Overview of Price Risk Module 2:
Developing and Implementing A Marketing Plan

This presentation provides an overview on the topic of developing and
implementing a marketing plan. The presentation focuses on how a mar
keting plan should be customized to fit the producer and his or her situa-
tion. The marketing plan must be fully integrated in the overall planning
process. While some specific marketing issues or tools are mentioned or
used as examples, this presentation is designed to introduce the topic.

Agriculture faces many types of risk and uncertainty. The same elements
that make planning difficult also make planning essential to the farm busi-
ness. Many producers rank price risk as the most serious type of risk they
must contend with. Government farm programs traditionally provided price
and income risk management for many grain producers. With price sup-
ports no longer part of the farm program and income support payments
declining, producers need to develop the expertise to evaluate and use
alternative price risk tools.

Producers are more comfortable with science-based production where
results are viewed as more certain. Marketing, with its roots in the social
sciences of economics and psychology is not viewed as a rigorous science
because the results are probabilistic, not predictable. There are no recom-
mend marketing practices that have the same degree of assurance that
best production management practices carry.

Marketing should not be viewed in isolation from production. Both activi-
ties are and should certainly be treated as integrated. The first marketing
decision is your decision to produce.Your last production decision is how
you will market your grain. Marketing is more than selling a commodity
and should be viewed as an on-going activity.

A marketing plan cannot exist in isolation. It should be part of the farm plan
or business plan, and should match the goals and financial situation of the
producer. One size does not fit all. The marketing plan must be customized.

While a marketing plan will not move market prices higher, it should re-
duce the need to sell at a time when prices will likely be at their lowest
levels. The marketing plan considers the financial needs of the farm as well
as the market situation. It's certainly better to sell at an “acceptable” price
when the market is moving up, even if it turns out to be below the market
high, than to sell at an unacceptable price in a falling market after ignoring
higher prices.

8.1999

13



Knowing what is an acceptable price means knowing your cost of produc-
tion. Both your cash and non-cash expenditures must be considered. Knowl-
edge of the current market situation as well as the historical behavior of the
market is crucial in developing price expectations. What is the minimum
price you can survive on? What market alternatives are available that may
help you lock in a price? Are you willing to base your decisions on this plan?

Marketing plans come in many shapes and sizes.While it is usually best to
commit the plan to writing, it's the action you take, not the plan orthe plan
format, that is most important. The plan should answer four basic ques-
tions: when, where, what and how to sell? The plan should make some
attempt to predict future market behavior using either market fundamen-
tals (supply and demand) or by technical analysis. The marketing strategy
should be compatible with your market outlook prediction and the best
type of marketing alternative for you to use.

Not all market alternatives need be evaluated. Only those that fit your
area and your personality should be considered. Even with the proposed
phase out of government farm programs, these programs should not be
ignored.The Loan Deficiency Payment or LDP made a significant cash flow
contribution to many producers. Others chose to ignore this option, some
for valid reasons, but many out of uncertainty. Some producers were
completely unaware of this alternative.

Consider the key factors and the advantages and disadvantages of each mar-
keting afternative. You may want to weight some factors higher than others.
The weights should match your circumstances, not your neighbors.

Having decision rules is crucial in developing a viable marketing strategy. An
open-ended strategy could be one of selling only if the market hits a specific
price. The risk is that the market will never get there. Adding a time dimen-
sion can be useful. Sell if the market hits $3.20, but no later than February
first. A fail-safe strategy could be to start scaling sales as soon as the market
price will cover your cash costs of production. A default strategy could be
selling when a bank note is due, which is not a recommended strategy.

Decision rules using simple mechanical strategies include both produc-
tion-based and price-based strategies. A fixed production-based strategy
could be selling (or pricing) one-third at harvest, one-third on December
fifteenth and one-third on February fifteenth. A flexible or sliding produc-
tion-based strategy could be to sell (or price) twenty-five to fifty percent
at harvest based on price. Sell (or price) only twenty-five percent if price is
below the five-year average or if stocks-to-use is below twenty percent.
Sell (or price) fifty percent if price is above the five-year average or if
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stocks-to-use exceeds twenty percent. A fixed price-based strategy could
be to sell (or price) twenty percent of production when cash costs can be
covered, or to sell (or price) fifty percent of production if price exceeds the
five-year average. Flexibility can be added to price-based strategies by vary-
ing the percent of the crop to be sold based on the stocks to use ratio.

The best marketing strategy is one that will keep you in business and also
allow you to sleep at night. Markets change and so must your strategy.

