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Commodity Price Management
Core Strategies
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Protect Against
Higher Prices

Where Do You Have Risk? 

• Un-priced physical

• Contracted to deliver

• Priced physical

• Inventories

• Un-priced production

Protect Against
Lower Prices
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Market Sentiment & Related Strategies

When the 
Market Is…

Buy Call Spread

Buy Call (OTM)*

Sell Put

Buy Call Spread & Sell Put

Buy Call (ATM or ITM)*

Buy Call & Sell Put

Buy Futures

Sell Futures

Buy Put & Sell Call

Buy Put (ATM or ITM)*

Buy Put Spread & Sell Call

Sell Call

Buy Put (OTM)*

Buy Put Spread

Bearish

Negative

Neutral

Friendly

Bullish

Protect Against
Higher Prices

Protect Against
Lower Prices

* OTM: Out of the Money
*   ITM: In the Money
*  ATM: At the Money



www.cihedging.com

• Long Futures

• Long Call & Short Put

• Long Call 

• Long Call Spread & Short Put

• Long Call Spread 

Protect Against
Higher Corn Prices
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Market Sentiment & Related Strategies

When the 
Market Is…

Buy Call Spread

Buy Call (OTM)*

Sell Put

Buy Call Spread & Sell Put

Buy Call (ATM or ITM)*

Buy Call & Sell Put

Buy Futures

Bearish

Negative

Neutral

Friendly

Bullish

Protect Against
Higher Prices

* OTM: Out of the Money
*   ITM: In the Money
*  ATM: At the Money
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Buy Futures

Yes, variable margin required as market 
moves lower

• Futures price risk is eliminated (unlimited 
protection to higher price levels)

• No premium expense, only transaction costs
• Flexible, offset at any time

• Lower futures price does not improve buying 
price

• Capital expense of potential margin exposure

Position:

Margin Requirement: 

Advantages:

Disadvantages:
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Long Futures 

Yo
ur

 P
ric

e

$4

$5

$7

$6

Futures Price
Buy Futures at $5.50

Your Price

$4.00
+1.50
$5.50

$4.50
+1.00
$5.50

$5.00
+0.50
$5.50

$5.50
0.00

$5.50

$6.00
-0.50
$5.50

$6.50
-1.00
$5.50

$7.00
-1.50
$5.50

Fixed Price Set
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Long Futures – $5.50
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Buy Futures

• If futures price level fits into budget or 
operating margin (no flexibility is needed 
to participate in lower prices)

• If price outlook is bullish
• Lack of liquidity in option market to 

execute a flexible price strategy

Position:

When to Apply:
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Market Sentiment & Related Strategies

When the 
Market Is…

Buy Call Spread

Buy Call (OTM)*

Sell Put

Buy Call Spread & Sell Put

Buy Call (ATM or ITM)*

Buy Call & Sell Put

Buy Futures

Bearish

Negative

Neutral

Friendly

Bullish

Protect Against
Higher Prices

* OTM: Out of the Money
*   ITM: In the Money
*  ATM: At the Money
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Position:

Margin Requirement: 

Advantages:

Disadvantages:

Sell a Put Option, Buy a Call Option 
(Bullish Collar)

Yes, pay the difference in premiums and post 
variable margin on the put similar to futures in a 
falling market  

• Establishes a Maximum futures price
• Cost of Call is reduced by selling the Put
• Flexible, offset at any time

• Limited benefit from lower futures price
• Capital expense of potential margin exposure
• Offsetting before expiration will change the cost 

& P/L (advantage in higher market, disadvantage 
in lower market)
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Short Put & Long Call (Collar)

Yo
ur

 P
ric

e

$4

$5

$7

$6

Futures Price
Buy 5.50 CALL for $0.45

Sell 4.50 PUT for $0.10
Your Price

$4.00
+0.45
+0.40
$4.85

$4.50
+0.45
-0.10
$4.85

$5.00
+0.45
-0.10
$5.35

$5.50
+0.45
-0.10
$5.85

$6.00
-0.05
-0.10
$5.85

$6.50
-0.55
-0.10
$5.85

$7.00
-1.05
-0.10
$5.85

Opportunity Zone
(to participate in lower prices)

Max Price Zone

Min Price 
Zone
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Short Put & Long Call (Collar) – Net cost 35 cents
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Position:

When to Apply:

Sell a Put Option, Buy a Call Option 
(Bullish Collar)

• If market outlook is bullish, but flexibility to 
benefit from partial decline in prices is necessary 
or desirable

• If upside risk is undefined or hard to define
• In a neutral implied volatility environment
• To adjust a long call or call spread after a 

decline in price
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Market Sentiment & Related Strategies

