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Crop Farmers Useof Market Advisory Services
by Olga Isengildina, (Visiting Scholar, Dept. of Ag. and
Consumer Economics, University of 1L at Urbana-Champeign)
Joost M.E. Pennings (Assoc. Professor, Dept. of Ag. and
Consumer Economics, University of IL a Urbana
Champaign), Scott H. Irwin, (Professor of Ag. Marketing,
Dept. of Ag. and Consumer Economics, University of Illinois,
at Urbana-Champaign) and Darrel L. Good (Professor, Dept.
of Ag. and Consumer Economics, University of IL at Urbana
Champaign)

Farmers place a high vaue on market advisory
sarvices (MAYS) asasource of price risk management
information and advice. For example, inarating of 17
risk management information sources, Patrick and
Ullerich report that MAS are outranked only by farm
records and computerized information Services.
Schroeder et d. find that a sample of Kansasfarmers
rank MAS as the number one source of information
for developing price expectations. Davis and Petrick
report that marketing consultants have the largest
impact on the use of forward pricing by soybean
producers. Norvell and Lattz find that marketing
consultants tie for firgt place (with accountants), in a
ligt of seven, aslikely to be most important to Illinois
farmersin thefuture. Therating of importanceof MAS



among participants at Purdue Top Farmer Workshops
has steadily increased from fifth in 1997 to fourth in
1999 to third in 2001 (Patrick).

Surveysdso report that agrowing number of farmers
subscribe to market advisory services. Among the
participants at Purdue's Top Farmer Workshop, the
share of subscribers grew from 53% in 1997 to 62%
in 2001. Davisand Patrick report that 39% of farmers
in Missssppi and 49% of farmers in Indiana used
marketing consultants or subscribed to market
information servicesin 1999. Along with theincreased
use of market advisory services for management
decisons, famers are willing to spend increasng
amounts of money to recelve this advice. Among
Purdue' s Top Farmer Workshop partici pants, annual
expenses on marketing advice moved from the fourth
highest expense for consultants to the second highest
from 1991 to 2001, growing in absolute terms from
$755t0 $3455. The mgjority of respondentsthat used
marketing consultantsin Coble et d’ ssurvey indicated
that they spend $1,000 or more on marketing advice
in 1998. It appears that the increasing importance of
MAS in the decision making process of farmersis part
of an overd| trend towards firm reliance on externd
consultantsin operational capacities, aspointed out by
some researchers (e.g., Henderson; Venkatesan).

Previous studies havefocused primarily onthepricing
performance of MAS in corn, soybeans and whest
(eg., Matines-Filho, Good and Irwin; Irwin,
Martines-Filho, and Good). A key assumptioninthese
evauationsisthat arepresentative farmer follows the
recommendationsexactly asprovided by the advisory
services Limited evidenceisavailable on how farmers
actualy use the marketing recommendations provided
by advisory services. Pennings et d (2004, 2005)
examinefactorsthat determine theimpact of MASon
famers marketing decisons. They ague tha
perceived MAS performance, theway inwhich MAS
recommendations are ddivered, and the match
between aparticular MAS and an individud farmer’s
marketing philosophy areimportant factors explaining
the impact of MAS recommendations. Other studies
have evaluated MAS as sources of consulting advice
and information (e.g., Ortmann, et d; Jones, Baittle,

and Schnitkey). These sudies have found that the use
of consulting advice may be affected by the operator’s
age, fam gze, farm ownership, education and risk
averson, among other factors. Ortmann, et d reveded
that farmers rate their marketing management skills
lower than their other management skills. They dso
found that marketing sources of information were
ranked lower than other sources of information, which
may indicate that the needs of farmers are not being
met in this area. These findings emphasize the need to
investigate further the nature of MAS use.

