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DISCLAIMER

The advisory service marketing recommendations used in this research represent the best
efforts of the AQMAS Project staff to accurately and fairly interpret the information made
available by each advisory service. In cases where a recommendation 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 substantially
from those computed by an advisory service or another subscriber due to differences in
marketing assumptions, particularly with respect to the geographic location of production, cash
and forward contract prices, fill (execution) prices for futures and options positions, expected
and actual yields, storage charges and government programs.

This material is based upon work supported by the Cooperative State 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 Services in
Corn and Soybeans Over 1995-2004

Abstract

The purpose of this research report is to evaluate the pricing performance of market
advisory services for the 1995-2004 corn and soybean crops. Marketing assumptions applied to
advisory program track records are intended to accurately depict “real-world” marketing
conditions facing a representative central Illinois corn and soybean farmer. Several key
assumptions are: i) with a few exceptions, the marketing window for a crop year runs from
September before harvest through August after harvest, ii) on-farm or commercial physical
storage costs, as well as interest opportunity costs, are charged to post-harvest sales, iii)
brokerage costs are subtracted for all futures and options transactions and iv) Commodity Credit
Corporation (CCC) marketing loan recommendations made by advisory programs are followed
wherever feasible. Based on these and other assumptions, the net price received by a subscriber
to market advisory programs is calculated for the 1995-2004 corn and soybean crops.

Market and farmer benchmarks are developed for the performance evaluations. Two
market benchmarks are specified in order to test the sensitivity of performance results to
changing benchmark assumptions. The 24-month market benchmark averages market prices for
the entire 24-month marketing window. The 20-month market benchmark is computed in a
similar fashion, except the first four months of the marketing window are omitted. Given the
uncertainties involved in measuring the average price received by farmers, two alternative
farmer benchmarks for central Illinois are specified. The market and farmer benchmarks are
computed using the same assumptions applied to advisory program track records.

Five basic indicators of performance are applied to advisory program prices and revenues
over 1995-2004. Results show that advisory program prices fall in the top-third of the price
range relatively infrequently. There is limited evidence that advisory programs as a group
outperform market benchmarks, particularly after considering risk. The evidence is somewhat
more positive with respect to farmer benchmarks, even after taking risk into account. For
example, the average advisory return relative to the farmer benchmarks is 8 to $12 per acre with
only a marginal increase in risk. Even though this return is small and mainly from corn, it
nonetheless represents a non-trivial increase in net farm income per acre for grain farms in
central Illinois. Test results also suggest that it is difficult to predict the year-to-year pricing
performance of advisory programs based on past pricing performance. However, there is some
evidence that performance is more predictable over longer time horizons, particularly at the
extremes of performance rankings.

The results raise the interesting possibility that even though advisory services do not
appear to “beat the market,” they nonetheless provide the opportunity for some farmers to
improve performance relative to the market. Mirroring debates about stock investing, the
relevant issue is whether farmers can most effectively improve marketing performance by
pursuing “active” strategies, like those recommended by advisory services, or “passive”
strategies, which involve routinely spreading sales across the marketing window.
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The Pricing Performance of Market Advisory Services in
Corn and Soybeans Over 1995-2004

Introduction

Farmers in the U.S. consistently identify price risk as one of the greatest management
challenges they face. For example, Smith (1989) conducts a national survey of U.S. agricultural
producers and finds that 79% rate marketing as either important or very important to the
financial success of their operations. Patrick and Ullerich (1996) survey Midwestern grain
producers and report that price variability is the highest rated source of risk by crop producers.
Coble et al. (1999) survey producers in Indiana, Mississippi, Nebraska and Texas and find that
crop price variability, by a wide margin, is rated as having the most potential to affect farm
income. Norvell and Lattz (1999) survey a random sample of Illinois producers and show that
price risk management ranks second (following computer education and training) among ten
business categories in which producers identify needs for additional consulting services.

In a related vein, a general perception exists among market observers that farmers
perform poorly in managing price risk. More specifically, it is a common belief that farmers
substantially under-perform the market, which is reflected by the oft-repeated adage that,
“Farmers market two-thirds of their crops in the bottom third of the price range.” This belief is
apparently widespread even among farmers. Survey results from University of Illinois Extension
meetings in December 2000 indicated that 77% of attendees agreed with the statement, “On
average, corn and soybean producers market 2/3 of their crop in the bottom 1/3 of the price
range.” This perception is also evident in a survey of the membership of the American
Agricultural Economics Association by Pope and Hallam (1986). They report that 51% of
survey respondents agreed or strongly agreed with the statement, “Marketing, more than
production skills, increases net farm income.”

