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Neither futures trading nor swaps trading are suitable for all investors, and each involves the risk of loss. Swaps trading should only be 
undertaken by investors who are Eligible Contract Participants (ECPs) within the meaning of Section 1a(18) of the Commodity Exchange 
Act. Futures and swaps each are leveraged investments 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 either a futures or swaps 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 
traders cannot expect to profit on every trade.

CME Group, the Globe Logo, CME, Globex, E-Mini, CME Direct, CME DataMine and Chicago Mercantile Exchange are trademarks of 
Chicago Mercantile Exchange Inc. CBOT is a trademark of the Board of Trade of the City of Chicago, Inc. NYMEX is a trademark of New 
York Mercantile Exchange, Inc. COMEX is a trademark of Commodity Exchange, Inc. All other trademarks are the property of their 
respective owners.

The information within this communication has been compiled by CME Group for general purposes only. CME Group assumes no 
responsibility for any errors or omissions. Additionally, all examples in this communication 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and specifications herein are made subject to and superseded by official CME, CBOT, NYMEX and COMEX rules. Current rules should be 
consulted in all cases concerning contract specifications.

Copyright © 2023 CME Group Inc. All rights reserved.
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• Price Discovery
- Centralized place to price commodities

• Price Risk Management
- Hedge with futures and options

• Efficient Commodity Allocation
- Specific to agriculture

Purposes of Futures
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• Price Discovery

- Market for discovering price determined by buyers and sellers.

- CME Group publishes intraday and settlement prices at the market close for all our contracts.

- Allows everyone in the cash industry – farmers, processors, end users – an idea of the current (and 
future!) values of these commodities. 

- This benefit is conferred to everyone, not just those managing risk with positions in the futures 
market.

• Price Risk Management

- Futures Markets are used by agricultural market participants to hedge against adverse price 
movements.

- Cash price and futures price are highly correlated.

- Futures effectively “lock in” prices you will pay or receive.

- Mill will sell futures, because if the price goes down, they can buy “back” while distributors will buy 
futures because if the price goes up, they can sell them.

Price Discovery & Price Risk Management
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• If you have physical exposure and are not hedging, you are speculating!

• Hedging is not a tool to make money, it is a tool to smooth price fluctuations and mitigate risk. 

• For true hedging, you should be taking a position in the futures market that is opposite your cash 
position, so that a cash loss results in a futures gain and vice versa.

• The Lumber contract is for only certain species, sizes, and is delivered to Chicago. But this does not 
mean you should only be hedging 2 by 4 SPF that will be shipped to Chicago!

- Other species can have high price correlations to SPF/deliverable species.

- Other sizes, like 2 by 6s, can have high price correlations to random length 2 by 4s.

- The vast majority of volume traded through the Exchange never goes through Exchange delivery. 
Positions are rolled or EFPs are executed via bilateral negotiations.

• CME and brokers are here to answer questions and to help.

Importance of Hedging
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New ContractExisting Contract (LTD May 15th)

LBRLBSGlobex Code:

Lumber FuturesRandom Length Lumber FuturesContract Title:

CME 63CME 201Rulebook:

27,500 mbf (truck)110,000 mbf (railcar)Size:

SPF, Doug Fir, Fir Larch, Hem FirWestern SPF, Inland Hem Fir, ES, LP, ESLPSpecies:

Delivered Chicago Switching District (CSD)FOB Mill Prince GeorgePricing Instrument:

Facility in CSDBuyer SpecifiedDelivery Location:

50 cents per mbf10 cents per mbfTick Size:

Business day prior to the 16th day of the 
contract month

Business day prior to the 16th day of the 
contract month

Termination of Trading:

Two business days prior to the 26th day of 
the contract month

Business day prior to the last business day of 
the contract month

EFP Window:

New Contract Overview
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New Contract Performance

• Continuing to set Volume and 
Open Interest records

• Open interest currently out to the 
September 2023 contract

• Average Daily Notional Volume 
in March was approx $4M or 7.5M 
board feet traded per day

• Primarily traded on CME Globex, 
but is available for Block and Cross 
trade -
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Legacy vs New

LBS: 10 ticks or $110 
Bid/Ask Spread

Source: CME Direct on 4/11/2023

LBR: 1 tick or $13.75 
Bid/Ask Spread
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Q&A