The purpose of thisstudy isto provide new and more
comprehensive evidence about crop farmers' use of
MAS. More specificdly, in this sudy we (1) identify
thelevesof MASuseby US commercid farmers, (2)
differentiate farmers who use MAS, (3) describe
farmer valuation of MAS reldtive to other sources of
marketing information and their sdlection of particular
MAS, (4) demonstrate changes in MAS use under
different market conditions, (5) describe the nature of
MAS use, and (6) discuss the impact of MAS use on
producer marketing behavior. These issues are
examined based on the results of a survey of
commercid agriculturd producers conducted in
January/February 2000. The study is concluded by
providing practicd implications of the survey findings
for advisory services, farmers, extension programsand
research.

Farmers in the US continue to identify price and
income risk as one of thar greatest management
chdlenges. Numerous surveys show that farmers place
ahigh vaue on market advisory services (MAS) asa
source of price risk management information and
advice. While the pricing performance of MAS has
been examined in detall, thereislimited evidence about
how farmers actudly use these services. This study
sought to examine the nature of famers use of
advisory services based on the results of a survey of
US crop producers. The survey questioned 3,990
farmers in the Midwest, Great Plains, and Southeast
and provided 1,285 complete responses for the
purposes of this study. The sample of survey
respondents appears representative of large-scae
commercid farmersin the US.



The survey reveded that about 82% of the
respondents used MAS. Users of MAS cannot be
differentiated from non-users, based on demographic
characterigtics, such as age and farm sze. However,
MAS users tend to be sgnificantly more risk seeking
than non-users. The use of aspecific MAS gppearsto
be closdy corrdated with farmer familiarity with the
MAS. Farmersva ue both aggressve and consarvaive
MAS, which suggests the match between the
marketing philosophy of afarmer and MAS may play
akey rolein MAS choice. Thesefindingsimply thet a
MAS may be able to expand its customer base if it
makes more producers aware of its services, and its
marketing yle, in particular. The biggest potentid for
the new customer base is among more risk-seeking
producers that may be in greater need of marketing
advice.

Stability of customer base may be an important issue
for MAS. Respondents to this survey reported that
they switched MAS on average about once every
three years Thisfinding impliesthat MAS must find a
new pool of subscribers about every three years, and
therefore, ther marketing efforts are extremely
important. Additiondly, farmers reported moderate
levels of satisfaction with MAS use overdl. These
findings are cons stent with conclusionsby Ortmann et
a. that producers needsfor marketing information are
not being fully met. Therefore, MAS (aswell as other
sources of marketing information) may need to invest
in further research to identify these specific needs.

Stability of MAS use dso may be affected by
market conditions. A smpleexperiment includedinthe
survey indicated thet farmersdiffered in their likelihood
of subscribing to MAS in different market conditions.
Three groups of farmers were identified that revealed
(A) decreadng, (B) increesng, and (C) congtant
probability of subscribing to MAS rdative to crop
price levels. Thus, in order to increase Sability of use
in different market conditions, MAS should
concentrate their efforts on the first two groups. It
appearsthat thefirs group (A) may be most interested
inrisk-reducing characterigicsof MAS, and therefore,
thisgroup should be presented with recommendations
targeted at reducing producers risk exposure. The

second group (B) seems to be very sendtive to the
cost of MAS. Hence, some price-disriminating
drategies may make MAS more attractive for these
farmers.

This survey showed that farmers use MAS for
various reasons. Most often MAS are used for
marketing information, market andys's, and to kegp up
with markets. Advisory services are more often used
in an attempt to receive an above-average price than
to reduce price and income risk. Most farmers use
MAS recommendations as background information,
compareit with other sourcesand do not follow MAS
advice precisdly. Only 11% of farmers dlow the
gpecific pricing recommendations of MAS closdly.
Based on this information, it gppears that MAS may
benefit from providing more differentiated products,
some concentrated on general marketing information,
some focused on specific pricing recommendations.
Such product differentiation may allow MASto better
meet the needs of famers. In view of our findings
regarding the importance of the match between MAS
and famers marketing philosophies, it is criticd that
these new products be clearly identified.