When the 
Market Is…

Buy Call Spread

Buy Call (OTM)*

Sell Put

Buy Call Spread & Sell Put

Buy Call (ATM or ITM)*

Buy Call & Sell Put

Buy Futures

Bearish

Negative

Neutral

Friendly

Bullish

Protect Against
Higher Prices

* OTM: Out of the Money
*   ITM: In the Money
*  ATM: At the Money
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Position:

Margin Requirement: 

Advantages:

Disadvantages:

Buy a Call Option

No, pay premium

• Maximum futures price is established
• Lower futures price may improve your 

buying price
• Flexible, offset at any time, receive 

remaining value
• Maximum flexibility for adjustments to both 

higher & lower prices

• Premium paid in full at time of purchase. 
Can be substantial for ATM or ITM call 
option

• Most expensive option strategy alternative
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Long Call

Yo
ur

 P
ric

e

$4

$5

$7

$6

Futures Price
Buy 5.50 CALL for $0.45

Your Price

$4.00
+0.45
$4.45

$4.50
+0.45
$4.95

$5.00
+0.45
$5.45

$5.50
+0.45
$5.95

$6.00
-0.05
$5.95

$6.50
-0.55
$5.95

$7.00
-1.05
$5.95

Opportunity Zone
(to participate in lower prices)

Max Price Zone
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Long Call – Cost of 45 cents
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Position:

When to Apply:

Buy a Call Option

• If upside risk is undefined or hard to define
• If flexibility to participate in all lower prices is 

necessary
• If capital constraints require maximum pre-

defined margin exposure
• If low implied volatility environment 

historically and/or seasonally
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Market Sentiment & Related Strategies

When the 
Market Is…

Buy Call Spread

Buy Call (OTM)*

Sell Put

Buy Call Spread & Sell Put

Buy Call (ATM or ITM)*

Buy Call & Sell Put

Buy Futures

Bearish

Negative

Neutral

Friendly

Bullish

Protect Against
Higher Prices

* OTM: Out of the Money
*   ITM: In the Money
*  ATM: At the Money
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Position:

Margin Requirement: 

Advantages:

Disadvantages:

Buy a Call Option Spread & Sell a Put Option

Yes, pay the difference in premiums and post 
variable margin on the put similar to futures in a 
falling market

• Establishes a Range of Protection from higher 
prices

• Some benefit to lower prices
• Cost is reduced by selling both call & put
• Flexible, offset at any time
• Least expensive option strategy alternative

• Limited benefit from lower futures price (to put’s 
strike price)

• Protection limited to the higher call strike less 
the net cost

• Offsetting before expiration will change the cost 
& P/L (disadvantage in both a higher and lower 
market)
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Long Call Spread & Short Put

Yo
ur

 P
ric

e

$4

$5

$7

$6

Futures Price
Buy 5.50 CALL for $0.45
Sell 6.50 CALL for $0.16
Sell 4.50 PUT for $0.10

Your Price

$4.00
+0.45
-0.16
+0.40
$4.79

$4.50
+0.45
-0.16
-0.10
$4.79

$5.00
+0.45
-0.16
-0.10
$5.19

$5.50
+0.45
-0.16
-0.10
$5.69

$6.00
-0.05
-0.16
-0.10
$5.69

$6.50
-0.55
-0.16
-0.10
$5.69

$7.00
-1.05
+0.34
-0.10
$6.19

Opportunity Zone
(to participate in lower prices)

Max Price Zone

Min Price 
Zone

Exposure Zone
(to higher prices)
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Long Call Spread & Short Put – Net cost of 19 cents
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Position:

When to Apply:

Buy a Call Option Spread & Sell a Put Option

• If market outlook is neutral or perceived risk to 
higher and lower prices is balanced

• If minimum cost in strategy selection is a priority
• If unlimited protection from higher prices is 

unnecessary AND potential long futures position 
below the market is acceptable

• In a high volatility environment historically and/or 
seasonally
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Market Sentiment & Related Strategies

When the 
Market Is…

Buy Call Spread

Buy Call (OTM)*

Sell Put

Buy Call Spread & Sell Put

Buy Call (ATM or ITM)*

Buy Call & Sell Put

Buy Futures

Bearish

Negative

Neutral

Friendly

Bullish

Protect Against
Higher Prices

* OTM: Out of the Money
*   ITM: In the Money
*  ATM: At the Money
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Position:

Margin Requirement: 

Advantages:

Disadvantages:

Buy a Call Option, Sell a Higher Strike Call Option

No, pay the difference in premiums

• Establishes a Range of Protection from higher 
prices

• Cost is reduced by selling higher strike call
• Lower futures price may improve your buying 

price
• Flexible, offset at any time, receive remaining 

value

• Premium paid in full at time of purchase
• Protection limited to the higher call strike less the 

cost
• Offsetting before expiration will change the cost & 

P/L (advantage in lower market, disadvantage in 
higher market)
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Long Call Spread

