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GRAIN STORAGE AND
OTHER POST HARVEST
PRICING STRATEGIES

by

Alan May
Grain Marketing Specialist

Grain producers are reluctant to sell grain when
prices are very low. Therefore, it s not surprising
that there is increased inferest in storing this year's
harvest of corn and sovbeans. Storage offen s
used 50 that a grain producer will have a commaodi-
ty to sell if and when prices improve. However,
regardiess of the price the market is offering for
grain, thers is stif a need to evaluate all the factors
associated with grain storage.  Other glternatives {o
storing grain that may allow the capture of higher
prices after harvest also should be evaluated.

if is important o note that all of the strategies
involved in trying to take advantage of higher
prices, including simple grain storage, have cerfain
benefits and disadvantages. All strategies must be
evaluated from a standpoint of the rigk associated
with the strategy, or more imporiantly, how can the
risk of pricing grain now or in the future best be
managed. This will help a producer svaluate
tugther own comfort level with a particular strategy.
Understanding how futures and options work is
important if they are used in a marketing sirategy.
An understanding of the concept of basis. the
relgtionship betwaen the cash market and the
futures market, is exsential Also, # is imporant o
understand and svaluate the “carry in the market”,
the difference between nearby and deferred
contract prices. Basis and the amount of ‘cany in
the marketf” are important in evaluating whether
sirmple storage over ime may pay without using
any other strategy. In other words, does the market
indicate that it will pay for storage?

The reasons why producers store grain may
vary. Some of the major reasons includs:

1.3 Low prices at harvest and the hope or
expectgtion of higher prices fateron.

2.} Harvest time pressure such as unioading
delays al the elevator terminals, getling the
crop out of the fleld, squipment-related delays
and other factors related to the physical
harvest,

3.} Grain quality. If grain has & high moisture
content and g producer can dry it as efficiently
and cost effective at home, storage may be the
more appealing choice.

4.} Tax implications. Grain may be stored at
harvest to shift income into the next tax year.
commuodity sales of the previous ¢rop year wers
made in the current year, the current crop may
be held until after the first of the year to avoid
income tax Habiiity on two crops in the same tag
year.

When grain is stored, if is important to consider
the cost of storing the grain. No matter if grain is
stored cammercially or af home, there are costs
associated with storage. Commercial storage will
cost approximately 3 cents per bushed per month.
Home storage may cost as much especially when
the value of the storage facility and the potential for
shrink and spoilage over the storage period is
sonsidered. There also is the larger consideration
of interest cost. I grain is stored, it is an asset that
cannot “produce income” or gain in value other than
by prices going higher. In other words, if the grain
was sold and converted 1o cash, the cash could be
used {o pay off loans 1o reduce interest costs 1o the
business. The cash also could be re-invested in
the business or in an interest bearing account. This
“‘opportunity cost” is an important one 1o evaluate in
the decision on whether or not (o stors grain.

The end result in this analysis is o consider the
tength of time grain is to be stored and the price
that must be received at the end of the storage
period to at least recover the cost of storing grain.
There will be times when the storage costs will be
paid as prices increase. There will be times when
prices increase by & small amount, stay constant or
decline and storage cosis are not recovered.



Price history shows how ane may evaluate the
cust of storing grain over fime. The following charts
show the average cash corn price for the East
Central region of South Dakota and the price that
would have to be received afier harvest in order to
pay the cost of storage. The following assumptions
are made about the cost of storage: Physical
slorage costs: This cost is calculated at 3¢ per by,
per month. This includes the return on the storage
asset along with the cost of shrink and spoilage.
Interest costs: This cost is cajculated using the
average harvest price of comn in east central South
Dakota multiplied by simple 10% interest, divided
by tweive months to arrive at the monthly interest
cost in cents per bushel per month. Harvest time
prices vary in the following examples, so the
iterest cost will vary based on the formula used in
the interest calculation. For example, interest cost
calculated on corn valued at $1.70/bu. will be less
than the interest cost on com valued at $2.80/bu.
This same formula would be used for other crops.
interest would vary depending upon the harvest
time price per bushel of that particular crop.

