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Risk Management
A Valuable Tool

NASHVILLE, Tenn.—Corn
farmers attending the National
Com Growers Association’s

cipline, however, Schwab says
com growers can manage these
and other elements by utilizing
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* On Farm Storage Only

** Includes on and off farm stocks

*** Marketing year changed to September 1
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by Rain and Hail Insurance,
pointed out to farmers they
face risk from several factors,
including weather, policy, and
the markets.

With a plan and some dis-

«Develop a list of the instru-
ments or tools that can be used
to reduce each of the risk
sources.

*Do a situation analysis.
Compare the costs and retumns

of altemnatives.

Attendees at the early-riser session,
sponsored by the Chicago Board of Trade,
were given some smart marketing tips with
futures and options. The Board’s Jeffrey
Campbell reveiwed both profit futures and
options strategies and compared them with
cash sales. Campbell illustrated how cash
forward contracts can provide com grow-
ers with complete price protection, but no
additional opportunity when prices rise.
Similarly, hedging with com futures can
yield a comparable result, he says, but
using futures positions can place changes
in basis at risk.

Various options strategies offer farmers
advantages in different market settings.
Campbell points out buying options allows
growers to protect prices with unlimited
upside potential, although basis risk
remains. Selling calls, on the other hand,
stifles price protection and profit gains, but
offers maximum opportunity in a stable
market. A fence or window strategy, where
farmers buy a put and sell a call at the same
time, provides the best potential and price
protection in a rising market. But again
profit opportunity is limited, Campbell
said, and a change in basis can impact the
value of the strategy.
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