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Agriculture is a risky business and it requires attentive risk management 
practices in order to protect the investor’s wealth. Functioning in a 
similar manner to any other insurance, hedging can protect against the 
three risks that threaten more or less all agricultural businesses: bad 
crops, exchange rate risk and market risk. All agricultural businesses 
except sustenance farms are subjected to these risks. Agricultural 
consultancy organisms and NGOs should inform farm owners of these 
techniques of risk management that can safeguard the farms’ profits and 
as well their existence. The usage of financial markets as risk 
management tools in agricultural businesses is as well recommended by 
the World Bank and its „International Task Force for Commodity Risk 
Management in Developing Countries”. 
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INTRODUCTION 
Hedging is a term used nowadays primarily in conjunction with 

financial markets. Originating at the casino’s roulette table, where a „hedged 
bet” is placed on two or more numbers, thus increasing the probability that 
the ball would land on one of those numbers, the word caught in the 
language of economics due to the resemblance between the gambler’s 
tactics and the entrepreneur’s financial strategy of mitigating market price 
risks through selling or buying futures contracts for the commodity that is 
the object of his activity. 

The first ever standardised future contracts were provided by the 
Chicago Board of Trade (CBOT) in 1864. From its original purpose to 
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facilitate the exchange of goods between producers and buyers, the high 
potential for gain has attracted the interest of other investors as well. 
Participants in the futures markets are of two categories: commercial 
hedgers, either on their own or acting through an intermediary, are directly 
interested in the commodity they trade, as it is part of their core business 
regardless if they are buyers or sellers of that particular commodity; 
speculators, investors that have no real interest in the commodity except for 
„riding the wave” in search of quick profits. Since the futures market is a 
„zero-sum game” in which one investor’s gain is another’s loss, speculators 
are not necessarily reducing commercial hedger’s profits and may at times 
contribute to them, thus their influence on the commodities market game is 
neutral. 

The benefit for the hedger is that in a volatile market for goods such as 
agricultural products, energy, precious, industrial or rare metals, is that it 
makes financial planning possible. It is impossible to plan ahead for the next 
financial period without knowing the price of sale/purchase of your 
company’s products/raw materials. If, however, a farmer knew at the sowing 
time the price he will receive at harvest time, he would know how much he 
can afford to invest and what the return will be. In a similar fashion, the 
buyer of such volatile commodities can budget his expenses for raw 
materials based on the commodity’s future price. 

The earliest way of solving these problems was to close forward 
contracts. A forward contract states that the parties agree on the purchase of 
a commodity at a specified future date in a fixed quantity and at an 
established price. Futures contracts are an evolution of the forward contracts 
and are exchanged through a futures market. The futures contracts have 
moved past reflecting commodities’ future prices and nowadays are more 
about currencies, stocks values or exchange market’s indices. In the country 
that has probably the most developed financial markets, the U.S.A., an 
agricultural hedger can protect his business regardless if he deals in wheat, 
corn, soybeans, oats, cattle, pigs, milk, butter or cheese, by means of the 
Chicago Mercantile Exchange. Unfortunately, Romanian farmers have no 
such possibilities, since the Sibiu Monetary-Financial and Commodities 
Market (BMFMS) only trades in currencies, SSFs (Single Stock Futures) 
and stock market indices (it did launch a wheat based security in 2002 but it 
is no longer available), and the Romanian Commodities Exchange is 
functioning more like a platform for public purchasing than as a real 
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commodities exchange. However, exchange rate risk can be hedged on the 
BMFMS and agricultural entrepreneurs that rely on foreign trade for their 
farm’s activities can use the futures contracts for Euro and U.S. Dollars to 
mitigate the volatility of the currencies market. 

 
MATERIAL AND METHOD 

The three risks previously mentioned – bad crops, exchange rate risk 
and market price risk – can be hedged against if the local futures market or 
commodities exchange markets have the appropriate instruments. Since the 
Romanian futures market does not trade in contracts such as wheat, corn or 
other agricultural commodities, we will discuss less the hedging techniques 
that rely on these instruments and focus on the exchange rate risk mitigation 
techniques.  

As a first step towards hedging, the investor must contact one or 
several brokers that trade in the futures market. The BMFMS has on its 
website a complete list of authorised brokers, as well as comprehensive 
information about the whole process and techniques. However, it is 
preferable that the assistance of professionals is requested when choosing to 
buy or sell a contract. The good news is that in order to buy or sell an 
investor is not required to pay the whole value of the contract, but only to 
depose a fraction of the contract’s price, called margin, in an account 
opened at the brokerage firm. The reason is that the margin is meant to 
cover the potential loss should the contract’s price move the opposite way to 
what the investor had anticipated. 

If the farmer anticipates that a bad crop due to drought, for example, is 
likely to happen, he can at least partly recover the losses by purchasing 
agricultural commodities contracts and reselling them for a profit, based on 
the rationale that the drought will affect not only him, but most likely most 
of the farmers from the area, thus reducing supply. The effect is that reduced 
supply will drive the prices upwards, allowing the farmer/investor to make 
money as a result of the drought. This hedging tactic applies to goods that 
are fairly stable in price given a steady supply. If the drought does not 
materialise, the farmer investor does not stand to lose much from the 
declining price of the contracts he purchased. 