Figures 1 - 4 can be used to show the average
East Central South Dakota cash com prices from
November through October of 1894-95, 1995-96,
1898-97 and November through September 1967-
98. Although most grain is not stored for a full year,
the examples use the full year to make the
tollowing analysis consistent,

Figure 1. (Next Column) The average harvest
time price for com in November 1984 was
approximately $1.70/bu. Assume storage costs of
3¢/huimo. and interest cost of 1.4¢/bu.fmo.

{& 4¢/hu fmo. or 83¢ lyr). In other words, cash
price for com had to be 4 4¢ higher each month
than the harvest time price to recover the cost of
storage. Hf grain is stored for the entire year, a
minimum price of $2.23/by. would be required to
recover a year of storage costs ($1.70+ 53 =
$2.23}). The straight, upward sloped line on the
chart represents the storage recovery price. The
average price for corn during that same time frame
in east central South Dakota increased from $1.70
to aimost $2.80/bu. by late Qctober of 1995 Since
cash prices remained higher than the price
necessary 1o recover storage costs, storage costs
were recovered. However, it must be noted that
strategies other than storing grain may have
accomplished the same, or better, net price results.
Simply recovering the storage costs may not have
been the best, or only, alternative to pricing the
Corm.

Figure 1

East Contral Cory Prices 199495

Figure 2 (Below). When cash prices are
compared with the storage recovery price, it
indicates that costs associated with the starage of
the 1885 crop would have been paid until early
September of 1996. Storage costs: 2.3¢ interest,
3¢physical storage (5.3¢ /bu/mo . Badiyr .

Figure 2
East Contral Cash Com Prices 1905-98
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Figure 3 (Next Page). In 1896-97 cash prices
were at sufficient levels until May of 1997 to
recover the costs related to storage. From that
point until late October of 1997, cash prices
declined under levels necessary o pay the simple
storage costs. Storage cost: 1.8¢ interest, 3¢
physical storage (4 8¢/bu./mo., 58¢/yr).



Figure 3

Eant Cantral Canh Com Prices 199887
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Figure 4. (below) In 1987-88, prices remained
somewhat steady during the winter months but
declined steadily since spring. At no point during
thig time frame did cash prices reach levels
necessary o pay for sforage costs.  Storage cost
1.9¢ interest, 3¢ physical sforage {4.89¢/butmo. or
58¢/yr.).

Figure 4

East Central Cash Comn Prices 1987.98
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POST-HARVEST MARKETING STRATEGIES:

Many strategies may be used to lake advantage
of higher prices after harvest. Those strategies
must be evaluated carefully. There may be times
when these strategies will reduce the level of price
risk but there are times when they may only agd to
price risk. A brief description of these strategies -
follows. The following strategfes are described only
in very basic terms. It must be nofed that fo use
some of these strategies, a mare thorough know-
tedge of sach strategy’s purpose and function is
necessary. Knowledge of futures, options, basis,
and the amount of “carry” in the market also is very
nacessary. i should be noted that any strategy

used should be based on each individual pro-
duger's risk position and comfort level with sach
strategy. It should not he assumed or implied that
any of these stralegies are necessarily recom-
mended. Each individual must develop hisfher own
marketing plan and use a pricing afternative hased
on buginess goals and risk position.

1.} Store grain after harvest. Interest costs
and physicat storage costs must be considered.
There also is the risk of prices going lower after the
grain is put into storage.  Other considerations
include the timing of when the grain is sold and the
impact of cold weather, snow, spring's wark, etg. on
the grain hauling process. Also, consider the
availability of labor to haul grain, condition of the
roads (snow o mud}, and the condition of trucks
and loading equipment. The benefit of maintaining
ownership during storage creates the ability to take
advantage of higher prices i and when they ocour.
A market plan should be developed 1o establish
target or “trigger” prices at which grain would be
sold. Finally, evaluate the amount of *carry’ in the
market. if a sufficient carrying charge is indicated
in the market, storage of grain may be a viable
alternative. But, this does not mean there is no risk
of even lower prices. Although there may be suf-
ficient “camry” in the market, prices could continue to
decling creating further downward price risk.

