etadata, citation and similar papers at core.ac.uk brought to you by 4|

provided by Research Papers in E

4 N

The Pricing Performance of Market Advisory Services in
Corn and Soybeans Over 1995-2001:
A Non-Technical Summary

by

Scott H. Irwin, Joao Martines-Filho and Darrel L. Good



https://core.ac.uk/display/7013142?utm_source=pdf&utm_medium=banner&utm_campaign=pdf-decoration-v1

The Pricing Performance of Market Advisory Servicesin
Corn and Soybeans Over 1995-2001.:
A Non-Technical Summary

by

Scott H. Irwin, Joao Martines-Hlho and Darrd L. Good*

June 2003

AgMAS Project Research Report 2003-06

! Scott H. Irwin is a Professor in the Department of Agricultural and Consumer Economics at the University of lllinois
at Urbana-Champaign. Joao Martines-Filho is the former Manager of the AQMAS and farmdoc Projects in the
Department of Agricultural and Consumer Economics at the University of Illinois at Urbana-Champaign. Darrel L.
Good is a Professor in the Department of Agricultural and Consumer Economics at the University of Illinois at
Urbana-Champaign. The authors gratefully acknowledge the research assistance of Lewis Hagedorn, Wei Shi, Rick
Webber and Silvina Cabrini, AQMAS graduate research assi stants in the Department of Agricultural and Consumer
Economics at the University of Illinois at Urbana-Champaign. Helpful comments on this research report were
received from members of the AQMAS Project Review Panel. Funding for the AQMAS project is provided by the
following organizations: Illinois Council on Food and Agricultural Research; Cooperative State Research, Education,
and Extension Service, U.S. Department of Agriculture; Economic Research Service, U.S. Department of Agriculture;
the Risk Management Agency, U.S. Department of Agriculture, and the Initiative for Future Agriculture and Food
Systems, U.S. Department of Agriculture. Correspondence with the AQMAS Project should be directed to: AQMAS
Project Manager, 434a Mumford Hall, 1301 West Gregory Drive, University of Illinois at Urbana-Champaign, Urbana,
IL 61801, voice: (217)333-2792; fax: (217)333-5538; e-mail: agmas@uiuc.edu. The AQMAS Project also has awebsite
that can be found at the following address: http://www.farmdoc.uiuc.edu/agmas/.




DISCLAIMER

The advisory service marketing recommendations used in this research represent the best efforts
of the AQMAS Project aff to accurately and fairly interpret the information made available by each
advisory service. In cases where arecommendation is vague or unclear, some judgment is exercised as
to whether or not to include that particular recommendation or how to implement the recommendation.
Given that some recommendations are subject to interpretation, the possibility is acknowledged that the
AgMAS track record of recommendations for a given program may differ from that stated by the
advisory service, or from that recorded by another subscriber. In addition, the net advisory prices
presented in this report may differ substantialy from those computed by an advisory service or another
subscriber due to differences in Smulation assumptions, particularly with respect to the geographic
location of production, cash and forward contract prices, expected and actud yields, storage charges
and government programs.

This material is based upon work supported by the Cooperative Sate Research, Education and
Extension Service, U.S Department of Agriculture, under Project Nos. 98-EXCA-3-0606 and
00-52101-9626. Any opinions, findings, conclusions, or recommendations expressed in this
publication are those of the authors and do not necessarily reflect the view of the U.S
Department of Agriculture.




The Pricing Performance of Market Advisory Servicesin
Corn and Soybeans Over 1995-2001.
A Non-Technical Summary

Abstract

The purpose of this research report isto summarize the pricing performance of professond
market advisory services for the 1995-2001 corn and soybean crops. Firdt, advisory programsin corn
do not consstently beat market benchmarks, but they do consistently beet the farmer benchmark.
Second, advisory programs in soybeans tend to beat both market and farmer benchmarks. Third, in
terms of 50/50 revenue, advisory programs only margindly beat market benchmarks, but consstently
beat the farmer benchmark. So, the results provide mixed performance evidence with respect to
market benchmarks and consstently positive evidence with respect to the farmer benchmark. Caution
should be used when congdering the results, due to the rdatively smal sample of crop years available
for anadyss. In particular, the presence of sharp downward price trendsin most crop years makesit
difficult to determine whether the 1995-2001 sample period provides ardiable guide to future
differencesin pricing performance.



The Pricing Performance of Market Advisory Servicesin
Corn and Soybeans Over 1995-2001.
A Non-Technical Summary

I ntroduction

Farmersin the US congstently identify price and income risk as one of the greatest management
chdlengesthey face. Surveys suggest that numerous farmers view professiona market advisory
services as an important tool in managing price and incomerisk. Asaresult, thereis aneed to develop
an ongoing “track record” of the performance of market advisory servicesto assst farmersin identifying
successful dternatives for marketing and price risk management. The Agriculturd Market Advisory
Service (AgMAYS) Project wasinitiated in 1994 with the god of providing such information.

The purpose of this research report isto summarize the pricing performance of professiond
market advisory services for the 1995-2001 corn and soybean crops. The results for 1995-2000 were
released in earlier AQMAS research reports, while the results for the 2001 crop year are new.
Complete details on data collection, computation of net advisory prices and benchmarks and pricing
performance tests can be found in the full AQMAS research report by [rwin, Martines-Filho and Good
(2003).

At least 23 advisory programs are included in the evauations for each commodity and crop
year. While the sample of advisory services is non-random, it is congtructed to be generaly
representative of the mgjority of advisory services offered to farmers. Two indicators of pricing
performance are presented. Thefirst indicator isthe proportion of advisory programs that best
benchmark prices. The second indicator is the average price of advisory programs relaive to
benchmarks. Both market and farmer benchmarks are consdered in the eval uations.

