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Corn December Bull Call Spread 

Agriculture Sector

The sector is adding a bullish position on corn futures options this week with the 
current price of the underlying futures contract at $3.58 per bushel. To monetize our 
bullish sentiment, the position being taken is a bull call spread on contracts with a 
December expiration. For this trade, the sector is buying 1.10 k call options with a 
strike price of $3.60 for a premium of $0.116; and the other leg of the trade will be 
selling 1100.00 calls with a strike price of $3.70 for a premium of $0.081. The net 
premium per bushel of corn is $0.035, giving the sector a maximum potential loss of 
$192.50 k, which will occur with a spot price at or below $3.60 at expiration and a 
maximum potential gain of $357.50 k, which will occur with a spot price at or above 
$3.70 at expiration. The breakeven point for this trade is at $3.635. The options 
contracts will expire on November 20, 2020, leaving the trade with 75.00 days until 
expiration.

Chinese Demand
China has imported ~1.76 MM tons of corn for the marketing year 2020/2021 that
started on September 1, and this is the largest weekly volume China has bought 
from the U.S. on record. China is set to purchase ~seven MM tons of corn from the 
U.S. alone this marketing year, which would also be a new record, shattering the 
previous record of ~5.15 MM tons purchased in the 2011/2012 marketing year. 
COVID-19 worried investors of China’s ability to fulfill the agreed-upon agricultural
purchases in the Phase One Trade Deal, but after an 11.60% q/q increase in GDP 
for China in 2Q2020, the sector believes that China will be able to hold up their end 
of the trade deal, incentivizing the increased corn purchases that should see new 
records. The sector also believes that the market is expecting Chinese imports to be 
lower than the true value during this marketing year. This is because market 
expectations of Chinese GDP growth are relatively flat for 2H2020, and the sector 
believes China will beat expectations, helping them to purchase record amounts of 
corn in 2020/2021. Also, China is experiencing a recovery in the size and health of 
their hog herd, which is another reason for the increase in Chinese demand for corn 
as it is used to feed the herd. China accounts for ~28.00% of global corn imports, 
and with the large expected increase in Chinese demand for corn, the sector 
remains bullish on corn in the short-term.

Hot, Dry Weather & Relatively Cheap Contracts
The U.S. Department of Agriculture (USDA) estimates a yield of ~181.80 
bushels/acre for corn in the U.S. this year. August was a very hot, dry month for 
parts of the Midwest, especially in Iowa and Illinois. This is leading some analysts to 
believe that the actual yield will fall below this estimate, which would be a catalyst 
for upward price movement in corn futures. The sector believes that revised 
estimates on corn from the USDA will show a lower yield and have a positive impact 
on the price of corn. Also, corn futures prices have fallen drastically from its previous 
highs in September of ~$4.20. Corn futures currently remain ~14.50% below their 
September levels. This leads the sector to believe that corn futures have a lot of 
room for upward price movement. With the high likelihood of record purchases of 
corn by China, and a possibility of lower-than-expected corn yield in the U.S. should 
push corn prices up towards the previous highs seen in September, putting the trade 
in a very profitable range.
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