2.} Sell cash grain at harvest, The advantage
with this simple strategy is that all costs related ta
siorage are gliminated once the grain is sold. Also
eliminated are concems over the timing, labor, and
weather concems for hauling grain fater in the year,
if prices are at relatively high levels at harvest this
could be a feasible strategy especially if the prices
offer a reasonable profit. f prices are at historically
low levels at harvest when grain is soid, any
chance of higher prices later on are focked out,

3.} Sell cash grain at hatvest, buy a call option:
it is possible to sell grain at harvest and buy & call
aption. This strategy requires an understanding of
basis and the options market. By using this stra-
tegy, storage costs and the other risks associated
with storage are eliminated when the grain is sold.
The purchase of the call option allows the producer
to *own the grain on paper”. The producer's risk is
fimited to the premium cost of the call option. After
the grain is soid and the call option is purchased #
futures go higher than the strike price of the option
purchased by the producer, the call will become
worth more money. This allows a producer to sefl
the call option at a higher premium than hefshe
paid for i, thereby allowing the producer o {ake
advantage of higher prices without owning the
physical commodity. Understanding basis is impor-
tant in this strategy both in ferms of when grain is



sold in the falf and whether basis improvement will
sccur n the months following harvest. This strategy
must be fully understood before it is used.

4. Sell cash grain at harvest buy futures. This
strategy eliminates costs of storage but it does not
sliminate any price risk. This strategy also is
referrad (o as "owning the crop on paper”. How-
aver, leaving the cash market by selling grain and
entering the futures market by buying futures,
simply shifts all price risk from one market o
angther. There is the chance of prices going higher
allowing a gain in the futires market but there is
also the risk of prices going fower, if prices decline
after a producer sells grain and hefshe buys a
futures contract, there is the same risk of losing
money in the Jtures market, as would have heen
{he case in the cash market,

5.} Store grain at harvest: enter info a cash
forward contract. f a deferred cash forward
contract can be execuded for delivery at a later date
and the price is high enough to cover the cost of
storage and reflects a reasonable basis level, this
may be a safe strategy. There still are the risks
associated with storage; timing of delivery,
available labor for hauling, weather and road
conditions to cortend with, but a price has been
locked in. The downside {o this strategy is that
upward movement i price above the cash forward
contract price is locked out. Also, there may be no
offers of cash forward contracts at the time when i
is desired to physically mave the grain.

6.} Use of marketing assistance lpans and loan
deficiency payments (LDP's). The USDA Farm
Service Agency offers marketing assistance bans
{o eligible producers. The nonrecourse loan allows
a producer to store the production of an eligible
crop using the crop as coliateral against the
marketing bban. The loan is intended fo help an
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gligible producer with cash flow without having 1o
sell grain during low market prices. The loan aliows
the producer to keep the commodity in storage in
order to take advantage of higher prices if and
when they occur at a Iater date. if prices rise, g
producer may pay off the loan and sell the crop at
the higher price. if prices don't improve or if they
decline, the producer may repay the loan with the
balance of the principal and interest being waived.

A praducer also may choose {0 take a loan

deficiency payment (LDP) in lisu of securing 3 loan
as long as the commodily is eligible for a
nonrecourse loan. In this case the producer takes
the difference between the posted county price
{PCP} and the market loan rate (the PCP must be
lower than the loan rate).

There are specific rules and procedures that
must be followed when utilizing 2 marketing assis-
tance loan or an LDP. Producers must contact
their local Farm Service Agency for specific details.

No matter what strategy is used 1o market
grain, it is important to fully evaluate advantages
and disadvantages of each strategy. Each
alternative must be looked at in terms of managing
price risk for an individual producer. Many
strategies require an understanding of the futures
and/or options markets, the concept of “carry” in the
market and the concept of basis. Developing a
marketing plan in advance and being flexible with
the marketing plan can be of great benefitin

managing grice risk. =
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