At the outsdt, it isimportant to point out that only seven crop years are available to andyze
market advisory service pricing performance. From apurdly statistical standpoint, samples with ten or
fewer observationstypically are consdered “sparse” On the surface, this suggests the sample may not
contain enough information to draw conclusions about advisory service pricing performance. There are
severd reasons why this may not bethe case. First, Anderson (1974) explored the rdiability of
agriculturd return-risk estimates based on sparse data sets and found the surprising result that even as
few asthree or four observations can be very useful. Second, even though the number of crop yearsis
limited, at least 23 advisory programs are tracked for each crop year. This has the potentid to
subgtantialy increase the information provided by the sample. Third, from a practical, decison-making
standpoint, samples with seven observations often are considered adequate to reach conclusons. The
results of university crop yied trids represent awell-known example. A typica presentation of the
results includes only current year yields and two-year or three-year averages. In many cases, even the
two-year and three-year averages cannot be presented because of turnover in the varieties tested from
year-to-year. Despite the limitations, this type of yidd trid dataiswidely used by farmersin making
variety selections. On baance, then, it seems reasonable to argue that the seven years of data currently
available on advisory service pricing performance may be used to make some careful conclusons.



Caution obvioudy isin order given the possibility of results being due to random chancein ardatively
smal sample of crop years.

Computing the Returnsto M arketing Advice

In order to evaluate the returns to the marketing advice generated by advisory services, the
AgMAS Project purchases a subscription to each of the programs offered by aservice* The
informétion is recaived eectronicdly viawebsites, e-mall or satellite service (DTN). Staff members of
the AQMAS Project read the information provided by each advisory program on adaily basis. Asa
result, "redl-time" recommendations are obtained.

After AQMAS taff collects the stream of recommendations for aparticular crop year, dl of the
(filled) recommendations are digned in chronologica order. The advice for a given crop year is
congdered to be complete for each advisory program when cumulative cash sdes of the commodity
reach 100%, dl futures positions covering the crop are offset, dl option positions covering the crop are
ether offset or expire and the advisory program discontinues giving advice for that crop year. In order
to produce a consistent and comparable set of results across the different advisory programs, certain
explicit assumptions are made. These assumptions are intended to accurately depict “red-world’
marketing conditions facing a representative centrd [llinois corn and soybean farmer. Severd key
assumptions are: i) with afew exceptions, the marketing window for a crop year runs from September
before harvest through August after harves, ii) on-farm or commercia physica storage costs, aswell as
interest opportunity costs, are charged to post-harvest sdes, iii) brokerage costs are subtracted for dl
futures and options transactions and iv) Commodity Credit Corporation (CCC) marketing loan
recommendations made by advisory programs are followed wherever feasble. Based on these and
other assumptions, the net price received by a subscriber to amarket advisory program is calculated for
the 1995-2001 corn and soybean crops. It should be interpreted as the harvest-equivadent net price
received by afarmer because post-harvest sales are adjusted for physica storage and interest
opportunity costs.

The next step in evauating pricing performance is specification of objective sandards of
performance. These objective sandards typically are referred to as “benchmarks.” It is commonplace
to compare performance to benchmarks in other economic contexts, such asfinancid investments.
Some of the best-known stock investment benchmarks are the Dow-Jones Industrias Index, S& P 500
Index and the Wilshire 5000 Index.

Two different types of benchmarks are developed for the performance evaluaions. Efficient
market theory implies that the return offered by the market is the rlevant benchmark. In the context of
this study, a market benchmark should measure the average price offered by the market over the pricing

! The term “advisory program” is used because several advisory services have more than one distinct marketing
program.



window of arepresentative farmer who follows advisory program recommendations. Both a 24-month
and a 20-month market benchmark are specified in order to test the fragility of performance resultsto
different market benchmark assumptions. The first market benchmark averages cash price over the
entire 24-month marketing window, which begins on September 1 of the year prior to harvest and ends
on August 31 of the year after harvest. The second market benchmark is computed by smply deleting
the firgt four months of the 24-month pricing-window from the computations of the average market
price. Behaviord market theory suggests that the average return actudly achieved by market
participants is an appropriate benchmark. In the context of the present study, a behaviorad benchmark
should measure the average price actudly received by farmersfor acrop. A farmer benchmark is
specified based upon the USDA average price received series for corn and soybeansin lllinois. All
benchmarks are computed using the same assumptions applied to advisory program track records.
Note that the same simulation assumptions applied to advisory service track records (e.g., storage
costs) are applied to the market and farmer benchmarks.

Net Advisory Pricesand Benchmarksfor 1995 - 2001

Net advisory prices and benchmarks for the 1995-2001 crop years are reported in Tables 1
and 2. In order to obtain a consstent set of net advisory prices and benchmarks for the entire sample
period, commercia storage costs are assumed. It isnot possble to present pardld results assuming on
farm variable costs of storage, because the AQMAS Project first computed net advisory prices and
benchmarks under this dternative storage cost assumption for the 2000 crop year. Seethe previoudy
mentioned AgMAS research report by Irwin, Martines-Filho and Good for 2000 and 2001 crop year
results that assume on-farm variable costs of storage. Also note that some of the market advisory
sarvices included in the tables are not evauated for dl Sx years.

Table 1 shows the average advisory price for corn ranges between $1.99 per bushel in 2001
and $3.03 per bushd in 1995 (based on commercid storage costs). Range satistics reved that net
advisory pricesfor corn vary subgtantialy within individua crop years. The most dramatic exampleis
1995, where the minimum is $2.29 per bushd and the maximum is $3.90 per bushel. Even in yearswith
less market price volatility, it isnot unusud for the range of prices across advisory programs to be near
adallar per bushd. The three dternative benchmark prices for corn are shown at the bottom of Table
1. The variation in benchmark prices from year-to-year issSmilar to that of average net advisory prices.
However, there can be substantial differences in benchmark prices for a particular crop year. For
example, the 24-month market benchmark in 1998 is $2.24 per bushel, while the farmer benchmark is
only $1.97 per bushel. These data suggest performance results for corn may be sendtive to the selected
benchmark.

Asreported in Table 2, the average advisory price for soybeans ranged from $5.44 per bushel
in 2000 to $7.27 per bushd in 1996 (based on commercid storage costs). Similar to corn, the range of
individua net advisory prices within a crop year is substantial. The most dramatic example is 1999,
where the range in advisory prices gpproaches $2.50 per bushel. The three aternative benchmark
prices for soybeans are shown at the bottom of Table 2. The variation in soybean benchmark prices



from year-to-year isSmilar to that of average net advisory prices. Once again, there can be substantia
differences in benchmark prices for a particular crop year.

