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Most producers develop excellent crop .
production plans each year. They develop
strategies for weed control, fertilization, and
tillage, and match these with their financial
resources. They modify the production plan
as conditions change, such as an abnormally
wet planting season or an unexpected pest
problem.

Developing a Marketing Plan



Randy Fortenbery

I} -
-——_ll—lll—l#
A grain marketing plan identifiesa
producer’ s specific price objectives asthe

production and/or storage season
progresses.

It then identifies strategies available to
achieve the price objectives.
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Whileit may take several farms, itis

generally most useful if it iswritten down,
and reviewed relative to market conditions
on aregular basis.

A marketing plan must be flexible. A
producer must be able to adapt to market
conditionsif it becomes clear that an earlier
price objectiveis not likely to be achieved.
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marketing.

Seasonal price patterns.
Current price outlook.

)

Personal feelings and attitudes about

Financia needs of the business.

Try for highest price of the
year.

Focus on day-to-day price
movement

Calculates money “lost” by not
selling at highest price.

Views prices as separate from
the business.

Planning horizon focused on
short term profits.

Speculator Risk Manager !

Major goal is making a profit.
Focuses on survival and growth
of business.

Integrates marketing as a part of
the business.

Knows what price covers costs.

Planning horizon islong term
growth of business.

Does not dwell on “lost” prices.
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|dentify risk bearing ability!, This requiﬂ
an accurate net worth statement.

High net worth allows for a substantial 1oss without
bankrupting the business.

Small net worth requires careful consideration in
absorbing risk.

Identify costs of production. Include a
charge for family living expenses.

|dentify acceptable return over production
costs.
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|dentify Seasonality in Price. '”‘

|dentify Seasonality inlocal basis.
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Price outlook is a dominant'force in m
marketing plans. However, itsimportance
isfrequently exaggerated. Price forecasts
tend to be quite poor as the planning
horizon lengthens, and a portion of each
year’'s crop should be marketed based on
financial considerations regardless of
current outlook.

Thefirst step in
developing a
marketing planisto
identify an inventory
of potential marketing
strategies.

These may be unique
to each producer.
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Futures Market Cash Market ||

Hedge Forward Cash

Put Options Contract
Call Options Basis Contract

Storage

Minimum Price
Contract

No Price Establisned
Hedgeto Arrive
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Step 2inthe

marketing plan

development isto 4
identify the specific - o
marketing horizon(s). '

LAy

Pre-harvest
Harvest
Post-harvest
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DURUM WHEAT - MGEX

Thethird step in T BT i
developinga IRy
marketing planisto
segregate expected

420

production into
marketable units, and
identify pricing
objectives.
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This graphic shows the 5 year average cash wheat price received by producers, by month.
On average, the best price is seen in November, and it is 30 cents higher than the July
price. That's 7 1/2 cents/month return to storage. The green line is the % of the wheat crop
marketed by producers each month, again a 5 year average. The biggest slug of the crop is
still being delivered at the lowest prices. This is a strong argument for forward pricing or
hedging for harvest delivery. Note: 80% of the crop is normally sold by Jan 31.

Source: DTN
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OBJECTIVE: | '“

Divide expected production into fifths (each
represents 20% of expected production).
|dentify separate price objectives and
associated strategies, increasing the risk
profile for each successive marketing
bundle in return for amore aggressive price
objective.
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Assume 1500 acres of winter wheat will'b
planted in the coming year. Yields have
averaged 37 bushels per acre over thelast 5
years. Thisyields an excepted production
of 55,500 bushels.

Each marketing bundle in includes 11,100
bushels.
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Hedge 1 '1
Hedge to Arrive Contract

Put Option

Forward Cash Contract

Basis Contract

Cash Sale, Replacing Grain with a Call
Option

No price Established Contract

No Market Action
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Store un-priced 1 .
Forward Cash Contract
Hedge
Put Option
Basis Contract
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Pre-harvest price the first 20% of expect

production (11,100 bushels) when the
market is offering a price 40 cents per
bushel above the variable costs of
production. Thiswill be done regardless of
the general market outlook. Thisassuresa
profit for the first marketing bundle.
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Futures Market oﬁelrs $3.00 per bushel

Sell at variable cost plus 40 cents per bushel

Elevator is offering a nomal or
stronger than normal harvest basis.

