the basis is at the time the hedge is liquidated, the
higher his return will be. A negative basis would add an
additional unexpected profit over the price position estab-
lished by the fuarres price. For example, in Figure 1 , the basis
in Gothenburg on February 6, 1992 was 34 cents and on April
2, it was 3 cents. The basis was the widest on February 6, at
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34 cents. For further explanation of basis see NebGuide
G784l6,The Importance of the "Basis" inTrading on tlu
Futures Market.

The study of past basis movements and their patterns can
be useful in understanding futue market opportunities. For
example, a producer who hedges wheat in June on the
December futures mustbe able to estimalewhatthe Decem-
ber basis will be when they lift their hedge and sell the grain
on the cash market. Itis for thesereasons thatthis information
has been compiled and hopefully will be of use to the
producer who forward prices wheat. When evaluating the
following basis information keep in mind how the basis for
each location was formulated. The average cash prices used
were tlre Thurday closing prices at the local elevator. Then
these prices were averaged to give the monthly average
shown in the tables. Futures prices are the near-by contract

month's closing price. The near-by conract months are
December, Ivfarch, lday, July and September. To calculate
the basis, each Thursday's local cash price was first sub-
facted from the near-by contract month's futues price and
then averaged.

The towns included in the publication are:
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