






   Notes to the Teacher 

Title:  Product Marketing
Lesson:  Agricultural Marketing

Classroom Activity

Purpose:

The purpose of this activity is to help guide the student in making farm management decisions that result in the most marketable product.  No one will make a perfectly correct decision every time, but decision making can be improved with information, advice and experience.  This activity will improve students' confidence when making decisions.

Activity Directions: 
Situation:
You have the opportunity to rent 650 acres of crop ground.  Six-hundred acres are suited for tillage.  A house and building for adequate machinery is available on the land.  You have the opportunity to cash rent this property or crop share it.

Before you commit, it is advisable to create a farming and marketing strategy.  Complete the following assignments in groups of two to four students.

Assignment #1:  Map of Farm

Draw a scale map of the farm.  The map should be as accurate as possible.  The following should be included:  building sites, roads, fences, water sources, ditches, and tillable ground.

Assignment #2:  Type of Lease

Based on what you know, develop a lease agreement for this farm.  You can choose a cash rent or crop share lease, but your decision must be justified.

Assignment #3:  Equipment and Financing

Assume that you must buy all of the machinery you will need to farm this ground.  List each item.  Indicate if the equipment is rented, new or used, and estimate the cost of each.

Starting with $75,000 of working capital, you must finance most of the equipment.  Determine the current interest rate and compute annual principal and interest payments for a seven-year payoff.  These payments are critical in determining a cash flow budget.  Equipment costs can be found in the paper and with local dealers.  Interest rates can be found from agricultural banks and other lending institutions.

Assignment #4:  Crop Plan
Develop a farming/crop plan.  Determine what crops you will plant, the number of acres, and estimate the yields.  A local farmer is a good source of information.

Assignment #5:  Expenditure Budget
Using information supplied by the instructor and/or other sources that provide examples of costs of production, develop an expenditure budget for the coming year.  Do not include your operating expense at this point.  Do include your expected earnings for the year and your labor and management.

Assignment #6:  Operating Loan
Figure how much you will need to borrow for this enterprise.  Assume you have enough money to care for your family and that you only need to borrow operating capital.  How much do you need to borrow on the average for the months you need money?  How many months will you need to borrow before you can pay this back?  What is the current interest rate at your bank?
Assignment #7:  Cost of Production
Determine the costs for production for each crop, per acre.

Assignment #8:  Revenue Projection
Using your figures in Assignment #7, determine expected prices for the crops you are planning to plant.  Project prices for the cash market, forward contracting, and hedging and options.  Prices for the different markets can be found at the library or the Wall Street Journal.

Assignment #9:  Evaluation of Plan
Evaluation of any plan is a good idea.  Prepare a written evaluation of your plan.  This evaluation should cover the following:

1)
What marketing options do you feel would be the best for you?  Should you farm this land or not, based on the scenario you have projected?

2)
What aspects can you change in your scenario that would result in aa better outcome?  Identify those changes and why you think it would improve your business plan.
Assignment #10:  Revision of Plan

Complete Assignments #2 through #9 again with the suggested changes in #9.  This will allow you to look at a second alternative.  Why is this important?

Material Needed:
1.
The instructor should supply resource material (loan consultants, farmers, farm advisors, and costs and figures) as needed.  However, the instructor should encourage the student to access resource material on their own.  

Notes to teacher:  After completion of the activity, a farm advisor would be an excellent guest speaker to address the problems the students incurred.  The farm advisor would serve as a good evaluator of the farm plans and offer advice and suggestions to the students.

The instructor could modify this activity to include the student farm.  The student farm could serve as a good practical example.
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Title:  Product Marketing
Lesson:  Agricultural Marketing

Classroom Activity

Purpose:

The purpose of this activity is to help guide the student in making farm management decisions that result in the most marketable product.  No one will make a perfectly correct decision every time, but decision making can be improved with information, advice and experience.  This activity will improve students' confidence when making decisions.

Activity Directions: 
Situation:
You have the opportunity to rent 650 acres of crop ground.  Six-hundred acres are suited for tillage.  A house and building for adequate machinery is available on the land.  You have the opportunity to cash rent this property or crop share it.

Before you commit, it is advisable to create a farming and marketing strategy.  Complete the following assignments in groups of two to four students.

Assignment #1:  Map of Farm

Draw a scale map of the farm.  The map should be as accurate as possible.  The following should be included:  building sites, roads, fences, water sources, ditches, and tillable ground.