There is considerable evidence that many farmers turn to market advisory services in an
effort to improve their performance in managing price risk (e.g., Sogn and Kraner, 1977; Smith,
1989; Patrick and Ullerich, 1996; Patrick, Musser and Eckman; 1998; Schroeder et al., 1998;
Norvell and Lattz, 1999; Pennings et al., 2004). For a subscription fee, agricultural market
advisory services provide specific pricing advice to farmers, such as when and what amount to
hedge in the futures market or sell in the cash market.! Available estimates on the use of
advisory services, marketing newsletters and marketing consultants range from 21.1% of Illinois
farmers (Norvell and Lattz, 1998) to 66% of farmers nationwide (Smith, 1989). There is some
evidence that farmers have been increasing their spending on market advisory services. Among
Purdue’s Top Farmer Workshop participants, annual expenses on marketing advice moved from
the fourth highest expense for consultants to the second highest over 1991 to 2001, growing in
absolute terms from $755 to $3,455 per year (Patrick, 2002). Finally, Davis and Patrick (2000),

! The AgMAS report by Isengildina et al. (2004) provides a thorough overview of agricultural market advisory
services.



Katchova and Miranda (2004) and Pennings et al. (2004) show that the advisory services have a
significant impact on the marketing practices of farmers.

A limited number of academic studies investigate the pricing performance of market
advisory services.? In the earliest studies, Marquardt and McGann (1975) and Marquardt (1979)
evaluate the accuracy of cash price predictions for 10 private and public outlook newsletters in
corn, soybeans, wheat, cattle and hogs over 1970-1973. They find that futures prices generally
are a more accurate source of forecasts than either the private or public newsletters. Gehrt and
Good (1993) analyze the performance of five advisory services for corn and soybeans over the
1985 through 1989 crop years.* Assuming a representative farmer follows the hedging and cash
market recommendations for each advisory service; a net price received for each year is
computed and compared to a benchmark price. They generally find that corn and soybean
farmers obtained a higher price by following the marketing recommendations of advisory
services. Martines-Filho (1996) examines the pre-harvest corn and soybean marketing
recommendations of six market advisory services over 1991 through 1994. He computes the
harvest time revenue that results from a representative farmer following the pre-harvest futures
and options hedging recommendations and selling 100% of production at harvest. Average
advisory service revenue over the four years is larger than benchmark revenue for both corn and
soybeans. Kastens and Schroeder (1996) examine the futures trading profits of seven to ten
market advisory services for the 1988-1996 crop years. They report negative gross trading
profits for wheat and positive gross trading profits for corn and soybeans. The authors indicate
that incorporating brokerage commissions and subscription costs would have substantially
diminished trading returns. Finally, Kalous, Dhuyvetter and Kastens (2005) investigate the post-
harvest marketing recommendations of a single advisory service over 1970-2002 and find that
the average net price for a Kansas wheat producer following the service is two cents less than the
average harvest price.

While a useful starting point, previous studies have important limitations. First, the
cross-section of advisory services tracked for each crop year is quite small, with the largest
sample including only ten advisory services. Second, the results may be subject to survivorship
bias, a consequence of tracking only advisory services that remain in business at the end of a
sample period. The literature on the performance of mutual funds, hedge funds and commodity
trading advisors provides ample evidence of the upward bias in performance results that can

2 King, Lev and Nefstad (1995) examine the corn and soybean recommendations of two market advisory services
for a single year. The focus of their study is not pricing performance, but a demonstration of the market accounting
program Market Tools. Some analyses also have appeared in the popular farm press. For example, Wood (1984)
and Marten (1984) examine the performance of six advisory services for corn and soybeans over 1981 through
1983. Otte (1986) investigates the performance of three services for corn over the period 1980 through 1984. Both
studies indicate the average price generated by services typically exceeds a benchmark price. Top Producer
magazine has provided evaluations of advisory services in corn, soybeans and wheat for a number of years (e.qg.,
Powers, 1993; Smith, 2004).

