Kansas — the Wheat State

Kansas has been the leading producer of
Hard Red Winter Wheat in the United
States for decades, with records of
wheat production pre-dating statehood.
There are indications that wheat was
produced in the area as early as 1839.
Hard Red Wheat production took off when
the Mennonites brought over Turkey Red.

Volatile and unpredictable conditions
farmers face each year, which can affect
basis

Futures price

Transportation

e Ocean freight

« Diesel

= Rail rates




Basis definition

* Basis is defined as the amount in cents per bushel a
specified local cash price is above or below a futures price
for a specified delivery month.

» A futures price is a quote for a purchase contract — the
agreed-upon cost of the commodity by the two parties, the
buyer and the seller. The futures price locks in the cost of
the commodity that will be delivered at some point other
than the present.

* Why are these important to understand?

* Individuals who observe basis carefully are likely to
make more profitable decisions. With knowledge of
basis, individuals may more easily decide whether to
accept a given price, whether to store a crop, and
whether, when, and what delivery month to hedge.

What we’ll be looking at
o Widwe

Understanding the factors that affect wheat basis for local farmers,
specifically looking at transportation including diesel, rail and ocean
freight.

basis changes, including years between 2015 — 2023.

The nine years of data contains ehéuﬁh yeérs to stuai_the volatile basis
|l that occurred from 2015 and 2016, when basis plummeted. Nine years of data
helps to determine how volatility in transportation has directly affected

prices by seeing the fluctuat over those years

| Providing you with a better understanding on how basis is directly
affected, and what causes the basis to move.
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« Estimate basis as a
function of wheat
futures price, ocean
freight rates, rail
taritf rates, and
diesel price.

 Fairly high
correlation between
ocean freight and
futures price, diesel
fuel price_and
futures price, and
ocean freight and

diesel price. j
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Diesel Price - per Gallon
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futures will change basis by -$0.05, a 1.00
change in ocean freight index would result in
$0.004 increase in basis, a $1.00 change in
diesel per gallon would result in a -$0.17
change in basis and a $1.00 change in rail
tariff rate would result in a -$0.96 change in

b ki |n7futures W|Ilichange ba3|srbyr—$0 05, 'a'1'00
D ] Str ] Ct change in index in ocean frelg t would result

()f1€3 o PJVV change in basis and a $1.00 change in rail
tariff rate would result in a -$1.12 change in
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futures will change basis by -$0.04, a 1 00
change in index in ocean freight would result
in $0.004 increase in basis, a $1.00 change in
diesel would result in a -$0.14 change in
basis and a $1.00 change in rail tariff rate
would result in a -$0.72 change in basis.
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futures will change basis by —$0 05, a 1.00
change in index in ocean freight would result
in $0.005 increase iIn basis, a $1.00 change in
diesel would result in a -$0.18 change in
basis and a $1.00 change in rail tariff rate
would result in a -$0.63 chanoe in basis.

% [¢]
- - futures will change basis by -$0.03, a 1.00
D | Str | Ct change in index in ocean freight would result

in $0.004 affect in basis, a $1.00 change in
TwWo - VV(: diesel would result in a -$0.23 change in

basis and a $1.00 change in rail tariff rate

would result in a -$0.86 chan-e in _basis.

ELLE g
futures will change basis by —$0 05 a 1.00
change in index in ocean freight would result
in $0.004 increase in basis, a $1.00 change in
diesel would result in a -$0.15 change in
basis and a $1.00 change in rail tariff rate
would result in a -$1.03 change in basis.
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1ndicated chang
in futures will change basis by —$0 04 a 1.00
change in index in ocean freight would result
in $0.003 increase iIn basis, a $1.00 change in
diesel would result in a -$0.11 change in
basis and a $1.00 change in rail tariff rate
Would result in a $0.66 chanoe in basis.

futures will change basis by —$0 04, a 1.00
change in index in ocean freight would result
in $0.005 increase in basis, a $1.00 change in
diesel would result in a -$0.18 change in
basis and a $1.00 change in rail tariff rate
would result in a —$0 18 chan-e in basis.

