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Big data and agriculture markets: Part1

We're awash in market information and using modern approaches can help manage and understand it all
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ig data has got a lot of

attention: from online

shopping patterns that
encourage you to buy, to life
insurance to lower premiums
and, of course, to the financial
markets to increase returns and
reduce risk.

The agriculture industry has
seen plenty of number crunch-
ing focusing on production and
operations information tech-
nology, crop sciences advance-
ments and high-precision
equipment. In this world of big
data, farmers gain an advan-
tage by comparing field data,
fine tuning fertilizer application
rates or studying combine and
harvest efficiencies.

Farm marketing and hedg-
ing strategies must stay ahead
of the curve as well. However,
the marketing and risk manage-
ment side of farming has not
received enough scientific anal-
ysis and attention to detail.

Over the past 20 years, I've
read numerous studies, reports
and surveys that have shown
that only between five and 10
per cent of Canadian farmers
use market-based options and
futures hedging tools to man-
age their farm revenues. This
compares with around a third of
farmers in the U.S.

It’s a bit surprising to see
that difference, but there are
reasons for it. The two coun-
tries have very different grain
storage, handling and delivery
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“Farmers can grow
the best crop in the
world, but many
agree that their
marketing needs
improvement.”

systems. There’s the lingering
decades-long influence of the
Canadian Wheat Board’s now-
defunct single desk. While the
two countries are very similar
there are different attitudes
towards business and markets
in Canada and the U.S. In this
U.S. a more developed com-
modity futures industry has
educated American farmers,
and promoted and encouraged
the use of these tools.

The objective of this three-
part series is to address the
myths, misperceptions and
opportunities in agriculture
commodity marketing.

What do we know?

Farm businesses need to imple-
ment the marketing advantages
uniquely available to them to
level the playing field between
farmers and other market
participants.

Part 1 will review what we
know now and where we are
today. Part 2 will explore some
myths and misperceptions
and opportunities in agricul-
ture commodity marketing and
hedging. Part 3 of the series
offers up some opportunities
and provide some real-time
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marketing and hedging solu-

tions for farm businesses.

What do we know so far?

There have been some
attempts to quantify and apply
rigorous scientific analysis to
farm marketing and hedging
with a couple of larger studies
done over 10 years ago.

In 2000 and then again
in 2006, professors at the
University of Illinois undertook
performance studies of grain
market advisory hedging serv-
ices for wheat, corn and soy-
beans. The main conclusions of
these studies were:
 “There is limited evidence that

advisory programs as a group

outperform benchmarks

(including selling equally

throughout the year), particu-

larly after considering risk.”

e “... the results provide little
evidence that future advisory
program pricing performance
can be usefully predicted from
past performance.”

e “... producers selecting top-
performing programs based
on a given year, and expecting
them to continue to be top-
performing funds, would actu-

ally experience just the oppo-

site result.”

A final question raised by
these studies is:

e “... whether farmers can most
effectively improve market-
ing performance by pursuing
‘active’ strategies, like those
recommended by advisory
services, or ‘passive’ strategies,
which involve spreading sales
across the marketing window.”
As we'll see, research shows

that the answer is somewhere
in the middle: Not by pursuing
just active or passive strategies
but by implementing a proactive
combination of both — ones that
are “actively passive” or “pas-
sively active.”

Right questions?

With only so few Canadian
farmers using all the selling and
hedging tools available to them,
it shows not enough effort and
attention is focused on market-
ing. Self-admittedly, farmers can
grow the best crop in the world,
but many agree that their mar-
keting needs improvement.

This is where “farming” big
data can help bridge that gap.
Wikipedia offers a thought-pro-
voking definition of “big data”:
an information set so large and
complex it is impossible to pro-
cess using traditional tools.

If markets are indeed large and
complex, that then begs the ques-
tion: Are traditional marketing
tools like production contracts
or even futures contracts suf-
ficient to properly manage and

fully process your marketing plan?
Furthermore, if every hedger,
trader, investor or analyst is using
the same data analysis, indicators
or newsletters, then asking the
right question becomes key.

There’s a saying that goes:
“What gets measured, gets trea-
sured.” If more time and effort is
invested into marketing to fully
manage revenue, balance risk,
and measure outcomes, then
farmers will more likely treasure
their marketing results, especially
in these volatile times.

One comment I hear a lot from
farmers is: “Markets are more
volatile than ever!!” Is this true?
Yes. Most agriculture markets
have become more volatile over
the past few decades, some more
than others, such as grain mar-
kets compared to livestock. For
example, wheat volatility trends
have doubled since the late 1980s.