® Throughout this report, the term “crop year" refers to the marketing window for a particular crop. This is done to
simplify the presentation and discussion of market advisory service performance results. A “crop year” is more than
twelve calendar months in length and includes pre-harvest and post-harvest marketing periods.



result from survivorship bias (e.g., Brown et al., 1992; Schneeweis, McCarthy and Spurgin,
1996; Brown, Goetzmann and Ibbotson, 1999). Third, the results may be subject to hindsight
bias if advisory service recommendations were not collected on a “real-time” basis (Jaffe and
Mahoney, 1999). Hindsight bias is the tendency to collect or record profitable recommendations
and ignore or minimize unprofitable recommendations after the fact.

This discussion suggests the academic literature provides farmers with a limited basis for
evaluating the performance of market advisory services. The Agricultural Market Advisory
Service (AgMAS) Project was initiated in 1994 with the goal of providing unbiased and rigorous
evaluation of market advisory services.® The AGMAS Project has collected marketing
recommendations for no fewer than 23 market advisory programs each crop year since the
project was initiated. While the sample of advisory services is non-random, it is constructed to
be generally representative of the majority of advisory services offered to farmers. Further, the
sample of advisory services includes all programs tracked by the AGQMAS Project over the study
period, so pricing performance results should not be plagued by survivorship bias. Finally, the
AgMAS Project subscribes to all of the services that are followed and records recommendations
on a real-time basis. This should prevent the pricing performance results from being subject to
hindsight bias.

The purpose of this research report is to evaluate the pricing performance of market
advisory services for the 1995-2004 corn and soybean crops. Following the literature on mutual
fund and investment newsletter performance (e.g., Metrick, 1999; Jaffe and Mahoney, 1999),
two basic questions will be addressed in this study: 1) Do market advisory services, on average,
outperform appropriate benchmarks? and 2) Do market advisory services exhibit persistence in
their performance from year-to-year? Certain explicit marketing assumptions are made to
produce a consistent and comparable set of results across the different advisory programs. These
assumptions are intended to accurately depict “real-world” marketing conditions facing a
representative central Illinois corn and soybean farmer. Several key assumptions are: i) with a
few exceptions, the marketing window for a crop year runs from September before harvest
through August after harvest, ii) on-farm or commercial physical storage costs, as well as interest
opportunity costs, are charged to post-harvest sales, iii) brokerage costs are subtracted for all
futures and options transactions and iv) Commodity Credit Corporation (CCC) marketing loan
recommendations made by advisory programs are followed wherever feasible. Based on these

* Dr. Darrel L. Good and Dr. Scott H. Irwin of the University of Illinois at Urbana-Champaign jointly direct the
Project. Correspondence with the AQMAS Project should be directed to: AGQMAS Project Manager, 406 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 AgMAS Project also has a website that can be found at
the following address: http://www.farmdoc.uiuc.edu/agmas/.

® Funding for the AGMAS 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; Risk Management Agency, U.S.
Department of Agriculture; Initiative for Future Agriculture and Food Systems, U.S. Department of Agriculture;
and the Aurene T. Norton Trust.



and other assumptions, the net price received by a subscriber to a market advisory program is
calculated for the 1995-2004 corn and soybean crops.

Five quantitative indicators of performance are applied to advisory program prices and
revenues over 1995-2004. The first indicator is the proportion of advisory programs in the top-,
middle- and bottom third of the price range. The second indicator is the proportion of advisory
programs that beat benchmark prices. The third indicator is the average price (or revenue) of
advisory programs relative to benchmarks. The fourth indicator is the average price (or revenue)
and risk of advisory programs relative to benchmarks. The fifth indicator is the predictability of
advisory program performance from year-to-year. Both market and farmer benchmarks are
developed for the evaluations. All benchmarks are computed using the same basic assumptions
applied to advisory service track records.

The next section of the report describes the procedures used to collect market advisory
service recommendations. The second section describes the methods and assumptions used to
simulate net advisory prices. The third section presents the methods and assumptions used to
compute benchmark prices. The fourth section of the report presents 2004 pricing results for
corn and soybeans. The fifth section presents a summary of the combined results for the 1995-
2004 crop years. The sixth section discusses performance evaluation results for 1995-2004. The
final section presents a summary and conclusions.

Please note that the results for 1995-2003 were released in earlier AQMAS research reports
(e.g., Irwin, Good, Martines-Filho, and Hagedorn, 2005), while results for the 2004 crop year are
new. In addition, the data collection phase of the AQMAS project is complete with the 2004
crops, and hence, this is the final performance evaluation report for corn and soybeans. Research
is ongoing for other commaodities tracked over 1995-2004

Market Advisory Service Recommendations

The market advisory services included in this evaluation do not comprise the population
of market advisory services available to farmers. The included services also are not a random
sample of the population of market advisory services. Neither approach is feasible because no
public agency or trade group assembles a list of advisory services that could be considered the
“population.” Furthermore, there is not a generally agreed upon definition of an agricultural
market advisory service. To assemble the sample of services for the AQMAS Project, criteria
were developed to define an agricultural market advisory service and a list of services was
assembled.