Since many subscribers to market advisory services produce both corn and soybeans, it is
relevant to examine a combined measure of corn and soybean pricing performance for each market
advisory program. One way to aggregate the resultsis to calculate the per-acre revenues implied by the
pricing performance results. The per-acre revenue for each commodity isfound by multiplying the net
advisory price for each market advisory service by the actua centra 1llinois corn or soybean yield for
each year. A smple average of the two per acre revenues is then taken to reflect afarm that uses a
50/50 rotation of corn and soybeans.

Table 3 contains the combined corn and soybeans revenue results (based on commercia
storage costs). The lowest average advisory revenue, $287 per acre, occurred in 2001, while the
highest average advisory revenue, $369 per acre, occurred in 1996. Given the results for corn and
soybeans, the large range of individua advisory revenues within a crop year is not surprising.
Nonethdless, it is gartling to see the possible economic impact of following the best versus the worst
performer in agiven crop year. For example, in three of the seven crop years (1995, 1999 and 2000)
the range in advisory revenue exceeds $100 per acre.

Advisory Service Pricing Performance Over 1995-2001

Before congdering the pricing performance results, two important issues need to be discussed.
Fird, the results presented in this section address the performance of market advisory programs as a
group. In other words, average pricing performance across al programsis consdered. Thisisa
different issue than the pricing performance of a particular advisory program. Smply put, it is
inappropriate to make performance inferences for an individua advisory program based on aggregate
results. Second, farmers subscribe to market advisory programs for a variety of reasons. For example,
Pennings et d. (2001) survey farmer-subscribers and find that the two highest rated uses of market
advisory programs are marketing information and market andyss. While the qudity of marketing
information and market analysisislikely to be postively corrdated with the marketing recommendations
evauated in this section, this does not necessarily have to be the case. It is possible that advisory
programs provide vauable information and analyss to farmer- subscribers, yet fail to exhibit superior
pricing performance.

Directional Performance

Thefirg, and smples, indicator of pricing performance is the proportion of advisory programs
that beat the market or farmer benchmarks. Positive performance isindicated if the proportion of
advisory programs beating a benchmark exceeds 50%, the proportion one would observe if advisory
performance is random, like flipping afar coin. A noteworthy feature of this“directiond” indicator is
that it is not influenced by extremely high or low advisory prices or revenue.



The proportion of advisory programs in corn, soybeans and 50/50 advisory revenue above the
benchmarks over 1995-2001 is presented in Table 4. Consdering corn first (Panel A: Table 4), there
issome variation in the proportion of net advisory prices above the two market benchmarks for
individua crop years, particularly 1998, but the patterns are Smilar overdl. There aso does not gppear
to be any discernable trend in the proportions for either benchmark over the seven crop years. The
average proportion for 1995-2001 is 49% versus the 24-month benchmark and 60% versus the 20-
month benchmark, indicating a zero to margind chance of advisory pricesin corn besting market
benchmark prices. In contrast, the proportion of net advisory prices above the farmer benchmark
exceeds 50% each crop year. The average proportion above the farmer benchmark over 1995-2001
is73%. Thisissubgtantialy higher than the average proportions versus the market benchmarks and
indicates a Szeable chance of market advisory programs generating net prices higher than the farmer
benchmark.

Moving to soybeans (Pandl B: Table 4), there is more variation in the proportion of net advisory
prices above the two market benchmarks for individua crop years. Particularly sharp differences are
observed in 1998 and 1999, where the spread between the proportionsis between 26 and 45
percentage points. No clear trend is gpparent for the proportions versus either market benchmark.
Despite these differences for individua crop years, the average proportions for 1995-2001, 63% versus
the 24-month benchmark and 74% versus the 20-month benchmark, both indicate a better than average
chance of advisory prices beating market benchmark prices in soybeans. The proportions above the
farmer benchmark are al above 50%, except the 2001 crop when only 27% of the programs were able
to beat the farmer benchmark. The average proportion above the farmer benchmark over 1995-2001
iIS67%. Thisindicates areasonable chance of market advisory programs generating net pricesin
soybeans higher than the farmer benchmark.

Given the combined nature of 50/50 advisory revenue, it is not surprising thet revenue
proportions (Panel C: Table 4) typicaly are between those of corn and soybeans. The average
proportion for 1995-2001 is 56% versus the 24-month benchmark and 70% versus the 20-month
benchmark, indicating amargind to better than average chance of advisory revenue beating market
benchmark revenue. The proportion of advisory revenues above the farmer benchmark exceeds 50%
each crop year, except for 2001, and averages 71% over 1995-2001. Thisindicates a Szable chance
of advisory revenue beating farmer benchmark revenue. It isinteresting to note that 100% of the
advisory programsin 1998 generated revenue that exceeded the farmer benchmark, despite the fact
that less than 100% did so in corn and soybeans. This smply reflects a Situation where some programs
had gains above the farmer benchmark in one commodity that more than offset the losses below the
benchmark in the other commodity.

Overdl, the directiona performance results over 1995-2001 suggest severd key findings. Firdt,
advisory programs in corn do not consistently beat market benchmarks, but they do consstently best
the farmer benchmark. Second, advisory programs in soybeans tend to beat both market and farmer
benchmarks. Third, in terms of 50/50 revenue, advisory programs only marginally beat market
benchmarks, but consistently beat the farmer benchmark. So, the results provide mixed performance



evidence with respect to market benchmarks and consistently positive evidence with respect to the
farmer benchmark.

Average Price Performance

The second indicator of pricing performance is the difference between the average price of
advisory programs and the market or farmer benchmarks. Thisindicator takes into account both the
direction and magnitude of differences from the benchmarks. The results found in Tables5 and 6
basicdly tdl the same story as those based on the proportion beeting the benchmarks. Average
differences from market benchmarks for corn over 1995-2001 (panel A: Table 5) are smdl, ranging
from zero to three cents per bushd.” At 10¢ cents per bushel, the average difference from the farmer
benchmark for cornislarger. Average differences for soybeans over 1995-2001 (panel B: Table 5) are
even larger for both types of benchmarks, ranging from 11 to 18¢ per bushd versus market
benchmarks and 17¢ per bushel versus the farmer benchmark. Average differences for 50/50 advisory
revenue range from three to seven dollars per acre for market benchmarks over 1995-2001 (Table 6).
The average revenue difference versus the farmer benchmark is $12 per acre.® Note that the average
differences can mask congderable variability across the benchmarks within a crop year and across crop
years. A dramatic example of this occurred in 1998 for soybeans (Pandl B: Table 5), where the
average difference from the 24-month market benchmark is—4¢ per bushd, while the average
difference from the farmer benchmark is +64¢ per bushd.