8.1999

15



Developing and Implementing a Marketing Plan

NOTES
SLIDE 2.1 Agricultur e faces man y types
of uncer tainty and risk
¥ Uncertainty makes planning difficult.
¥ Uncertainty also makes planning
essential.
¥ Planning changes reactive to
proactive.
w5 Commodity prices are a major source
of uncertainty (price risk).
¥ A marketing plan helps manage but
does not eliminate price risk.
SLIDE 2.2 Production as science
¥ Production is based on:
— biological sciences
— physical sciences
¥ Results are viewed as “predictable”
— fertilizer application and yield
response
— pesticide application and control
— variety traits and characteristics
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SLIDE 2.3 Marketing as science

L0

Marketing is viewed as an inexact
science.
Marketing is based on social sciences.
— economics
— psychology
Marketing results are probabilistic, not
predictable.
Marketing typically does not have
recommended practices.
Marketing may be frustrating, but is
crucial to success.

SLIDE 2.4 Marketing is a complex activity

L0
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Marketing is more than “selling” a

commodity.

Marketing should begin before you

plant, not after you harvest (be year

around).

Production and marketing are

integrated.

No single best marketing strategy exits.
— varies over time, location,

commodity, financial situation, etc.
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SLIDE 2.5 A mark eting plan is neces-
sary, but not sufficient
s  What else?
¥ A farm plan
— goals: short term and long
term
— objectives: quantifiable with a
time frame
¥ Financial statements
— know your financial situation
— risk bearing capacity
— cash flow needs
— where you are today and where
are going

SLIDE 2.6 Customiz e marketing plan

w5 A marketing plan works only if it fits

your operation, your goals, your

objectives and your financial situation.

SLIDE 2.7 Purpose of mark eting plan
w5 Reduces pressures which can result
in selling at a "bad time.”
¥ Helps establish price targets.
— compatible with market conditions
— compatible with financial situation
¥ Identifies times when market is
offering an ““acceptable” price.
¥ Provides tools to help manage price
risk.

NOTES
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SLIDE 2.8 Marketing plan pr erequisites

L0
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Know your cost of production.
Understand the market.

— current

— historical
Develop price expectations.
Develop market price objectives.
Understand marketing alternatives.
Have a willingness to follow plan.

SLIDE 2.9 Marketing plan defined

s

A course of action which allows a

producer to sella commodity at a time

that offers an acceptable profit
potential.

A process to assist in choosing
between various methods of
marketing a product.

SLIDE 2.10 A mark eting plan should

ans wer four questions

When to sell?

—Time of year
Where to sell?

— Location
What to sell?

— Product form
How to sell?

— Compare alternatives
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SLIDE 2.11 Essential elementsin

developing a mark eting
plan
Market outlook
— what's going to happen?
Marketing afternatives
— which alternatives are viable?
Marketing strategy
— what am | going to do?
Disciplined marketing management
— following the plan

SLIDE 2.12 Market outlook using

s

fundamentals

Market fundamentals

— supply and demand
Balance sheet approach

Beginning Stocks
+  Production
Utilization
Ending Stocks

Look at changes as well as absolute
levels.
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SLIDE 2.13 Market outlook using NOTES
technical analysis

(char ting)

¥ Charts give picture of past price

behavior:
w5 Charting forces you to follow the

market on a regular basis.

w5 Charting helps you identify:
— market direction

— market trends

— market cycles

SLIDE 2.14 Market alternativ es
Open (spot) cash market

Pre-season contracts

Forward cash sales

Consignment
Basis contracts

Futures contracts
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Government programs

SLIDE 2.15 Marketing alternativ es

w5 Factors to consider
— method of delivery

— place of delivery

— time of delivery

— cost of using
— pricing mechanism

— payment schedule
— contingencies
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SLIDE 2.16 Advantages/Disadv antages
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Risk

Cash flow

Market access

Price level

Marketing cost (including time)
Flexibility

Negotiating power

SLIDE 2.17 Developing a mark eting
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strategy

Set objectives.
Define how to meet objectives.
Establish decision rules.

— fixed vs. flexible sales

— time-limited vs. open-ended

— fail-safe vs. default
Test the strategy.

— evaluate “what ifs”

— forecast the end result

— refine the plan
Establish criteria for changing strategy.

— establish a contingency plan

— avoid the “second guessing” trap
Clearly define decision making
responsibilities.
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SLIDE 2.18 Marketing Management

L0

L0
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Implement, follow and evaluate plan
Remember
— discipline is important
— good planning improves the chance
of success
— good decisions sometimes have bad
outcomes
— evaluate decisions relative to
objectives
— no one goes broke making a small
profit
— your marketing plan must fit your
operation

NOTES

23



