Course:
01.411 Agricultural Business and Management

Unit 7:
Marketing 
Lesson 4:
Marketing Strategies

QCC:
61, 64, 65, 79
Objectives: 

1.
Identify the types of marketing strategies.

2.
Recognize the effect of marketing strategies on income.

3.
Participate in the Hedging and Contracts (Chicago Board of Trade).

Teaching Time:

2.5 hours
References:

Deere and Company.  Farm and Ranch Business Management.  Moline, IL. ISBN: 0-86691-135-9.  1992.  

Luening, Robert A. & Klemme, Richard M. & Mortenson, William P. The Farm Management Handbook.  Interstate Publishers, Inc.  Danville, IL.  ISBN: 0-8134-2872-6.  1991.

Chicago Board of Trade Commodity Trading Program.  The National FFA Organization, Indianapolis, IN.

www.tfc-charts.w2d.com

www.agrisurf.com

Materials and Equipment:

Teaching Procedure

Introduction and Mental Set
From earlier lessons, it has been determined that producers of agricultural commodities are price takers.  They are affected by supply and demand which cause changes in prices paid for the commodity.  Yet, the individual producer has little effect on supply and demand, and therefore, little control over the price paid for the commodity.  Still, to remain in business, the farmer must make a profit. Even though the individual farmers cannot set prices, he/she can sometimes control when the price for the commodity is set.  This lesson focuses on the alternative methods of marketing available to the producer and how the different strategies can affect income.  Also, this lesson will include participation in Commodity Trading Instructional Program sponsored by the Chicago Board of Trade through the National FFA Organization.

1.
Discuss components of a marketing plan.
A.
Price objective B Regardless of the type of marketing plan to be utilized, a price objective should be determined.  

· Obviously, the producer wants to recover his/her production costs.  

· However, in times of low market prices, production costs will not necessarily be the price objective or target price.

·  The price objective may be lower than production costs.

· The target price may be set at a level that will allow for meeting short term financial obligations.  

· In times of higher market prices, the target price may be considerably higher than production costs.

B.
Analysis of the prices that could be received and the risks involved in the various marketing plans B Different marketing plans can result in different prices received.  

· Any plan used will contain some risks.  

· Some plans contain more risks than others.  

· Those plans with higher risks also have the potential of resulting in higher prices or even lower prices.  

· A person=s tolerance for risk will be a factor in formulating a marketing plan.  

· Some plans will also require a substantial amount of time to learn how the plan will operate and to follow the plan through until the commodity is actually sold.

2.
Discuss price determinants.

Have students read the first part of the section on Marketing Strategies (pp. 7-14 through 7-17) in Farm and Ranch Business Management textbook.

A.
Which two variables affect price?

B.
Which variable is responsible for most price variability in the short-run?

C.
How does price affect supply and demand?

D.
What is meant by elasticity?

E.
Explain the price cycle for hogs.

F.
What causes seasonal price variation?

3.
Discuss types of marketing strategies and the effect of the strategies on price.
A.
Cash sale at time of delivery B probably the simplest marketing strategy since little planning is required.  

· A cow sold at a livestock auction would be an example of this strategy.  

· Selling grain when it is harvested is another example.

· As simple as this approach to marketing is, it can maximize risk of not receiving the target price, especially with commodities such as grain.  

· Often you will be selling at the same time as most other producers.  

· It will be a buyer=s market.  Thus, you can expect a lower price.

B.
Pricing after harvest - when this strategy is used on crops, the crops are harvested and placed in storage.  

· The sale takes place later when you think the price is right.  

· This strategy may be a costly form of speculation.  

· Even with the high risks involved, the profit can be very high, if the prices rise later.  

· However, if prices drop, you not only get less for your harvest, you also have the added cost of storage.

C.
Forward contracts B when this strategy is used, the producer agrees to deliver a specified amount of the commodity at a specified time for a determined price.  

· Forward contract prices are determined by futures prices, but the contract is somewhat simpler than dealing in the futures market.  

· The advantage to this strategy is that the producer knows the price that will be received for the commodity for up to a year before delivering the commodity. 

· Problems can arise if the producer fails to produce the quantity specified in the contract.  

· If production is lower than anticipated, the producer may then have to purchase enough of the commodity to honor the contract.  

· If supply is lower, the price at that time could be greater than the price he/she is receiving for the commodity. 

D.
Hedging with futures B refer to pages 7-17 through 7-20 of the Farm and Ranch Business Management textbook.

E.
Agricultural commodity options B refer to pages 7-17 through 7-20 of the Farm and Ranch Business Management textbook.

· What is a futures contract?


· Is the futures market designed for actual delivery of the commodity?

· What is the futures market designed to do?

· What is the basis in the futures market?

· What is the difference in a futures contract and a put option?

· What advantage does a put option have over a futures contract?

F.
Have students complete corresponding worksheets on marketing strategies in the Farm and Ranch Business Management Student Workbook.

4.
An educational program on commodities trading sponsored by the Chicago Board of Trade is available through the National FFA Center.  This program should help students better understand trading commodities.

Summary
Marketing strategies can be used to help a producer maximum returns.  Some strategies are rather simple and are appropriate for some producers.  Other strategies are complex and require more effort to learn and utilize.  These strategies will not allow the producer to determine prices.  However, they will allow the producer to control when the price is set.  

Evaluation
Written exam based on information in textbook
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