veal cated a g

futures will change basis by -$0.03, a 1.00
change in index in ocean freight would result
in $0.005 increase in basis, a $1.00 change in
diesel would result in a -$0.17 change in
basis and a $1.00 change in rail tariff rate
would result in a -$0.44 change in basis.
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in futures will change basis by —$0 04 a 1.00
change in index in ocean freight would result
in $0.004 increase iIn basis, a $1.00 change in
diesel would result in a -$0.23 change in
basis and a $1.00 change in rail tariff rate
would result in a $0.01 chanoe |n ba

p - [¢]
- - in futures will change basis by —$0 03, a 1.00
District

change in index in ocean freight would result
in $0.004 increase in basis, a $1.00 change in

Four - Pd(: diesel would result in a -$0.12 change in
basis and a $1.00 change in rail tariff rate
would result in a $0.41 chanoe in basis.

[¢]
futures will change basis by ~$0. 05, a 1.00
change in index in ocean freight would result
in $0.005 increase in basis, a $1.00 change in
diesel would result in a -$0.09 change in
basis and a $1.00 change in rail tariff rate
would result in a -$0.17 change in basis.
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ays resu $1.00 change in
futures will change baS|s by -$0.05, a 1.00
change in index in ocean freight would result
in $0.005 increase iIn basis, a $1.00 change in
diesel would result in a -$0.21 change in
basis and a $1.00 change in rail tariff rate
would result in a -$0.25 chan-e in basis.

[¢]
- - futures will change basis by -$0.02, a 1.00
D | Str | Ct change in index in ocean freight would result

it in $0.004 increase in basis, a $1.00 change in
Flve 2 C diesel would result in a -$0.11 change in
basis and a $1.00 change in rail tariff rate
would result |n a 3$0.29 chanoe in basis.

in e g
futures will change basis by -$0.04, a 1.00
change in index in ocean freight would result
in $0.005 increase in basis, a $1.00 change in
diesel would result in a -$0.18 change in
basis and a $1.00 change in rail tariff rate
would result in a -$0.12 change in basis.
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futures will change basis by -$0.04, a 1.00
change in index in ocean freight would
result In $0.003 increase in basis, a $1.00
change in diesel would result in a -$0.11
change in basis and a $1.00 change in rail
tarlff rate would result in a $0 55 change

futures will change baS|s by -$0.04, a 1.00

D i Str i Ct change in index in ocean f[‘elght_would

result in $0.003 increase in basis, a $1.00

ES = S;(: change in diesel would result in a -$0.12
IX - change In basis and a $1.00 change in rail
tarlff rate Would result in a $0 65 change

futures will change basis by -$0.04, a 1.00
change in index in ocean freight would
result in $0.003 affect in basis, a $1.00
change in diesel would result in a -$0.09
change in basis and a $1.00 change in rail
rate would result in a $0.16 change
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futures will change basis by —$0 05 a 1.00
change in index in ocean freight would result
in $0.004 increase iIn basis, a $1.00 change in
diesel would result in a -$0.09 change in
basis and a $1.00 change in rail tariff rate
would result in a $0.67 change |n baS|s-

g
- - in futures will change basis by —$0 04 a 1.00
D | Str | Ct change in index in ocean freight would result

in $0.004 increase in basis, a $1.00 change in

Seven = diesel would result in a -$0.13 change in
basis and a $1.00 change in rail tariff rate
would result in a $0.45 chane in basis.

e g
futures will change basis by ~$0. 03, a 1.00
change in index in ocean freight would result
in $0.002 increase in basis, a $1.00 change in
diesel would result in a -$0.19 change in
basis and a $1.00 change in rail tariff rate
would result in a $1.86 change in basis.

How can farmers
use this?

* Futures price, ocean freight, diesel price and
rail tariff rates affect wheat basis

* An increase in futures price and diesel price
decreases basis

* An increase in ocean freight and rail tariff rates
increases basis

* The models explain between 11% to 32% of
the basis variation
* More explanatory power moving from west to east

¢ The results are robust across Kansas.




Questions?