Five criteria are used to determine which advisory services are included in the AQMAS
study. First, marketing recommendations from an advisory service must be received
electronically in real time. The recommendations may come in the form of satellite-delivered
pages, Internet web pages or e-mail messages. Services delivered electronically generally ensure
that recommendations are made available to the AQMAS Project at the same time as farm
subscribers. This form of delivery also ensures that recommendations are received in “real-
time.” This avoids the problem of recommendations being delivered after the date of



implementation intended by an advisory service. Such a problem could occur frequently with
recommendations delivered via the postal service.

The second criterion is that a service has to provide marketing recommendations to
farmers rather than (or in addition to) speculators or “traders.” Some of the services tracked by
the AgMAS Project do provide speculative trading advice, but that advice must be clearly
differentiated from marketing advice to farmers for the service to be included. The terms
“speculative” trading of futures and options and “hedging” use of futures and options are only
used to identify whether a service is focused on speculators or farmers. Within a clearly defined
farm marketing program, a distinction between speculative and hedging use of futures and
options is not necessary.

The third criterion is that marketing recommendations from an advisory service must be
in a form suitable for application to a representative farmer. That is, the recommendations have
to specify the percentage of the crop involved in each transaction --cash, futures or options-- and
the price or date at which each transaction is to be implemented. It is also helpful if advisory
services make specific recommendations about implementation of the marketing loan program,
but that is not required. Note that some advisory services evaluated by the AGQMAS Project do
not make any futures and options recommendations, so it is not necessary to make such
recommendation to be included in the study. Services that make futures and options hedging
recommendations, but fail to clearly state when cash sales should be made, or the amount to be
sold, are not considered for inclusion.

The fourth criterion is that advisory services must provide “blanket” or “one-size fits all”
marketing recommendations so there is no uncertainty about implementation. While different
programs may be tracked for an advisory service (e.g., a cash only program versus a futures and
options hedging and cash program), it is not feasible to track services that provide “customized”
recommendations for individual clients.®

A fifth criterion addresses the issue of whether a candidate service is a viable,
commercial business. This issue has arisen due to the extremely low cost and ease of
distributing information over the Internet, either via e-mail or a website. It is possible for an
individual with little actual experience and no paying subscribers to start a “market advisory
service” by using the Internet. Hence, there is a need to exclude firms that are not viable
commercial concerns. At the same time, any filter in this regard should not be so restrictive that

® Isengildina et al. (2004) categorize market advisory services into “basic” and “customized” marketing programs.
A basic program provides market analysis, information and “one-size fits all” or “generic” marketing
recommendations. A customized program generally provides marketing recommendations tailored to individual
client needs, direct access to market analysts, as well as the information provided to basic service subscribers. The
cost for a basic program is a fixed annual fee for all commodities covered by the program, generally in the range of
about $150-$600 per year. In contrast, the cost for a customized program typically is a variable amount based on
production, either on per acre or per bushel basis. Isengildina et al. (2004) report costs generally range from three
to five cents per bushel for customized programs. Based on these definitions, the fourth criterion for inclusion in
the AgMAS study requires advisory services to be of the basic type.



newer and smaller advisory services are excluded from the AgMAS study for an unreasonably
long period of time. This same issue is prevalent when evaluating the performance of other
types of professional investment advisors, such as commodity trading advisors. In these cases, it
is not unusual to screen firms by the length of track record and amount of funds under
management.” An analogous screen for market advisory services can be based on the length of
time the service has provided recommendations and the number of paying subscribers. The
specific criterion used is that a candidate advisory service must have provided recommendations
to paying subscribers for a minimum of two marketing years before the service can be included
in the AQMAS study. This criterion should exclude non-viable services, while at the same time
providing a relatively low hurdle for new and legitimate market advisory services.

The original sample of market advisory services was drawn from the list of Premium
Services available from the two major agricultural satellite networks, Data Transmission
Network (DTN) and FarmDayta, in the summer of 1994.® While the list of advisory services
available from these networks was by no means exhaustive, it did have the considerable merit of
meeting a market test. Presumably, the services offered by the networks were those most in
demand by farm subscribers to the networks. In addition, the list of available services was cross-
checked with other farm publications to confirm that widely followed advisory firms were
included in the sample. It seems reasonable to argue that the resulting sample of services was
generally representative of the majority of advisory services available to farmers.