The market price risk hedge is a useful tool if the object of the trade is 
an agricultural commodity that is expensive to produce and if price volatility 
is high. The farmer/investor will know from selling contracts at sowing time 



FACULTATEA DE MANAGEMENT AGRICOL 

how much he will cash in at harvest time and can calculate how much he 
can afford to invest in sowing. Thus, the risk of overspending on a product 
that will not bring the required revenue is mitigated, as well as the risk of 
the prudential farmer not investing at sowing time enough due to fears that 
he may not recover the investment come harvesting time. This type of 
hedging is extremely useful in the financial planning of a farming activity, 
and even though if used over time it will bring neither additional profit nor 
loss, it will help even the businesses cash-flow. It acts in a similar manner to 
a shock absorber, reducing the movement both up and down.  

Exchange rate risk is particularly important to the farmers that rely 
either on purchasing goods from foreign markets, be it seeds, fertilisers or 
whatever may have a high impact on the spending of the business and as 
well on foreign countries as the primary market for their goods. As well, 
bank loans in foreign currency, especially EUR, are common in Romania. 
The risk is, for the first category of farmers that the local currency weakens 
against the currency of purchase for the raw materials. This means that 
actually the farmer pays more for the raw materials, but not necessarily sells 
his products at a higher price on the local market. This is where exchange 
rate hedging kicks in, as the farmer/investor buys currency contracts for the 
amount he plans to spend on imported goods and locks in the exchange rate 
for future purchases. There are two ways the exchange rate may fluctuate: if 
the foreign currency becomes stronger than the local currency, the 
farmer/investor loses on the purchase but recovers the same amount when he 
cashes in on the contracts; the opposite happens if the foreign currency 
weakens, in which case the farmer/investor benefits from the purchase but 
loses on the hedging. Conversely, the same rules apply in the case of the 
farmer/investor that sells his products abroad and is paid in foreign 
currency, whilst purchasing most of his raw materials on the local market. 
Again, this hedging technique normally protects the farmer/investor against 
fairly normal currency rate fluctuations, present in stable economies.  

The Romanian farmer was however exposed to very high fluctuations 
of the exchange rate of the EUR, currency of the main importer of 
Romanian agricultural products vs. the RON. If multi-million Euro 
agriculture businesses generally have skilled financial managers that are 
well informed of these risks and act accordingly, the medium-size farm 
owner doesn’t have access to such highly trained professionals and 
unfortunately falls prey to the fluctuations of the currency rate. 
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RESULTS AND DISCUSSIONS 

The Romanian farmer was however exposed to very high fluctuations 
of the exchange rate of the EUR, currency of the main importer of 
Romanian agricultural products vs. the RON. If multi-million Euro 
agriculture businesses generally have skilled financial managers that are 
well informed of these risks and act accordingly, the medium-size farm 
owner doesn’t have access to such highly trained professionals and 
unfortunately falls prey to the fluctuations of the currency rate. 

Neither the „Ministry for Agriculture, Forests and Rural 
Development” (MAPDR) nor the „National Agency for consulting in 
Agriculture” (ANCA) provide no information on hedging in its materials 
posted on the websites www.madr.ro and www.consultantaagricola.ro, 
perhaps due to the inexistent derivatives that would facilitate this activity. 
Following the same logic, the BMFMS does not offer these instruments due 
to the limited interest of the investors in these instruments. If, however, 
farmers would be informed about hedging, their interest would stimulate the 
financial markets to cater to this new demand. If state institutions would 
stimulate the markets to provide the derivatives necessary to hedge on 
agricultural goods and in the same time make them and their benefits known 
to farmers, by all accounts this would lead to better financial and risk 
management in farming businesses and in the same time relieve the state 
from interventions on the markets for agricultural goods (especially wheat). 
The „Agency for Payments and Intervention in Agriculture” (APIA) is 
authorised to buy wheat from producers in times when supply is greater than 
demand. Although this measure is beneficial for the producers, allowing the 
market to establish its prices and financial markets to balance the effects of 
price fluctuations on the farming and food processing businesses would ease 
pressure on the state budget and in the same time provide a competitive 
environment for these businesses. In 2006 the quantities that could be 
purchased by the APIA from an individual producer were between 80 and 
500 tonnes. This limits the amount of help a farmer can receive from the 
state and in the same time proves that state intervention is by no means a 
substitute for a good hedging policy and state organisms such as the APIA 
are no substitute for functioning financial markets. The World Bank’s 
„International Task Force for Commodity Risk Management in Developing 
Countries” recommends the usage of financial derivatives by developing 
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countries producers rather than state backed interventions. A market based 
approach would act as feedback for the farmers as to what to produce in the 
next season and would avoid situation when supply greatly exceeds demand. 
Flexible farm operations would be the beneficiaries of this system that 
guides the farmer towards producing what the market will want (or is 
believed to want) in the near future.  

 
CONCLUSIONS 

Hedging as the main tool of risk management has been proposed for 
farm businesses from the early beginnings of the financial markets. It is 
recommended by the World Bank, who founded the „International Task 
Force for Commodity Risk Management in Developing Countries” as an 
organism meant to analyse the benefits of hedging. It is considered an 
alternative to the state backed interventions on the agricultural commodities 
market. However, in Romania the instruments for hedging in agriculture are 
inexistent, due to the lack of information and interest from the main 
beneficiaries of these practices, the farmers. The MAPDR and its affiliated 
organisms should in parallel stimulate the financial markets to implement 
the derivatives and inform farmers of the benefits of hedging. This would 
result in a much more flexible system that compensates losses due to bad 
crops, market price and currency exchange rate.    
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