It should be pointed out that average differences versus the farmer benchmark appear to be
non-trivid from an economic decision-making perspective. For example, the average advisory return
relative to the farmer benchmark ($12 per acre) is nearly four percent of average farmer benchmark
revenue. This represents a substantia increase in net farm income (defined as returns to farm operator
management, labor and capitd), typicaly about $50 per acre for grain farmsin lllinois (Lattz, Cagley
and Raab, 2002). The comparison does not account for yearly subscription costs, which is not a mgjor
problem because subscription cogts are quite smal relative to revenue. For example, subscription costs
are less than one-tenth of one percent of average farmer benchmark revenue for a 2,000 acre farm and

% Differences are cal cul ated as advisory price minus benchmark price. So, apositive difference indicates an advisory
price above the benchmark price and vice versa.

% To facilitate direct comparisons across corn, soybeans and 50/50 revenue, average differencesfor 1995-2001 also are
computed on a percentage basis:

Average Difference Between Advisory Programs and Benchmark
24-Month Market 20-Month Market Farmer
Corn -0.1% +1.7% +4.8%
Soybeans +2.0% +3.2% +3.3%
50/50 Revenue +0.9% +2.4% +4.1%

It isinteresting to note that the percentage difference versus the farmer benchmark islarger for corn than soybeans,
just the reverse of the results on a cents per bushel basis.



about two-tenths of one percent for a 500 acre farm. A more serious issue is fully accounting for the
cogt of implementing, monitoring and managing the marketing strategies recommended by advisory
programs. Such costs are difficult to measure, but may well be substantial (Tomek and Peterson,
2001).

When viewing datigtica test results, it is dways important to assess whether the nature of the
sample information or the comparisons bias the results in one direction or the other. Thereisin fact a
systematic trend in corn and soybean price movements during the sample period that has an important
impact on the tests results. Figure 1 shows the average pattern of corn and soybean prices over the 24-
month marketing window for the 1995-2001 crop years. These charts are based on the same harvest
equivaent forward and spot cash prices (including LDP/IMLGs) used to compute net advisory prices
and the market benchmarks. The downward trend in corn and soybean prices over the 24-month
window is subgtantia, with pre-harvest highs in corn and soybean prices about 60¢ and 80¢ per bushd,
respectively, higher than post-harvest lows. A marketing strategy that systematicaly priced more
heavily in the pre-harvest period relative to the post-harvest period would have generated much higher
returns than a strategy that did not.

Next, congder the average “marketing profiles” found in Figure 2 for corn and soybeans over
the 1995-2000 crop years.” The marketing profiles show the average amount of corn and soybean
crops priced (sold) by market benchmarks, advisory programs and farmers on a cumulative basis, each
day over the two-year period beginning in September of the year before harvest and ending August of
the year after harvest. Since USDA marketing weights represent grain purchases, which are not
necessarily the same as pricing weights due to farmers' use of forward contracts, the marketing profile
for farmersis only hypotheticd. 1t isbased on asmilar marketing window as the market benchmarks
and advisory programs, but reflects substantidly less pricing in the pre-harvest period. In light of the
downward price trends, the marketing profiles make it is easy to understand why market benchmarks
and advisor programs generated higher average prices than the farmer benchmark over the last seven
crop years.

The key question is whether the price trends and marketing patterns of the last seven years
provide ardiable picture of the future. Scenario andysisis hdpful inillugrating the range of possble
outcomes. Consider firgt a scenario where future upward price trends offset the downward price
movements of the last seven crop years and advisors and farmers do not significantly change their
marketing behavior. Future performance results under this scenario will be just the opposite of those for
the last saven crop years because farmers will benefit relatively more than advisors from the upward
pricetrends. Of coursg, it is possible for advisory programs to outperform farmersin an environment of
risng pricesif they time strategy changes better than farmers. Congder an dternative scenario where
downward price trends continue to be the norm and advisors and farmers do not sgnificantly change

* A detailed explanation of the construction of the marketing profiles and results for individual advisory programs
and crop years can be found in Martines-Filho et al. (2003a, 2003pb). Note that these reports do not contain marketing
profiles for the 2001 crop year. The AQMAS Project will compute the 2001 profiles at alater date.



their marketing behavior. Future performance results basically will be the same as those observed over
the 1995-2001 sample period. Farmers could equa the performance of advisors under a downward
price trend scenario if they systematically increase pre-harvest pricing. These scenarios show that future
performance differences could range from complete reversa to no change, depending on future price
trends and marketing behavior of services and farmers.

In sum, pricing performance depends on a complex set of variables that include corn and
soybean price behavior, advisory program drategies and the marketing behavior of farmers. Itison
open question whether the behavior of these varigblesin the last seven crop years provides ardiable
guide for the future. The persistence of downward price trends generally observed over 1995-2001 is
an especidly hotly debated issue. While the results clearly provide some evidence on the pricing
performance of advisory programs, there is Smply no replacement for alarger sample of crop years
when attempting to reach firm conclusions. In particular, more observations are needed on crop years
with rising prices. Longer-term evidence on the performance of farmers versus the market would also
be helpful.

Please note that the AQMAS research report by [rwin, Martines-Filho and Good (2003)
contains additiona pricing performance results. In particular, the additiond results show that
congderation of risk tends to weaken performance results based only upon average price and that it is
difficult to predict the pricing performance of advisory programs from past performance.

Summary and Conclusons

The purpose of this research report isto summarize the pricing performance of professond
market advisory services for the 1995-2001 corn and soybean crops. Two indicators of performance
are presented. The firg indicator is the proportion of advisory programs that beat benchmark prices.
Between 49 and 60% of the programs in corn have net advisory prices above market benchmarks over
1995-2001, while 73% of the programs have prices above the farmer benchmark. Performanceis
stronger in Soybeans. Between 63 and 74% of advisory programs in soybeans have advisory prices
above the market benchmarks over 1995-2001 and 67% are above the farmer benchmarks. Between
56 and 70% of advisory programs have revenue above the market benchmarks over 1995-2001, while
71% have revenue above the farmer benchmark. The results provide mixed performance evidence with
respect to market benchmarks and constently positive evidence with respect to the farmer benchmark.