Assignment #2:  Type of Lease

Based on what you know, develop a lease agreement for this farm.  You can choose a cash rent or crop share lease, but your decision must be justified.

Assignment #3:  Equipment and Financing

Assume that you must buy all of the machinery you will need to farm this ground.  List each item.  Indicate if the equipment is rented, new or used, and estimate the cost of each.

Starting with $75,000 of working capital, you must finance most of the equipment.  Determine the current interest rate and compute annual principal and interest payments for a seven-year payoff.  These payments are critical in determining a cash flow budget.  Equipment costs can be found in the paper and with local dealers.  Interest rates can be found from agricultural banks and other lending institutions.

Assignment #4:  Crop Plan
Develop a farming/crop plan.  Determine what crops you will plant, the number of acres, and estimate the yields.  A local farmer is a good source of information.

Assignment #5:  Expenditure Budget
Using information supplied by the instructor and/or other sources that provide examples of costs of production, develop an expenditure budget for the coming year.  Do not include your operating expense at this point.  Do include your expected earnings for the year and your labor and management.

Assignment #6:  Operating Loan
Figure how much you will need to borrow for this enterprise.  Assume you have enough money to care for your family and that you only need to borrow operating capital.  How much do you need to borrow on the average for the months you need money?  How many months will you need to borrow before you can pay this back?  What is the current interest rate at your bank?
Assignment #7:  Cost of Production
Determine the costs for production for each crop, per acre.

Assignment #8:  Revenue Projection
Using your figures in Assignment #7, determine expected prices for the crops you are planning to plant.  Project prices for the cash market, forward contracting, and hedging and options.  Prices for the different markets can be found at the library or the Wall Street Journal.

Assignment #9:  Evaluation of Plan
Evaluation of any plan is a good idea.  Prepare a written evaluation of your plan.  This evaluation should cover the following:

1)
What marketing options do you feel would be the best for you?  Should you farm this land or not, based on the scenario you have projected?

2)
What aspects can you change in your scenario that would result in aa better outcome?  Identify those changes and why you think it would improve your business plan.
Assignment #10:  Revision of Plan

Complete Assignments #2 through #9 again with the suggested changes in #9.  This will allow you to look at a second alternative.  Why is this important?

Material Needed:
1.
The instructor should supply resource material (loan consultants, farmers, farm advisors, and costs and figures) as needed.  However, the instructor should encourage the student to access resource material on their own.  








   Notes to the Teacher 

Title:  Futures Market
Lesson:  Agricultural Marketing

Classroom Activity

Purpose:
The purpose of this activity is to introduce the student to the futures market.  Through the use of the futures market, the selling or purchasing price for a commodity can be set.  This is one method by which a farmer can reduce price uncertainty.  The method of setting a price for a particular commodity is called hedging.

Activity Directions: 

Students are given $30,000 to play the futures market.  Each student will buy, sell, and use options.  Each student will complete one buy and one sell each week for ten weeks.  Each student will buy and sell in the following commodities:  pork bellies, live cattle, feeder cattle, soybeans, corn, and cotton.  Each student will receive a weekly account balance statement provided by the instructor.  Each buy and sell is to be done prior to 3 p.m. each day.

Material Needed:
1.
The instructor will provide the Wall Street Journal each day for the students.  The instructor will also suggest the library to explore other trade journals for commodity and market information.

Notes to teacher:

The instructor should offer advice on how to play their commodity by examining world markets and associated commodities.
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Title:  Futures Market
Lesson:  Agricultural Marketing

Classroom Activity

Purpose:
The purpose of this activity is to introduce the student to the futures market.  Through the use of the futures market, the selling or purchasing price for a commodity can be set.  This is one method by which a farmer can reduce price uncertainty.  The method of setting a price for a particular commodity is called hedging.

Activity Directions: 

Students are given $30,000 to play the futures market.  Each student will buy, sell, and use options.  Each student will complete one buy and one sell each week for ten weeks.  Each student will buy and sell in the following commodities:  pork bellies, live cattle, feeder cattle, soybeans, corn, and cotton.  Each student will receive a weekly account balance statement provided by the instructor.  Each buy and sell is to be done prior to 3 p.m. each day.

Material Needed:
1.
The instructor will provide the Wall Street Journal each day for the students.  The instructor will also suggest the library to explore other trade journals for commodity and market information.