Theresultsof thisstudy may be used by producersto
comparetheir useof MASwith that of other usersand
to form expectations for MAS use. The survey
reved ed the importance of agood match between the
marketing philosophy of a famer and a MAS in
farmers sdection of MAS. Therefore, farmers should
carefully condder the marketing style of a particular
service while making their choice of aMAS. A better
“fit” between farmers and MAS may result in higher
satisfaction levelsand lower switching rates. Only 28%
of MAS usersreported that they have never switched
MAS. The other 72% of MAS users may be chasing
“the hot advisor.” Such behavior may result in
substantia switching costs. Similar behavior on part of
mutud fund investors has been shown to be quite
codly in terms of redized peformance (eg.,
McDonad). Additiondly, previous studies of MAS
performance (e.g., Irwin, Martines-Filho, and Good)
show that past performanceis not indicative of future
performance. This emphasizes the importance of
sdecting a MAS based on its marketing style rather



than past performance.

The ingghts about the nature of MAS use by U.S.
crop famers presented in this study adso have
interesting implications for extendon program
development. University extension servicesreceived a
very moderate ranking as a source of marketing
information by survey respondents, which suggeststhat
information the extendon service provides to large
commercia farmers is nat, in generd, highly-valued.
Two findings of this sudy are particularly curious in
thiscontext: (1) MAS usersare more risk-seeking thet
non-users and may have a greater need for marketing
advice becausethey areinvolved in more sophigticated
marketing drategies. and (2) farmers appear more
interested in the price-enhancing characteristics of
MASrather thaninther risk-reducing features. These
findings contribute evidence to the ongoing debate in
the agriculturd economics literature about the
relevance of risk-management education and research.
Numerous arguments have been made that risk
reduction is not of primary interest to farmers
(Chrigtensen and Wimberley), that risk only matters
when a producer is in atight financia Stuation or is
contemplating a mgor change in farm operations
(Petrick and De Vuy4t), or that producers primary
concernishow to usetheinformation in order to make
money (Anderson and Mapp). On one hand, these
aguments emphasize the need for educationd
programs that incorporate information on price-
enhancement opportunities from various marketing
drategies and help producers better understand
marketing information. This can be accomplished in
part by incorporating more outlook information into
extenson programs. On the other hand, these findings
indicate the importance of educating farmers about
market efficiency concepts, which chalengether focus
on price enhancement (e.g., Zulauf and Irwin).

Reaults of this study clearly show that advisory
savices are highly influentid with marketing decisons
of large commercid farmers. If thisgroup of farmersis
deemed an important target of extenson programs,
then advisory services may provide an effectiveway to
reach this audience. One approach would be to
involve MAS in the desgn, and potentidly, even

delivery of extenson programs. Another gpproach
would be to create “train-the-trainer” type programs
focused on MAS saff directly. This approach has
proven quite successful with other groups, such as
agriculturd lenders.

Theresults of thisstudy aso haveimportant research
implications. This study demongrated that MAS have
a subgtantid impact on producer pricing decisons.
Therefore, MAS use should be included in future
sudies of producer marketing behavior. In fact, some
recent sudies (e.g., Katchova and Miranda) aready
condder MAS use as a pat of famers decison
process regarding the use of marketing contracts.
Additionaly, previous studies of MAS performance
(Irwin, Martines-Filho, and Good) are based on the
assumption tha farmers exactly follow the marketing
recommendations provided by services The
conclusons grictly refer to the 11% of producersthat
follow MAS recommendations closely. Research is
needed that examines the reationship between the
degree of implementation of MAS advice and
subsequent pricing performance. This study dso
emphasized the importance of the maich between
farmers and MAS marketing sylesin farmers use of
MAS. However, objectiveinformation about advisory
sarvice marketing syle is quite difficult for farmersto
obtain. Thus, thereis a need to investigate marketing
dyles of various MAS in order to determine style
categories based on objective quantitative factors.
Such information may be used by farmersto improve
their choice of MAS.