The second indicator is the difference between the average price of advisory programs and the
market or farmer benchmarks. The results basically tell the same story as those based on the
proportion besting the benchmarks. Average differences from market benchmarks for corn over 1995-
2001 are smdll, ranging from zero to three cents per bushel. At 10¢ per bushe, the average difference
from the farmer benchmark for cornislarger. Average differences for soybeans over 1995-2001 are
even larger for both types of benchmarks, ranging from 11 to 18¢ per bushd versus market
benchmarks and equaing 17¢ per bushel versus the farmer benchmark. Average differencesfor
advisory revenue range from three to seven dollars per acre for market benchmarks over 1995-2001.
The average revenue difference versus the farmer benchmark is $12 per acre.



The pricing performance results over 1995-2001 suggest severd key findings. Firdt, advisory
programs in corn do not consistently beat market benchmarks, but they do consistently beet the farmer
benchmark. Second, advisory programs in soybeans tend to beat both market and farmer benchmarks.
Third, in terms of 50/50 revenue, advisory programs only margindly beat market benchmarks, but
consstently beet the farmer benchmark. So, the results provide mixed performance evidence with
respect to market benchmarks and consstently positive evidence with respect to the farmer benchmark.
Caution should be used when considering the results, due to the relaively smal sample of crop years
avallable for andyds. In particular, the presence of sharp downward price trends in most crop years
makes it difficult to determine whether the 1995-2001 sample period provides areliable guide to future
differencesin pricing performance.

Overdl, the results of this study provide an interesting picture of the performance of market
advisory programsin corn and soybeans. There is mixed evidence that advisory programs as a group
outperform market benchmarks. In contrast, there is more evidence that advisory programs as a group
outperform the farmer benchmark. This raisesthe intriguing possibility that even though advisory
sarvices may not “beat the market,” they nonetheless provide an opportunity for farmersto improve
marketing performance because farmers under- perform the market. Mirroring debates about stock
inveding (e.g., Damato, 2001), the relevant issue is then whether farmers can most effectively improve
marketing performance by pursuing “active’” strategies, like those recommended by advisory services,
or “passve’ drategies, which involve routingly spreading sales across the marketing window. Recently,
anumber of grain companies began offering “averaging” or “indexing” contracts that dlow farmersto
eadly implement a passive gpproach to marketing (Smith, 2001). The risng interest in these * new
generation” marketing contracts suggests the potentid for historic changesin farmers’ approach to grain
marketing. Future research that provides a better understanding of the costs and benefits of active
versus passve gpproaches to marketing will be especidly vauable.
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Table 1. Pricing Resultsfor 39 Market Advisory Programs, Corn, 1995-2001 Crop Years, Commercial Storage Costs

1995 1996 1997 1998 1999 2000 2001

Net Net Net Net Net Net Net
Advisory Advisory Advisory Advisory Advisory Advisory Advisory
Market Advisory Program Price Price Price Price Price Price Price

---$ per bushel (harvest equivalent)---

Ag Alert for Ontario N/A 2.47 N/A N/A N/A N/A N/A
Ag Financial Strategies N/A N/A N/A N/A N/A N/A 1.80
Ag Profit by Hjort 3.08 2.49 2.00 2.05 1.89 N/A N/A
Ag Review 2.59 2.76 2,57 2.25 212 2.03 217
AgLine by Doane (cash only) 3.15 2.65 2.33 2.22 2.08 2.18 1.98
AdgLine by Doane (hedge) N/A 2.61 2.29 2.32 213 2.26 1.96
AgResource 3.90 3.12 2.07 221 2.49 2.78 161
Agri-Edge (cash only) 3.07 2.62 2.15 N/A N/A N/A N/A
Agri-Edge (hedge) 3.15 3.10 2.35 N/A N/A N/A N/A
Agri-Mark 3.62 2.73 2.13 1.97 2.03 2.06 N/A
AgriVisor (aggressive cash) 3.30 2.83 2.43 2.25 212 2.23 1.98
AgriVisor (aggressive hedge) 3.10 2.58 241 2.05 1.99 2.23 1.98
AgriVisor (basic cash) 2.72 2.65 2.34 2.16 2.10 221 1.96
AgriVisor (basic hedge) 2.90 2.63 2.33 2.03 2.07 221 1.92
Allendale (futures & options) N/A 2.75 2.38 2.09 2.10 191 1.99
Allendale (futures only) 2.46 2.08 2,55 2.36 2.20 217 201
Brock (cash only) 2.74 2.70 2.34 2.10 2.09 1.98 1.88
Brock (hedge) 2.29 2.39 2.64 2.40 2.03 2.29 1.87
Cash Grain N/A N/A N/A N/A 2.06 2.06 N/A
Co-Mark N/A N/A N/A N/A N/A 2.03 2.05
Freese-Notis 2.95 2.87 2.22 2.23 1.78 2.07 181
Grain Field Marketing N/A N/A N/A N/A N/A N/A 2.00
Grain Field Report 3.19 N/A N/A N/A N/A N/A N/A
Grain Marketing Plus N/A N/A N/A N/A N/A 1.79 2.03
Harris Weather/Elliott Advisory 3.16 2.28 N/A N/A N/A N/A N/A
North American Ag 3.22 N/A N/A N/A N/A N/A N/A
Northstar Commodity N/A N/A N/A N/A N/A N/A 1.93
Pro Farmer (cash only) 3.16 2.64 2.19 2.09 1.66 191 1.94
Pro Farmer (hedge) 3.05 2.67 2.28 2.19 1.69 1.83 191
Progressive Ag N/A 2.53 2.26 1.93 1.93 212 2.48
Prosperous Farmer 291 N/A N/A N/A N/A N/A N/A
Risk Management Group (cash only) N/A N/A N/A N/A 2.10 2.20 2.03
Risk Management Group (futures & options) N/A N/A N/A N/A 1.97 2.19 1.99
Risk Management Group (options only) N/A N/A N/A N/A 1.98 2.16 2.00
Stewart-Peterson Advisory Reports 2.90 2.46 2.09 2.02 1.90 1.81 2.04
Stewart-Peterson Strictly Cash 2.92 2.68 2.32 2.28 1.95 1.94 N/A
Top Farmer Intelligence 3.17 2.44 2.15 212 2.10 2.38 2.20
Utterback Marketing Services N/A N/A 2.74 251 2.08 2.39 211
Zwicker Cycle Letter 3.15 2.56 2.40 2.03 N/A N/A N/A