Title:  Product Marketing
Lesson:  Agricultural Marketing

Classroom Activity

Purpose:

The purpose of this activity is to help guide the student in making farm management decisions in order to determine the best marketable product for that student.  No one will make a perfectly correct decision every time, but decision making can be improved with good information, working knowledge, and forming expectations.  Completion of this activity will provide the student with future confidence in decision making.

Activity Directions: 
Situation:
You have the opportunity to rent 650 acres of crop ground.  600 acres are suited for tillage.  A house and building for adequate machinery is available on the farm.  You have the opportunity to cash rent this property or crop share it.

Before you commit, it is advisable to create a farming and marketing strategy.  Complete the following assignments in groups of 2-4.

Assignment #1:  Map of Farm

Draw a scaled map of the farm.  This map is to look as exact as possible.  The following should be included:  building sites, roads, fences, water sources, ditches, and tillable ground, etc.

Assignment #2:  Type of Lease

Based on what you know, develop a lease agreement for this farm.  You can choose a cash rent or crop share lease, but must justify why for doing so.

Assignment #3:  Equipment and Financing

Assume that you must buy all the machinery you will need to farm this ground.  List each item for your farm.  Indicate if this equipment is rented, new or used, and estimate the cost of each.

Starting with $75,000 of working capital, you must finance most of the equipment.  Determine the current interest rate and compute annual principal and interest payments for a seven-year payoff.  These payments are critical in determining a cash flow budget.  Equipment costs can be found in the paper and with local dealers.  Interest rates can be found from agricultural banks and other lending institutions.

Assignment #4:  Crop Plan
Develop a plan of what crop you will farm.  Try to determine what crops you will plant, the number of acres, and estimate the yields.  A local farmer is a good source for information.

Assignment #5:  Expenditure Budget
Using information supplied by the instructor and or other sources that provide examples of costs of production, develop an expenditure budget for the coming year.  Do not include your operating expense at this point.  Do include your expected earnings for the year and your labor and management.

Assignment #6:  Operating Loan
Figure how much you will need to borrow for this enterprise.  Assume you have enough money to care for your family and that you only need to borrow operating capital.  How much do you need to borrow on the average for the months you need money?  How many months will you need to borrow before you can pay this back?  What is the current interest rate at your bank?
Assignment #7:  Cost of Production
Figure out your costs for production for each crop per acre.

Assignment #8
Using your figures in Assignment #7, determine expected prices for the crops you are planning to plant.  Project prices for the cash market, forward contracting, and hedging and options.  Prices for the different markets can be found at the library or the Wall Street Journal.

Assignment #9:  Evaluation of Plan
Evaluation of any plan is a good idea.  Prepare a written evaluation of your plan.  this evaluation should cover the following:

1)  What marketing options do you feel would be the best for you?  Should you farm this land or not, based on the scenario you have projected?

2)  What aspects can you change in your scenario so that you think it might work better?  Identify those changes and why you think it would improve your business plan.
Assignment #10

Complete Assignments #2 through #9 again with the changes you would implement.  This will allow you to look at a second alternative.  Why is this important?








   Notes to the Teacher 

Title:  Futures Market
Lesson:  Agricultural Marketing

Classroom Activity

Purpose:
The purpose of this activity is to introduce the student to the futures market.  Through the use of the futures market, the selling or purchasing price for a commodity can be set.  This is one method by which a farmer can reduce price uncertainty.  The method of setting a price for a particular commodity is called hedging.

Activity Directions: 

Students are given $30,000 to play the futures market.  Each student will buy, sell, and use options.  Each student will complete one buy and one sell each week for ten weeks.  Each student will buy and sell in the following commodities:  pork bellies, live cattle, feeder cattle, soybeans, corn, and cotton.  Each student will receive a weekly account balance statement provided by the instructor.  Each buy and sell is to be done prior to 3 p.m. each day.

Material Needed:
1.
The instructor will provide the Wall Street Journal each day for the students.  The instructor will also suggest the library to explore other trade journals for commodity and market information.

Notes to teacher:

The instructor should offer advice on how to play their commodity by examining world markets and associated commodities.

Title:  Futures Market
Lesson:  Agricultural Marketing

Classroom Activity

Purpose:
The purpose of this activity is to introduce the student to the Futures market.  Through the use of the Futures market, the selling or purchasing price for a commodity can be set.  This is one method a farmer uses to reduce price uncertainty.  The method of setting a price for a particular commodity is called hedging.