Additions and deletions to the sample of advisory services have occurred over time.
Additions largely have been due to the increasing availability of market advisory services via
alternative means of electronic delivery, in particular, websites and e-mail. Deletions have
occurred for a variety of reasons. A total of 41 and 40 advisory service programs for corn and
soybeans, respectively, have been included in the sample at some point in time. Table 1 contains
the complete list of advisory programs and includes a brief explanation why each program not
included for all crop years is added or deleted from the sample. The term “advisory program” is
used in the remainder of this report because several advisory services have more than one
distinct marketing program. For example, Agri-Edge, AgLine by Doane, Ag Market Pro, Brock,
Pro Farmer and Stewart-Peterson Advisory Services each had or have two distinct marketing
programs, Risk Management Group had three distinct marketing programs and AgriVisor has
four distinct marketing programs. Allendale provides two distinct programs for corn, but only
one for soybeans.

The total number of advisory programs evaluated for the 2004 crop year is 27 for corn
and 26 for soybeans. Three programs offered by the Risk Management Group were discontinued

" For example, Managed Accounts Reports (MAR), a well-known provider of performance information for hedge
funds and commodity trading advisors, requires that commodity trading advisors have a 12-month record of trading
actual client accounts and a minimum of $500,000 under management to be tracked in their database. More specific
details can be found at MAR’s website (http://www.marhedge.com).

& When the AgMAS study began in 1994, DTN and FarmDayta were separate companies. The two companies
merged in 1996.



in March 2005. Since this program issued several recommendations for the 2004 crops by
March 2005, it is included for the 2004 crop year. Two programs offered by Ag Market Pro
were tracked for the first time for the 2004 corn and soybean crops.

As the above discussion implies, a number of advisory programs are not tracked for all
10 crop years over 1995-2004. Figure 1 shows the distribution of track record lengths for all 41
programs included in the AgMAS study for corn and soybeans. The distribution is quite
dispersed, with six programs tracked for only one crop year and fifteen tracked all ten crop years.
Track record lengths for the remaining programs are fairly evenly dispersed between two and
nine crop years. Overall, the average track record length is 6.3 crop years and the median length
is 6 crop years.

Three forms of survivorship bias may be potential problems when assembling an
advisory program database. Survival bias significantly biases measures of performance upwards
since “survivors” typically have higher performance than “non-survivors” (e.g., Brown et al.,
1992; Schneeweis, McCarthy and Spurgin, 1996; Brown, Goetzmann and Ibbotson, 1999). The
first and most direct form of survivorship bias occurs if only advisory programs that remain in
business at the end of a given sample period are included in the sample. This form of bias
should not be present in the AQMAS database of advisory programs because all programs that
have been tracked over the entire time period of the study are included in the sample. The
second form of survivorship bias occurs if discontinued advisory programs are deleted from the
sample for the year when they are discontinued. This is a form of survivorship bias because only
survivors for the full crop year are tracked. The AgMAS database of advisory programs should
not be subject to this form of bias because programs discontinued during a crop year remain in
the sample for that crop year.® The third and most subtle form of survivorship bias occurs if data
from prior periods are “back-filled” at the point in time when an advisory program is added to
the database. This is a form of survivorship bias because data from surviving advisory programs

® As shown in Table 1, the AGQMAS Project stopped tracking 17 programs at some point over the 1995-2004 crop
years. Eleven programs went out of business, were discontinued or merged with other programs: Ag Profit by
Hjort, Agri-Edge (cash only), Agri-Edge (hedge), Cash Grain, Co-Mark, Grain Marketing Plus, Risk Management
Group (cash only), Risk Management Group (futures & options) Risk Management Group (options only), Stewart-
Peterson Strictly Cash and Zwicker Cycle Letter. Data collection for six additional programs was discontinued
because the programs stopped providing specific cash market recommendations or recommendations were no longer
deemed applicable to U.S. producers: Ag Alert for Ontario, Agri-Mark, Grain Field Report, Harris Weather/Elliot
Advisory, North American Ag and Prosperous Farmer. Excluding these 17 programs from the sample could result
in a form of selection bias, particularly if discontinuation is related to poor performance. Including a discontinued
program for a crop year does require an assumption about marketing the cash positions remaining after the
discontinuation date. A s