Yo
ur

 P
ric

e

$4

$5

$7

$6

Futures Price
Buy 5.50 CALL for $0.45
Sell 6.50 CALL for $0.16

Your Price

$4.00
+0.45
-0.16
$4.29

$4.50
+0.45
-0.16
$4.79

$5.00
+0.45
-0.16
$5.29

$5.50
+0.45
-0.16
$5.79

$6.00
-0.05
-0.16
$5.79

$6.50
-0.55
-0.16
$5.79

$7.00
-1.05
+0.34
$6.16

Opportunity Zone
(to participate in lower prices)

Max Price Zone

Exposure Zone
(to higher prices)
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Long Call Spread – Net cost of 29 cents
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Position:

When to Apply:

Buy a Call Option, Sell a Higher Strike Call Option

• If market outlook is bearish
• If unlimited protection to higher prices is not necessary 

or if upside risk can be better defined or measured
• If flexibility is needed to participate in all lower prices
• If capital constraints require maximum pre-defined 

margin exposure
• As an adjustment to a long future, long call or long 

collar position after an increase in price
• If in a neutral implied volatility environment
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• Long Futures

• Long Call & Short Put

• Long Call 

• Long Call Spread & Short Put

• Long Call Spread 

Protect Against
Higher Meal Prices
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Long Futures – $340.00
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Long Call & Short Put – Net cost of $19.30
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Long Call– Cost of $27.40
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Long Call Spread & Short Put – Net cost of $7.45
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Long Call Spread – Net cost of $15.55



There is a risk of loss in futures trading. The information contained in this publication is taken from sources believed to be 
reliable, but is not guaranteed by Commodity & Ingredient Hedging, LLC as to accuracy or completeness, and is intended for 
purposes of information and education only. Nothing therein should be considered as a trading recommendation by Commodity 
& Ingredient Hedging, LLC. The rules and regulations of the individual exchanges should be consulted as the authoritative 
source on all contract specifications and regulations. There is a risk of loss in all futures and options trading.

• Hedge Design and Management
• Hedge Policy & Reporting Procedures
• Pricing Decision Guidance Models
• Risk Assessment
• www.hogmargin.com

www.cihedging.com 1-800-241-5498



CME Group Website

Visit CME Group website: www.cmegroup.com

Types of information:

Current market and exchange Information

Contract information

Educational material: publications, tutorials, webinars

Rules and regulations  

Trading information: margin, fees, price limits, position limits etc.

Statistical reports

http://www.cmegroup.com/


Real Time Electronic Quotes 

www.cmegroup.com/elivestockquotes



Free Daily Commentary

• Latest industry news
• Prices
• Fundamentals
• www.dailylivestockreport.com

Daily 
Livestock 

Report

Commodity 
News for 

Tomorrow

http://www.dailylivestockreport.com/


2008 Moore Historical 
Reports

• Historical daily charts

• Cash and basis charts

• Seasonal strategies

• And other research data to 
help you trade

Now all in 
one CD

Contact: thomas.clark@cmegroup.com

mailto:thomas.clark@cmegroup.com


Further Information

CME Web site: www.cmegroup.com

CME commodities Web site: www.cmegroup.com/commodities

USDA reports: www.nass.usda.gov, www.usda.gov

CME contact information:
• Commodity Products 312-338-2080

• Customer Service and Publications 800-331-3332  

• Thomas Clark, Associate Director 312-930-4595

Thomas.clark@cmegroup.com

http://www.cmegroup.com/
http://www.cmegroup.com/commodities
http://www.nass.usda.gov/
http://www.usda.gov/
mailto:Thomas.clark@cmegroup.com


Disclaimer
Futures trading is not suitable for all investors, and involves the risk of loss. Futures are a 
leveraged investment, and because only a percentage of a contract’s value is required to trade, 
it is possible to lose more than the amount of money deposited for a futures position. Therefore, 
traders should only use funds that they can afford to lose without affecting their lifestyles. And 
only a portion of those funds should be devoted to any one trade because they cannot expect to 
profit on every trade.

All references to options refer to options on futures.

The Globe logo, CME® and CME Group™ are trademarks of Chicago Mercantile Exchange 
Inc. CBOT® and Chicago Board of Trade® are trademarks of The Board of Trade of the City of 
Chicago, Inc. All other trademarks are the property of their respective owners.

The information within this presentation has been compiled by CME Group for general purposes 
only.  Although every attempt has been made to ensure the accuracy of the information within 
this presentation, CME Group assumes no responsibility for any errors or omissions. 
Additionally, all examples in this presentation are hypothetical situations, used for explanation 
purposes only, and should not be considered investment advice or the results of actual market 
experience.

All matters pertaining to rules and specifications herein are made subject to and are superseded 
by official CME, CBOT and CME Group rules. Current rules should be consulted in all cases 
concerning contract specifications.
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