To view the entire aticle, go to the webdte
www.farmdoc.uiuc.edu//agmas/index.html

China: Will They or Won't They? By Daryll E. Ray.
Institute of Agriculture, University of Tennessee, and
Director of UT’s Ag. Policy Analysis Center

One of the perennid unanswered questions in
agriculturd trade is, “What are Chind s intentions?”
Will China become a mgor importer of grains and
seeds or will it seek to continue its record of relative
agriculture  df-suffidency? This quedion  has
generated additiond congderation snce China's



accession to the World Trade Organization and the
anticipated opening of its markets to world trade.

A June 1, 2004, the Guardian Unlimited headline
proclams “Lulaseds ded to feed China s cities with
Brazilian soy in return for infrastructure investment.”
The article notes that Brazilian presdent, Luiz Inacio
Lula da Slva, and a ddegation of more than 450
palitica and businessleaders met with Chinese officids
toink anumber of trade ded s designed to benefit both
countries. While the details of the negotiations were
not spelled out, it is clear that Brazil intends to pay for
Chineseinfragtructureinvestmentswith exportsof iron
ore, uranium and soybeans.

On the same day, | read a report in “Doane's
Agricultural Report” giving highlights of the 2004
World Agriculturd Forum. One of the highlights
focused on China and what was reported as its
changed definition of agriculturd sdf-sufficency. Inthe
past, China's god of sdf-sufficiency has focused on
domesticaly producing dl of the food it consumes.
The new definition defines sHf-aufficiency as the
“combination of domestic production and export
eanings from high-vaue fruit and vegeable
production.” It has been argued that China, with its
low labor costs, would be better off concentrating its
efforts in labor intendve corps like fruits and
vegetables, importing land extensive crops like grains
and seeds.

Both of these news items are consgtent with the
soriesand largely unredized projectionswe have seen
dnce a least the time of the adoption of the 1996
Farm Bill. For nearly ten years, these projections have
shown ever-increasing imports by China. In the padt,
the rationdle was not adjustment shifts brought about
by WTO, but the need for imported grains to feed
animasto provide a growing middle class with mest.

On the other hand, in M ay, the USDA revised its
estimatefor China scorn stocksfor the secondtimein
less than four years. Once again, the level of grain
stockswasincreased to account for Chinal scontinued
corn exports. Without the revison, Chinawould have
been exporting corn that USDA estimatessaid it didn’t
have.

While | was thinking about these issues, | learned

about some research being conducted by Yu Zhang,
one of our graduate students here a the Universty of
Tennessee. She found a 2003 survey of the attitudes
of Chinese consumers toward the issue of df-
aufficiency (Food Security Module China). Almost
every Chinese believes in food security that is based
on df-aufficency. Zero percent of the urban
respondents said they wanted China to rely on food
imports. Similarly, only 3.3% of rurd resdents
indicated that they would be comfortable relying on
imports. Zhang said that food sdlf-sufficiency isdegply
imbedded in Chinese culture going back centuries, if
not amillennium or more.

The fedings of Chinese consumers are reflected in
the comments that Zhou Ming Chen, Chairman of the
China Nationd Ceredls, Oils and Foodstuffs Import
and Export Corp., made a presentation on February
17, 2004 in Washington D.C. In that address, he said
“China attaches grest importance to agriculturd
development and increasing the income of farmers. It
isinconceivablethat acountry of 1.3 billion peoplewill
rely on othersto feed themselves.”

This commitment to saf-sufficiency was fleshed out
with China slaunch of anew agriculturd policy a the
beginning of 2004. This “Number One Centrd
Government Document” comes 18 years after the last
number one agriculturd policy. The policy commits
ggnificant funds to increesng farmers income and
living sandards and ensuring food security. The
document cdls for increased agriculturd research,
increesed mechanization of Chinese agriculture,
support of rurd incomes, the availability of capitd and
credit in rurd aress, and policies to support grain
production and processing.