Descriptive Statistics:

Average 3.03 2.63 2.32 217 2.02 213 1.99
Median 3.08 2.64 2.33 2.16 2.07 2.16 1.98
Minimum 2.29 2.08 2.00 1.93 1.66 1.79 161
Maximum 3.90 3.12 274 251 249 2.78 248
Range 1.61 1.04 0.74 0.58 0.83 0.99 0.87
Standard Deviation 0.33 0.22 0.18 0.15 0.16 0.21 0.15

Market Benchmarks
24-month average 2.90 2.65 233 224 2.05 2.09 2.00
20-month average 3.07 2.66 227 212 1.97 201 1.94

Farmer Benchmarks
USDA average price received 3.06 2.50 2.23 1.97 1.93 1.95 1.95

Notes: N/A denotes "not applicable" -- program did not exist or was not evaluated for that marketing year. Net advisory prices
and benchmark prices are stated on a harvest equivalent basis. A crop year is atwo-year marketing window from September of
the year previous to harvest through August of the year after harvest.

11



Table 2. Pricing Resultsfor 38 Market Advisory Programs, Soybeans, 1995-2001 Crop Years, Commercial Storage

1995 1996 1997 1998 1999 2000 2001

Net Net Net Net Net Net Net
Advisory Advisory Advisory Advisory Advisory Advisory Advisory
Market Advisory Program Price Price Price Price Price Price Price

---$ per bushel (harvest equivalent)---

Ag Alert for Ontario N/A 7.37 N/A N/A N/A N/A N/A
Ag Financia Strategies N/A N/A N/A N/A N/A N/A 5.33
Ag Profit by Hjort 6.77 7.13 6.16 5.26 5.34 N/A N/A
Ag Review 6.59 7.37 6.19 511 4.68 5.23 534
AgLine by Doane (cash only) 6.59 7.40 6.32 5.65 5.45 5.46 5.42
AdgLine by Doane (hedge) N/A N/A N/A 5.60 5.45 5.32 5.35
AgResource 6.92 7.29 6.47 6.17 7.10 6.83 5.74
Agri-Edge (cash only) 6.70 7.28 6.06 N/A N/A N/A N/A
Agri-Edge (hedge) 6.62 7.18 6.25 N/A N/A N/A N/A
Agri-Mark 7.94 7.18 6.68 571 5.60 5.60 N/A
AgriVisor (aggressive cash) 6.38 7.28 6.33 5.55 5.48 5.35 5.48
AgriVisor (aggressive hedge) 6.97 7.40 6.14 5.77 5.40 5.29 5.48
AgriVisor (basic cash) 6.42 7.06 6.35 5.55 5.48 5.31 5.46
AgriVisor (basic hedge) 6.78 7.46 6.14 5.79 5.40 5.25 5.46
Allendale (futures only) 6.21 7.30 6.67 5.90 5.64 5.68 5.70
Brock (cash-only) 6.27 7.20 6.31 5.65 5.68 5.23 5.54
Brock (hedge) 5.66 6.99 6.93 6.58 6.33 541 5.62
Cash Grain N/A N/A N/A N/A 5.99 5.40 N/A
Co-Mark N/A N/A N/A N/A N/A 5.53 5.59
Freese-Notis 6.40 7.13 6.15 5.81 5.32 5.46 5.47
Grain Field Marketing N/A N/A N/A N/A N/A N/A 5.35
Grain Field Report 6.84 N/A N/A N/A N/A N/A N/A
Grain Marketing Plus N/A N/A N/A N/A N/A 5.23 5.34
Harris Weather/Elliott Advisory 6.85 6.80 N/A N/A N/A N/A N/A
North American Ag 6.44 N/A N/A N/A N/A N/A N/A
Northstar Commodity N/A N/A N/A N/A N/A N/A 5.57
Pro Farmer (cash only) 6.69 7.31 6.29 5.74 5.51 5.28 5.48
Pro Farmer (hedge) 6.78 7.49 6.47 5.85 5.81 5.41 5.32
Progressive Ag N/A 7.80 6.65 5.71 5.68 5.00 5.82
Prosperous Farmer 6.51 N/A N/A N/A N/A N/A N/A
Risk Management Group (cash only) N/A N/A N/A N/A 5.51 5.53 5.39
Risk Management Group (futures & options) N/A N/A N/A N/A 5.70 5.46 5.22
Risk Management Group (options only) N/A N/A N/A N/A 5.51 5.51 5.21
Stewart-Peterson Advisory Reports 6.09 7.37 6.22 6.36 6.00 5.45 5.77
Stewart-Peterson Strictly Cash 6.28 7.13 6.33 5.96 5.42 5.24 N/A
Top Farmer Intelligence 6.20 6.84 6.08 6.32 6.23 5.76 5.23
Utterback Marketing Services N/A N/A 6.99 6.13 6.14 5.27 4.89
Zwicker Cycle Letter 6.89 7.67 6.59 5.76 N/A N/A N/A

Descriptive Statistics:

Average 6.59 7.27 6.38 5.82 5.67 5.44 5.45
Median 6.59 7.28 6.32 5.77 551 5.40 5.46
Minimum 5.66 6.80 6.06 511 4.68 5.00 4.89
Maximum 7.94 7.80 6.99 6.58 7.10 6.83 5.82
Range 2.28 1.00 0.93 1.47 242 1.83 0.93
Standard Deviation 0.42 0.23 0.26 0.34 0.45 0.33 0.20

Market Benchmarks
24-month average 6.26 7.08 6.30 5.86 5.50 5.42 534
20-month average 6.39 7.21 6.22 5.64 5.30 5.38 521

Farmer Benchmark
USDA average price received 6.59 717 6.17 5.18 5.39 5.29 5.55

Notes: N/A denotes "not applicable" -- program did not exist or was not evaluated for that marketing year. Net advisory
prices and benchmark prices are stated on a harvest equivalent basis. A crop year is atwo-year marketing window from
September of the year previous to harvest through August of the year after harvest.
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Table 3. Revenue Resultsfor 38 Market Advisory Programs, 1995-2001 Crop Y ears, Commercial Storage Costs