Local elevator s offering a weak hearvest basis|

Market s already well above price target

Forward Cash Contract with the Elevator

Hedge in the Futures Market
Hedge to Arive Contract

Purchase a Put Option with
a basis adjusted strike price
equal to the initial price target.
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Pre-harvest price the second 20% of '"
production when the priceisin thetop 1/3
of its historical range. Thiswill be done
regardless of the general market outlook.

Nearby Futures - Hard Red Winter Wheat

cents per bushel
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Sell 20% of Expected Production in the Top 1/3 of the Historical Price Range

Kansas City Board otf Trade Wheat Price|
Exceeds $3.50 per Bushel
I

[ 1
|Elevat0r offers a normal harvest basis. | | Elevator offers a weak harvest basis. |

| Forward Cash Contract | | Hedge in the Futures Marketl

)

If prices are in the bottom third of th'elir historical pri
range, speculate on higher prices.

If prices are in the middle third of the historical price
range, place a price floor to prevent faling into bottom
third of price range.

If pricesarein top third of historical price range, place a
price floor to remain in the top half of the historical price
range, and look to establish a price 35 cents above price
objective for the second 20 percent.

If no delivery commitment has been made prior to harvest,

potential post-harvest basis appreciation will be
determined as a signal for storing or selling at harvest.

Developing a Marketing Plan
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Basislevelswill determine Wheth?qr production’|

priced in the cash or futures market. With an
atractive basis, price floors will be established
with minimum price contracts, and flat price
protection will be through forward cash contracts.
If basis offerings are unattractive, price floors will
be established with put options, and flat price
protection through a futures market hedge.
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If no delivery commitment is'made priort

harvest, storage opportunities will be
evaluated. If potential basis appreciation
will cover storage costs, part of the market
bundle will be stored using aforward cash
contract. If basis appreciation will not cover
storage, the crop will be sold at harvest.

Developing a Marketing Plan
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This part of production will be us@p to specul ate
season high prices relative to market outlook. |f
prices are expected to improve over the production
season, a price objective based on outlook will be
established. When the price objective is reached,
the crop will be sold for fall delivery. If the price
objective is not reached, outlook will be re-
evauated at harvest and a storage decision made.
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If the cash market at harvest is offeri'lnlg attractive basi:
appreciation over the storage season, and the market
outlook isfor higher prices, half of the bundle will be
forward cash contracted for post-storage delivery, and the
other half will be used to speculate on higher prices.

If the cash market is offering attractive basis appreciation
over the storage period, and the outlook is for flat or

declining prices, the crop will be stored with 100 percent
priced under aforward cash contract.

Developing a Marketing Plan
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If basis is abnormally strong at harvest, and basis f
appreciation over the storage period is unlikely, the crop
will be sold at harvest. If the general market outlook calls
for higher prices following harvest, sold wheat will be
replaced with call options. If the outlook is for flat or
declining prices, the crop is not bought back in the options

market.

This market bundle will be used to offset
production risk. Assuch, therewill be no
pre-harvest market strategy considered.
The only decision will beto sell at harvest,
or store past harvest.

Developing a Marketing Plan
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If potential basis appreciation offerslklalstorageincenti s
store with 2/3 price protected. If the outlook isfor higher

prices, store with abasis contract. If the outlook isfor flat

or lower prices, store with aforward cash contract.

If basis appreciation is unlikely, but outlook is for higher
prices, sell cash grain at harvest and replace with call
options, or sell under aNo Price Established contract.

If basis appreciation is unlikely and outlook is for flat or
declining prices, sell al grain at harvest.

Hope that the first sale of the year (ch)lst of production||\| S

40 cents) is the worst sale made.

In general, not more than 80 percent of crop production is

priced before harvest. Unless prices are exceptional, it
won't be more than 60 percent.

Make an informed decision on storage based on expected
basis movement.

Don't speculate with more than 20 or 30 percent of
production.

Developing a Marketing Plan
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Do not be more than 30 pergent priced :
before you have planted your crop.

Do not be more than 50 percent priced
before your crop has emerged and looks to
be off to a decent start.

Do not be more than 70 or 80 percent priced
before harvest.

Make an informed storage decision.
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A good marketing plan will impose discipline on the "
marketer, and take some of the emotion out of the market.

Beredlistic in price objectives for at least 2/3 of
production.

Do not bet everything on the current market outlook.

Know your costs, and accept a small return over costs for
your first sale.

Review the plan regularly, and make changes as market
conditions change.

Don't speculate with more than you can afford to lose.

Developing a Marketing Plan

18