Only time will tel whether Chinawill live up to the
expectations of those anticipating agriculturd
prosperity based on large exportsto Chinaor continue
its centuries-long commitment to agriculturd sdf-

aufficency.



Rethinking the Soybeans-to-Corn PriceRatio: Is

It Still a Good Indicator for Planting Decision, by
William Lin and Peter A. Riley Agricultura Economists,
Market and Trade Economics Division, Economic Research
Service. Taken from Feed Y earbook/FDS-1998/April 1998

Andysts have long used the soybeans-to-corn price
ratio asan indicator to determine whether there would
be an acreage switch from corn to soybeans, or vice
versa. If producers expect the soybeans-to-corn price
ratio to exceed the breskeven price ration (BEPR),
there would be a tendency to switch from corn to
soybean plantings. Conversdly, if the expected
soybeans-to-corn priceratio is below the BEPR, the
reverse would be true. The BEPR is the ratio of
expected soybeans-to-corn prices which equates the
expected net returns of producing corn and soybeans,
given trend yieds of corn and soybeans, the expected
price of corn, the variable costs of corn and soybean
production, the expected program payments, and
other program expenses.

The soybeans-to-corn priceratioisasmple measure
of reldive returns for corn and soybeans. When
producers expect the priceratio to exceed the BEPR,
it suggests that expected net returns for soybeans are
greater thanthosefor corn. In contrast, the oppositeis
true. However, producers do not smply look &t the
price of soybeans versus the price of cornin deciding
what to plant. Other than crop rotation concerns and
restraints, the use of the soybeans-to-corn priceratio
assumesthat the market pricesfor corn and soybeans
accurately reflect their relative net returns. Thismay be
a heroic assumption in the current climate.

This atidle examinestheratio in terms of itsrole in
explaning the switch between corn and soybean
plantings in higtorica context and the evolution of the
soybeans-to-corn breakeven price ratio. In addition,
this article points out deficiencies of the ratio as an
indicator for planting decisons, particularly after the
enactment of the 1996 farm legidation.

Given more planting flexibility, States outside of the
main Corn Bet have accounted for much of the
change in corn and soybean acreage in the last 2
years. The soybeans-to-corn price ratio presents a
less complete picture of crop choices than in the past

as (1) corn and soybean production continues to
expand to the Centra and Northern Plainsregion and,
to a lesser extent, the Delta and Southeast regions
over thelagt 2 years, and (2) plantings became more
flexible under the 1996 Act. Andyss of other
indicators, such as the soybeans-to-cotton priceratio
and the corn-to-cotton price ratio for the Delta and
Southeast, becomes necessary to more fully capture
the competition for cropland use among mgor fied
crops. In addition, due to planting flexibility and a
fagter yied gain in soybean production snce the early
1990 sthe BEPR, which used to be around 2.6 at the
nationa level intheearly 1990’ shoversaround 2.5 for
this year, offering producers grester incentives to
switch from corn to soybean plantings.

Dueto greater planting flexibility, corn and soybean
plantings future years are likdy to be increasng
affected by factors other than the soybeans-to-corn
price ratio. In the Great Plains region, these other
factors could include the soybeans-to-whest price
ratio and the corn-to-wheat price retio. In the Delta
and Southeast regions, these price rdationshipsinclude
the soybeans-to- cotton priceratio, the corn-to-cotton
price ratio, and the soybeans-to-whest priceratio. In
the spring whest aress, the soybeans-to-whest price
ratio could be relevant to forecasting soybean acreage
in future years. Much of the other price relationships
need further investigation beforethe exact rdaionships
are established.

Sincerdly,

Extenson Educator,
Agriculture & Natura Resources