1995 1996 1997 1998 1999 2000 2001
50/50 50/50 50/50 50/50 50/50 50/50 50/50
Advisory Advisory Advisory Advisory Advisory Advisory Advisory
Market Advisory Program Revenue Revenue Revenue Revenue Revenue Revenue Revenue

---$ per acre (harvest equivalent)---

Ag Alert for Ontario N/A 359 N/A N/A N/A N/A N/A
Ag Financial Strategies N/A N/A N/A N/A N/A N/A 270
Ag Profit by Hjort 326 355 283 282 280 N/A N/A
Ag Review 292 382 324 293 282 285 298
AgLine by Doane (cash only) 326 374 310 304 298 301 286
AdgLine by Doane (hedge) N/A N/A N/A 310 302 305 282
AgResource 377 407 295 316 371 381 264
Agri-Edge (cash only) 323 369 291 N/A N/A N/A N/A
Agri-Edge (hedge) 327 403 310 N/A N/A N/A N/A
Agri-Mark 382 375 304 287 297 295 N/A
AgriVisor (aggressive cash) 330 385 317 304 302 303 287
AgriVisor (aggressive hedge) 331 369 311 294 289 301 287
AgriVisor (basic cash) 297 366 311 297 300 300 285
AgriVisor (basic hedge) 315 374 306 293 296 299 282
Allendale (futures only) 277 327 334 320 312 306 294
Brock (cash-only) 295 373 311 295 304 281 280
Brock (hedge) 255 344 346 340 315 309 281
Cash Grain N/A N/A N/A N/A 310 290 N/A
Co-Mark N/A N/A N/A N/A N/A 291 295
Freese-Notis 310 385 298 308 271 293 274
Grain Field Marketing N/A N/A N/A N/A N/A N/A 286
Grain Field Report 333 N/A N/A N/A N/A N/A N/A
Grain Marketing Plus N/A N/A N/A N/A N/A 265 287
Harris Weather/Elliott Advisory 332 331 N/A N/A N/A N/A N/A
North American Ag 327 N/A N/A N/A N/A N/A N/A
Northstar Commodity N/A N/A N/A N/A N/A N/A 286
Pro Farmer (cash only) 329 371 300 296 266 276 284
Pro Farmer (hedge) 324 377 310 306 276 273 278
Progressive Ag N/A 374 313 284 292 286 334
Prosperous Farmer 310 N/A N/A N/A N/A N/A N/A
Risk Management Group (cash only) N/A N/A N/A N/A 301 305 289
Risk Management Group (futures & options) N/A N/A N/A N/A 295 302 282
Risk Management Group (options only) N/A N/A N/A N/A 291 301 282
Stewart-Peterson Advisory Reports 300 358 291 306 297 272 299
Stewart-Peterson Strictly Cash 306 370 310 316 287 277 N/A
Top Farmer Intelligence 319 345 292 313 318 325 298
Utterback Marketing Services N/A N/A 354 337 315 314 283
Zwicker Cycle Letter 332 373 321 292 N/A N/A N/A

Descriptive Statistics:

Average 319 369 311 304 299 298 287
Median 324 372 310 304 297 299 285
Minimum 255 327 283 282 266 265 264
Maximum 382 407 354 340 371 381 334
Range 128 80 71 58 105 116 70
Standard Deviation 27 19 17 15 20 22 13

Market Benchmarks
24-month average 304 366 310 311 297 293 285
20-month average 317 371 304 296 286 286 277

Farmer Benchmark
USDA average price received 320 357 300 274 285 279 286

Notes: N/A denotes "not applicable" -- program did not exist or was not evaluated for that marketing year. Net advisory
revenues and benchmark revenues are stated on a harvest equivalent basis. A crop year is atwo-year marketing window
from September of the year previous to harvest through August of the year after harvest.
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Table 4. Proportion of Advisory Programs above Benchmarksfor Corn, Soybeans and 50/50 Advisory
Revenue, 1995 - 2001 Crop Years, Commercial Storage Costs

Proportion of Programs Above Proportion of Programs Above
Market Benchmark Farmer Benchmark
Central Illinois  Central Illinois USDA Average
Number of 24-Month 20-Month Price Received
Crop Year Programs Average Average for Illinois
---%--- ---%---
Panel A: Corn
1995 25 76 56 56
1996 26 38 38 73
1997 25 52 64 68
1998 23 30 52 91
1999 26 54 69 77
2000 27 56 74 78
2001 27 33 67 67
1995-2001 Average 49 60 73
Panel B: Soybeans
1995 25 84 72 52
1996 24 83 58 71
1997 23 57 65 74
1998 22 32 77 95
1999 25 60 96 88
2000 26 46 54 65
2001 26 77 92 27
1995-2001 Average 63 74 67
Panel C: 50/50 Revenue
1995 25 76 60 56
1996 24 67 54 79
1997 23 57 70 70
1998 22 27 64 100
1999 25 52 80 80
2000 26 58 69 81
2001 26 50 88 38
1995-2001 Average 56 70 71

Notes: A crop year is atwo-year marketing window from September of the year previous to harvest through August
of the year after harvest. Average proportions for 1995-2001 are computed over the full set of advisory programs.
Asaresult, averages of individual crop year proportions may not equal the average proportions reported for 1995-
2001.
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Table 5. Comparison of Average Net Advisory Pricesand Benchmark Pricesfor Corn and Soybeans, 1995 - 2001 Crop Years, Commercial Storage
Costs

Market Farmer Difference Between Advisors Difference Between Advisors
Average Benchmark Benchmark and Market Benchmark and Farmer Benchmark
Net Central Illinois Central lllinois USDA Average Central lllinois Central lllinois USDA Average
Number of Advisory 24-Month 20-Month Price Received 24-Month 20-Month Price Received
Crop Year Programs Price Average Average for Illinois Average Average for Illinois
---$ per bushel (harvest equivalent)--- ---¢ per bushel (harvest equivaent)---
Panel A: Corn
1995 25 3.03 2.90 3.07 3.06 14 -4 -3
1996 26 2.63 2.65 2.66 2.50 -2 -4 12
1997 25 2.32 2.33 2.27 2.23 -1 5 9
1998 23 2.17 224 212 1.97 -8 5 20
1999 26 2.02 2.05 1.97 1.93 -3 5 9
2000 27 2.13 2.09 2.01 1.95 4 11 18
2001 27 1.99 2.00 1.94 1.95 -2 5 4
1995-2001 Average 2.32 2.32 2.29 2.23 0 3 10
Panel B: Soybeans
1995 25 6.59 6.26 6.39 6.59 33 20 1
1996 24 7.27 7.08 7.21 7.17 19 6 10
1997 23 6.38 6.30 6.22 6.17 9 16 21
1998 22 5.82 5.86 5.64 5.18 -4 18 64
1999 25 5.67 5.50 5.30 5.39 18 37 28
2000 26 5.44 5.42 5.38 5.29 2 7 15
2001 26 5.45 5.34 5.21 5.55 11 23 -10
1995-2001 Average 6.08 5.96 5.91 5.91 11 18 17