Activity Directions: 

Students are given $30, 000 to play the futures market.  Each student will buy, sell, and use options.  Each student will complete one buy and one sell each week for ten weeks.  Each student will buy and sell in the following commodities:  pork bellies, live cattle, feeder cattle, soybeans, corn, and cotton.  Each student will receive a weekly account balance statement provided by the instructor.  Each buy and sell is to be done prior to 3 PM each day.

Lesson:  Agricultural Marketing

Bank of Questions

1.
Question:  
What is a cash market?


Answer:  
The cash market is where you take your commodity and exchange it for cash.
2.
Question:  
"All agricultural production is eventually sold on the cash market."  Why or why not?


Answer:  
Yes, because agricultural products are perishable and difficult to store.

3.
Question:  
What is the main difference between cash and futures markets?


Answer:  
The cash market essentially deals with the hear-and-now, while the futures market deals with a time that has yet to come--the future.

4.
Question:  
How does supply and demand affect the cash market?


Answer:  
When there are limited products (supply is low), and consumers want it or need it (demand is high), consumers will pay more for the product (the price rises).  The reverse is also true, when supplies of a product are high and consumer demand is less than the supply, the price drops.

5.
Question:  
What two ways can a "price maker" influence the price of a product?


Answer:  
1.  The price maker can add utility to a product through the marketing 
system.  In essence, this makes the product more useful.




2.  The price maker can add value to the product, such that the consumer 
is willing to pay more for the product.

6.
Question:  
What farm commodities are marketed under a cash market?


Answer:  
All farm production has a cash market.

7.
Question:  
What factors influence price?


Answer:  
The factors that influence price are:  supply and demand

8.
Question:  
Timing is important when selling an agricultural product.  For some products (grain products in particular) prices may be more favorable during certain times of the year.  How is grain storage used as a marketing strategy?


Answer:  
Storable commodities such as grains should be evaluated for the best opportunity in the cash market.  The producer should compare expected seasonal patterns in prices to the carrying cost of storage.  Short term storage tends to have good potential with little risk.  Longer term storage has larger potential reward but also more risk.

9.
Question:  
What is the purpose of hedging or forward pricing?


Answer:  
The purpose of hedging is to lock into a fair price and reduce risk when 
prices change.

10.
Question:
Describe  advantages of hedging.



Answer:
1.
Lengthens the marketing year to price a crop.





2.
Reduces the risk in price changes.



3.
The difference between the cash market and futures market is more predictable than the cash market.





4.
Increases the flexibility of the market where contracts can be bought and then sold back.

11.
Question:
What are the disadvantages of hedging?



Answer:
1.
Requires more money to open an account and maintain the account when the futures market moves unfavorably.





2.
Requires the buying and selling in specific units of the commodity.





3.
Requires accepting the risk of the differences between the cash and futures market.

12.
Question:
What is an option?




Answer: 
An option is the right, but not the obligation to buy or sell a specific 

commodity at a determined price within a limited period of time.

13.
Question:
Match the correct description with the following option actions:


1._____Buy a put.
a.  Right to buy the underlying contract.


2._____Buy a call.
b.  Obligation to sell the underlying contract if exercised.


3._____Sell (write) a put.  
c.  Right to sell the underlying contract.


4._____Sell (write) a call.

d.  Obligation to buy the underlying contract 




      if exercised.




Answer:
1. c, 2. a, 3. b, 4. d

14.
Question:
If a farmer has wheat in storage (not sold yet), what is the most logical action for the farmer to take if the farmer wishes to minimize price risk and obtain price protection?







a.  Buy a put.







b.  Buy a call.







c.  Write a put.







d.  Write a call.



Answer:  
a. Buy a put.

15.
Question:
If a farmer buys a put option against his inventory, does he think the 



price will rise or fall?



Answer:
The farmer is hedging against a decline in the price of his crop.

16.
Question:
If the price of wheat begins to fall and shows some price instability, 



what action should the spectator take?



Answer:
After reading the market, the spectator should buy a put option to hedge 



against a price decline below his contracted price.

17.
Question:
In your own words, what is the essence of options?



Answer:
The essence of futures options is price insurance.

18.
Question:
Why would you enter into a forward contract?



Answer:
To capture pricing opportunities, reduce price risk, guarantee a market 



outlet, and increase availability of borrowed capital.

19.
Question:
What are the conditions surrounding almost all forward contracts?



Answer:
The conditions are:  date, parties to contract, commodity, quantity, 




packaging, specifications, price, terms of payment, point and method of 




delivery, and time of final delivery.
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