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Abstract

Purpose

This paper aims to develop a market-driven mechanism for
commodity price insurance in developing countries lacking
access to futures markets or other forms of hedging
products.

Design/methodology/approach

The model incorporates futures, exchange rate and local
basis risk under the Black-Scholes framework to develop
quanto (quantity adjusting option). When the domestic price
of a commodity in a developing country is strongly
correlated to the price in a futures market, price support
premiums can be estimated. The authors use daily corn
futures prices, exchange rate MXP/USD, and prices of corn
and sorghum at several locations in Mexico.

Findings

The authors calculated the price insurance premium at
various local markets in Mexico for corn and sorghum. The
results are consistent with those for the USA, showing that
relative price premiums are similar.

Research limitations/implications

The results provide a benchmark to estimate the net welfare
effects of government programs for agricultural price
support.

We are using cookies to give you the best experience on our website, but you are free to manage these at any time. To
continue with our standard settings click "Accept". To find out more and manage your cookies, click "Manage cookies".

Accept Manage cookies X

Originality/value


https://www.emerald.com/insight/
https://www.emerald.com/insight/sitemap/publications#journals
https://www.emerald.com/insight/publication/issn/1526-5943
https://www.emerald.com/insight/publication/issn/1526-5943/vol/15/iss/1
https://connect.liblynx.com/go/emerald?sachoose=1&target=https%3A%2F%2Fwww.emerald.com%2Finsight%2Fredirect%3Ftarget%3Dhttps%253A%252F%252Fwww.emerald.com%252Finsight%252Fcontent%252Fdoi%252F10.1108%252FJRF-05-2013-0038%252Ffull%252Fhtml
https://www.emerald.com/insight/search?q=Leslie%20J.%20Verteramo%20Chiu
https://www.emerald.com/insight/search?q=Calum%20G.%20Turvey
https://www.emerald.com/insight/publication/issn/1526-5943
https://emeraldpublishinggroup.freshdesk.com/support/solutions/articles/36000213997
https://www.emerald.com/insight/advanced-search

This paper provides market-based agricultural options in
Mexico which contributes to the existing government price
Support program.
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