Notes: Net advisory prices and benchmark prices are stated on a harvest equivalent basis. A crop year is atwo-year marketing window from September of the year previous to harvest through August of the year
after harvest. Averages for 1995-2001 are computed over the full set of advisory programs. As aresult, averages of individual crop year prices or differences may not equal the averages reported for 1995-2001.
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Table 6. Comparison of Average 50/50 Advisory Revenue and Benchmark Revenues, 1995 -

2001 Crop Years, Commercial Storage Costs

Market Farmer Difference Between Advisors Difference Between Advisors
Average Benchmark Benchmark and Market Benchmark and Farmer Benchmark
50/50 Central lllinois Central lllinois USDA Average Central lllinois Central lllinois USDA Average
Number of Advisory 24-Month 20-Month Price Received 24-Month 20-Month Price Received
Crop Year Programs Revenue Average Average for lllinois Average Average for lllinois
---$ per acre (harvest equivalent)--- ---$ per acre (harvest equivalent)---

1995 25 319 304 317 320 15 2 -1
1996 24 369 366 371 357 2 -2 11
1997 23 311 310 304 300 7 11
1998 22 304 311 296 274 -6 30
1999 25 299 297 286 285 2 13 14
2000 26 298 293 286 279 11 18
2001 26 287 285 277 286 1 9 1
1995-2001 Average 312 309 305 300 3 7 12

Notes: Net advisory revenues and benchmark revenues are stated on a harvest equivalent basis. A crop year is atwo-year marketing window from September of the year previous to harvest through August of the
year after harvest. Averages for 1995-2001 are computed over the full set of advisory programs. As aresult, averages of individua crop year revenues or differences may not equal the averages reported for 1995-

2001.
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Figure 1. Average Monthly Prices of Corn and Soybeans, Central Illinois, 1995 - 2001 Crop Years,
Harvest Equivalent Prices Using Commercial Storage Costs and Marketing Loan Benefits Included
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Figure 2. Marketing Profiles for Market Benchmarks, Advisory Programs and Farmers, Corn and
Soybeans, 1995 - 2000 Crop Years
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Appendix: A Cautionary Note on the Use of AQMAS Net Advisory Pricesand
Benchmarks

The net advisory prices and benchmarks computed by the AQMAS Project are designed to
reflect “rea-world” marketing conditions and assure that net advisory service prices and benchmarks
are computed on arigoroudy comparable basis. This latter point is epecidly important, as
performance evauations must compare “ gpples to apples’ and not “ gpplesto oranges.” Comparison
problems may ariseif prices computed by an individua farmer, or another market advisory service, are
compared to AQMAS net advisory prices and benchmarks.

Firg, and foremost, AQMAS net advisory prices and benchmarks are stated on a harvest
equivaent basis. This means that spot cash prices for post-harvest sales are adjusted for storage costs,
which include physica storage charges, shrinkage charges and interest opportunity costs. The impact of
this assumption isillustrated in the top panel of Figure A1 for corn and the bottom pane for soybeans.
Thetop linein each chart shows the 2001 harvest cash price for each crop (corn: $1.87 per bushd;
soybeans. $4.33 per bushel). The bottom line reflects a cash sdle at the same harvest price oneto
eleven months after harvest, with the cash price adjusted for commercia costs of storage. As a specific
example, condgder a six-month storage horizon for corn. In this case, the cash price of the sdle Six-
months after harvest is assumed to be $1.87 per bushd, the same as the harvest cash price (equivaent
to saying cash prices do not change over the six-month storage period). However, the harvest
equivaent price for the sde Sx months after harvest is only $1.58 per bushd after adjusting for
commercid storage costs. Thus, the difference between unadjusted and adjusted post-harvest pricesin
thisexample is 29¢ per bushd, a subgtantid difference by any sandard. The magnitude of the
differenceislarger for longer storage horizons and for soybeans relative to corn. Note aso that the
difference will not be aslarge if on-farm variable costs of storage are assumed instead of commercid
costs.

This discusson should make clear the potentid pitfalls in comparing the unadjusted average cash
price for an individua farmer or another market advisory service to the harvest equivaent advisory
prices and benchmarks computed by the AQMAS Project. If such acomparison is made, it is not
difficult to imagine a scenario where it is mistakenly concluded that the performance of the farmer or
market advisory service is superior to the advisory services, market benchmarks and farmer
benchmarks included in the AQMAS Project.

Second, AGQMAS evauations assume a particular geographic location. Specificdly, the
evauation is designed to reflect conditions facing a representative centrd 1llinois corn and soybean
farmer. This means comparisons made by farmers or advisory services in other areas of the US may
not be valid, because yidds and basis patterns may be quite different. The differencesin yidds and
basis patterns could have a substantia impact on prices computed for farmers or advisory servicesin
another area. The resulting bias could be either up or down relative to AQMAS advisory prices and
benchmarks, depending on loca conditions.
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Third, wherever feasible, marketing loan recommendations from advisory programs are
followed by the AQMAS Project. Consequently, marketing loan payments or benefits are incorporated
into net advisory prices. Market and farmer benchmark prices dso include marketing loan payments or
benefits. Hence, it would not be appropriate to compare prices for individua farmers or another market
advisory service if marketing loan payments or benefits are not included in the prices or included in
some other way.

In sum, it isinappropriateto directly compare pricesfor individual farmersor another
market advisory serviceto AQMAS net advisory pricesor benchmarks unlessthe same
assumptionsare used. To make valid comparisons, AQM AS assumptionsregar ding storage
costs, yield, basis, and marketing loans have to be applied.

20



Appendix Figure 1. Storage Cost Comparison for Corn and Soybeans, Central Illinois, 2001 Crop Y ear
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