The US biofuel
market means a
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rollercoaster ride
for grain prices.
But growers can
gain from the
volatility, says
Jeremy Cole.

Playing the grain
marketing game

ince the last time of ranting the market has done very little — be it for
2006, 2007 or 2008 crops. The noise of biofuels has faded and there
appears to be some confusion over the eventual building of at least 75%
of the proposed sites.

As of late February, world crops in the ground continue to look good and
even the Australian crop estimates, based on proposed drillings, look above
average. Hurrah for El Nino and its sibling La Nina.

But the volatility of the current market in the US is outrageous, up £7 in one
week alone. The ‘battle for acres’ between corn, spring wheat and soya
continues prompting the highest prices for 10 years and record current values.
The US biofuel market is storming ahead, with some states running out of
supplies for animal feed as a result.

The players in this market are exacerbating the volatility. The traditional
producers, consumers and shippers are being joined by speculators, chartists
and day traders. They have no interest in the commodity — except the price or
its relative price to another commodity or basket of commodities. They would
not know what they looked like if they were in a field of it. Crucially, they
don’t care either.

The relevant feature is that the result will affect UK farm incomes. With the
market so changeable, surely it must be time for producers to throw their hands
in the air, stop second guessing the market and rush down the road screaming
“I’m a farmer, get me out of here. Where’s the grain pool?!”

Thankfully not. Those that feel selling through a pool’s tracker fund or
selling a 1/12th or even 1/24th of their crop per month is the way to achieve a
stable income are deluding themselves. The average selling price in a volatile
market gives a volatile year-on-year net income and is no way to run or forward
plan a business.

The only way to avoid this rollercoaster and gain from the volatility is Price
Risk Management (PRM) using Options. This is based on a producer set
minimum acceptable price for the season, the Standard of Living Line. Selling
above that line, with an Option, or insurance policy attached. PMR can be from
1-100% of the physical crop, the premium paid can be from 50p to £7/t,
depending on how far forward the producer covers their crop or how much
‘out the money’ they accept — much like an excess on car insurance.

Typically a producer will spend on average up to 5% of the commodities
output value on PRM, so at present £3-4/t on wheat and £8/t on oilseed rape.

So, however the market moves against the producer, either up or down, the
premium is the only real loss.

Most producers don’t mind spending £3-4/t and losing it but they don’t want
to be £10, £15, £20 or this year £25/t wrong. Getting the market right by £5/t or
equally, not wrong by £5/t is £50/ha on a 10t crop. A £25 movement is mind-
boggling. Those that got their marketing half this year gained £125/ha extra
margin.

On a recent course I ran, there was a ‘Grain marketing game’ over a two-
year time span. Even with a sudden unexpected price movement the participants
were rubbing their hands with glee, as they were hedged, and either made
money or at worst lost their Option premium only. In every case it more than
covered their premium.It costs no more to grow a crop and sell it well as to sell
it poorly. There are no excuses to get the market wrong by £10-25/t nowadays,
just a little PRM training.

Jeremy Cole, Bsc Agri Econ (Reading) has run Agricole, since 1993. It is an

independent grain brokering and marketing service for farmers, offering a weekly
grain market report. For details, call 01954 719452.
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