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Farming’s Futures

By David K Sauder
Commodity Broker

Trade Tech, Lancaster

Pitfalls ofFarmer Hedging
Commodity hedging is not

something to be entered into
lightly, without extensive study
and preparation. Farmers who
make the decision to hedge without
considering the risks, along with
the benefits, have already made
their first mistake.

When you hedge, the odds are in
your tavor it you understand the
futures market, have a good fix on
your production costs, and lock in
prices that will provide satisfac-
tory returns. The odds shitt
dramatically when you start
speculating.

Becoming a "know-it-all”
As a guide tor inexperienced

hedgers, here are some major
pittalls into which farmers have
fallen in the past:

Bypassing the basis

There’s an old axiom among the
floor traders at every futures
exchange: "The trader who is
certain where the market is going
has no business here, and won’t be
here long.’’The first step in using futures

markets effectively is to study
your local basis the difference
between the futures market price
tor a selected month and your local
spot market price.

Without knowing your local basis
and how it typically behaves, you
have no way of knowing whether
the price otter by the futures
market is attractive.

Overconfidence - whether
based on some advisory service’s
"guaranteed formula,’’ your own
extensive research, or even the
success of a well-planned hedging
program can encourage risk-
taking and court disaster. ISo one
knows tor certain where the
markets are going, or when.

Floor traders make money and
then lose it. The speculator who
writes a book on how to make a
million dollars in commodities
may be broke before the book is
published.

Even one of the majoi gram
companies lost more than $BO
million in one 3-month period a lew
years ago (primarily in cash
market commitments) because it
misjudged the soybean market.

Futures prices at any given lime
reflect all that is known and all
that is expected on the value of
commodities being traded. This is
why a bearish crop report is often
followed by a price increase -

Slipping into speculation
Countless stories tell of farmers

who "lost big money’’ in hedging
programs. All too often, it turns out
that t.he farmer who lost money
had gone beyond a sate hedge into
a risky speculation.

Hedging is a temporary sub-
stitute lor a cash transaction
planned later tor the physical
commodity a gram farmer
selling the crop, a teedlot operator
buying teed or feeder cattle, or a
hog producer selling hogs.

If a particular transaction is not
clearly a hedge, then it should be
recognized as speculation.

Let FMC Leasing Work For You!

FARMERS
Planning to purchase a tractor,
harvester, skid loader, milking

parlor, sealed storage structure
or any major equipment?

LEASE THROUGH FMC
A COMPANY YOU CAN TRUST

RATES START AT 103/4% ON
QUALIFIED EQUIPMENT

FINANCING THROUGH LEASING
OFFERS THESE ADVANTAGES:
• 100% Financing at favorable rates

and terms
• Preserves your cash flow
• Payments are made through the equip-

ments use and increased earning power
• Provides tax savings

FMC FINANCE CORP.
A Wholly Owned Subsidiary of FMC Corporation

Lansdale, Penna. 19446
(215)368-6700

FARMERS WHO HAVE LEASED
THROUGH FMC SPEAK FOR US
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because the traders had expected
an even more bearish report than
they got.

In other words, you should
always assume that any m-
torinatton that comes your way
has already been analyzed and
acted upon by other traders who
devote 100 percent ot their time to
futures markets.

But while "professional” traders
may have taster access to a more
complete picture ot the overall
supply and demand situation, you
probably know the production
situation in your own area more
intimately than anyone outside
that area. So your comparative
advantage is in hedging your own
risks, judged in light ot your own
costs.

More pitfalls next wedk.
Send your questions about

futures
' trading to Farming’s

Futures, Lancaster Farming
Newspaper, Box 366, Lititz, PA
17543.

STRONGSVILLE, OHIO - The
voting delegates of Milk
Marketing, Inc. passed a
resolution at their recently held
mid-year delegate meeting that
would begin the component pricing
system for their members’ milk
September1,1983.

The program, originally
presented at the December 1981
delegate meeting, was scheduled
to begin January 1,1983.The newly
established September deadline
will give MMI members an op-
portunity to further evaluate the
program.

With the start -of the protein
pricing program, MMI will pax its
producer/members at a higher
rate for milk containing high levels
of protein.

MMI Board Member from
District 20 Gary Michael, Sidney,
Ohio told the 250 delegate meeting

Palz
★ Bam Cleaners, Manure Pumps,
Manure Stackers, Silo Unioaders,

Bunk Feeders, Feed Conveyors

MARVIN J. HORST
DAIRY EQUIPMENT

1950 S. sth Avenue, Lebanon, Pa. 17042
Phone: 717-272-0871
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See Stihl Chain Saws In Action...

2:30-4:30 and 6:30-8:30 p.m.

SEE WHAT CAN BE DONE WITH STIHL.

Buy 1 Chain Saw Chain at
Regular Price, and get the
2nd Chain For Only *

end-product pricing
j®

at the Fawcett Center in Colum-
bus, Ohio that the implementation
of this program could enhance the
taste and nutritional image of fluid
milk and therefore,”improve future
Class I sales.

The protein pricing program
could also assistMMI in even more
effectively marketing members
milk by putting MMI in a better
competitive position.

Other reports from MMI officers
painted a successful financial year
for the 9,400 member dairy

,
cooperative. President Norman
Alger, Mantau, Ohio stated that
long term debt of the co-op has
been reduced, while maintaining
the working capital requirements
established by MMl’s financial
institutions. Alger also said
member equity for the co-op has
increased more than $3 million
during the past year.

I HOG PRODUCERS! T
♦ femes'♦ mk
♦ Get Top Price vH||
♦ for Your Hogs at
♦ New Holland

♦ Sold in sorted lots the auction way. See
« them weighed and sold and pick up

SALE EVERY MONDAY - 8:00 A.M.
I NEW HOLLAND SALES STABLES, INC. |
J Phone 717-354-4341 . J
♦ Daily market Report-Phone 717-354-7288 ♦
+ Abe Diffenbach. Manager £
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Professional Wood
Carver will be here!
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