So what do you do about this
increased volatility and uncer-
tainty? How do you better man-
age the associated risks? As a first
step, the next article in this series
addresses some of the main
myths and misperceptions that
surround commodity marketing.

David Derwin is a commodity portfolio
manager with Pl Financial Corp. The
views here are his own, presented for
educational purposes, rather than as
specific market advice. For a copy of
the complete research study “Farming
Big Data — Myths, Misperceptions &
Opportunities in Agriculture Commodity
Hedging” contact him at dderwin@
pifinancial.com.

Trait Stewardship Responsibilities Notice to Farmers

Monsanto Company is a member of Excellence Through Stewardship® (ETS). Monsanto products are commercialized
inaccordance with ETS Product Launch Stewardship Guidance, and in compliance with Monsanto’s Policy for
Commercialization of Biotechnology-Derived Plant Products in Commodity Crops. These products have been approved for
import into key export markets with functioning regulatory systems. Any crop or material produced from these products can
only be exported to, or used, processed or sold in countries where all necessary regulatory approvals have been granted. It is
aviolation of national and international law to move material containing biotech traits across boundaries into nations where
import is not permitted. Growers should talk to their grain handler or product purchaser to confirm their buying position for
these products. Excellence Through Stewardship® is a registered trademark of Excellence Through Stewardship.
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ALWAYS READ AND FOLLOW PESTICIDE LABEL DIRECTIONS. Roundup Ready® technology contains genes that

confer tolerance to glyphosate, an active ingredient in Roundup® brand agricultural herbicides. Roundup Ready 2 Xtend™
soybeans contain genes that confer tolerance to glyphosate and dicamba. Agricultural herbicides containing glyphosate will
kill crops that are not tolerant to glyphosate, and those containing dicamba will kil crops that are not tolerant to dicamba.
Contact your Monsanto dealer or call the Monsanto technical support line at 1-800-667-4944 for recommended Roundup
Ready® Xtend Crop System weed control programs. Acceleron® seed applied solutions for canola contains the active

O e p a t S ingredients difenoconazole, metalaxyl (M and S isomers), fludioxonil and thiamethoxam. Acceleron® seed applied solutions
a fa r e r 3) for canola plus Vibrance® is a combination of two separate individually-registered products, which together contain the
L

active ingredients difenoconazole, metalaxyl (M and S isomers), fludioxonil, thiamethoxam, and sedaxane. Acceleron® seed
applied solutions for corn (fungicides and insecticide) is a combination of four separate individually-registered products,
which together contain the active ingredients metalaxyl, trifloxystrobin, ipconazole, and clothianidin. Acceleron® seed
3 applied solutions for corn (fungicides only) is a combination of three separate individually-registered products, which
e Lagarde, AGURESES together contain the active ingredients metalaxyl, trifloxystrobin and ipconazole. Acceleron® seed applied solutions for
MIBSyrup Producey corn with Poncho®/VaTivo™ (fungicides, insecticide and nematicide) is a combination of five separate individually-registered
? products, which together contain the active ingredients metalaxyl, trifloxystrabin, ipconazole, clothianidin and Bacillus
[ firmus strain 1-1582. Acceleron® seed applied solutions for soybeans (fungicides and insecticide) is a combination of four
. separate individually registered products, which together contain the active ingredients fluxapyroxad, pyraclostrobin,
# metalaxyl and imidacloprid. Acceleron® seed applied solutions for soybeans (fungicides only) is a combination of three
Fl separate individually regige{rjed products, which together cu(ntain the agti\ée ingredients ﬂuxa@pyg}xad. p(y]raclost;ubinO
- and metalaxyl. Acceleron®, Cell-Tech™, DEKALB and Design®, DEKALB®, Genuity and Design®, Genuity®, JumpStart®,
Be somebOdy who does somethmg. Optimize®, RIB Complete®, Roundup Ready 2 Technology and Design®, Roundup Ready 2 Xtend™, Roundup Ready 2 Yield®,
Be an agvocate_ Roundup Ready®, Roundup Transorb®, Roundup WeatherMAX®, Roundup Xtend™, Roundup®, SmartStax®, TagTeam®,
Transorb®, VaporGrip®, VT Double PRO®, VT Triple PRO® and XtendiMax® are trademarks of Monsanto Technology LLC. Used
under license. Fortenza® and Vibrance® are registered trademarks of a Syngenta group company. LibertyLink® and the Water
Droplet Design are trademarks of Bayer. Used under license. Herculex® is a registered trademark of Dow AgroSciences LLC.
Used under license. Poncho® and Votivo™ are trademarks of Bayer. Used under license. ©2016 Monsanto Canada Inc.

Learn more at AgMoreThanEver.ca.
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