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MEXICO
• The economy of Mexico is the 15th largest in the world in

nominal terms and the 11th largest by purchasing power
parity, according to the International Monetary Fund. Since
the 1994 crisis, administrations have improved the country's
macroeconomic fundamentals.
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MEXICO
• Agriculture as a percentage of total GDP has been steadily

declining, and now resembles that of developed nations in
that it plays a smaller role in the economy. In 2006, agriculture
accounted for 3.9% of GDP, down from 7% in 1990, and 25%
in 1970. Given the historic structure of ejidos, it employs a
considerably high percentage of the work force: 18% in 2003,
mostly of which grows basic crops for subsistence, compared
to 2–5% in developed nations in which production is highly
mechanized.
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MEXICO

INTL FCStone, Inc. and its affiliates assume no liability for the use of this information contained and expresses no solicitation to buy or sell futures, options on futures 
contracts, or OTC products. Commodity trading involves risks and past financial results are not necessarily indicative of future performance. Any hypothetical examples 
given are exactly that and no representation is being made that any person will or is likely to achieve profits or losses based on those examples. Reference to and 
discussion of OTC products are made solely on behalf of INTL Hanley, LLC. Reproduction without authorization is forbidden. All rights reserved.
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CHANGE	IN	THE	MEXICAN	VIEW



The new economic policy was characterized by
greater market orientation, a freer trade regime,
privatization of public enterprises, reduced state
intervention in productive activities and efforts
to deregulate the economy, mainly

NEW	POLICY



• The strategy of agricultural policy was based on the
reduction of production subsidies, elimination of the
system of guaranteed prices, the withdrawal of the
State in the marketing process and abandoning its
role as administrator of companies directly involved
in the productive process, all in a context of trade
liberalization and integration into the world
economy.

NEW	POLICY



• The scheme followed for decades based on a
protected domestic economy, a system of prices
established by the state, important production
subsidies and profuse intervention and regulation
thereof, alienated producers in the international
context, which, compared to a scenario trade
liberalization affected their income, falling prices
caused by market saturation at harvest.

NEW	POLICY



In	this	context,	it	became	urgent	
implementation	of	programs	of	production	and	
marketing	that	would	allow	direct	the	industry	
towards	a	more	homogeneous	economic	and	

social	development,	which	was	the	fundamental	
premise	profitability.

NEW	POLICY



The	North	American	Free	Trade	Agreement	and	
the	impact	in	the	market	of	grains	.

Precios de	indiferencia (indifference	prices)

OPEN	MARKETS



• The hedging programs in Mexico started under 2 big

events that marked the commercial operations

forever, the NAFTA deal and the reduction of the

import duty for corn from the US into Mexico under

this Free Trade Agreement in 2008.

HISTORY



Import	duty	– corn-
AÑO ARANCEL %



• Under the North America Free Trade Agreement
(NAFTA), one of the most important subjects for the
Mexican agricultural sector was the disappearance of
CONASUPO, a state own entity that did all the
commercial process in Mexico, for Mexico.

HEDGING	PROGRAM



Indifference	Price

• When the consumer began to realize that his
operation was in an “open market”
environment, the concept of “Indifference
Price” start to grab force and presence in
every transaction.

• The indifference Price expose the grain and
sub products to a real market.



Movement by Land

INDIFFERENCE PRICES

Movement by Sea



Indifference	Price
CONSUMER

Exchange Price of Chicago (international benchmark), plus basis in point of
export (basis payed to the producer plus freight, maneuvers, loads,
downloads, elevations and “the market” in a specific time), plus freight to the
end-user country, plus import duty and expenses, plus freight and maneuvers
to local processing plant.

PRODUCER

Consumer indifference price, less freight and maneuvers to production area,
less cost of storage and financials
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Futures			CU6 3.46 USD/Bu 136.21 USD/TM

Basis	in	Production	Area -0.28 USD/Bu -11.02 USD/TM
(Lincoln,	NE)

Shuttle	Train	to	Queretaro,	MX 7153 USD/Car	(90	MT) 79.48 USD/TM

Freight	to	Plant 26.00 USD/TM

Indifference	Price 230.67 USD/TM

Indifference	Price



ASERCA
• ASERCA was created as Administrative Body of the then

Ministry of Agriculture and Water Resources, by presidential
decree published in the Official Journal of the Federation on
April 16, 1991; for the purpose of having an institution for
promoting the marketing of agricultural production for the
benefit of rural producers, facing the international opening
and liberalization of markets.
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ASERCA
• Initially, ASERCA sought to cover the area of strengthening marketing

through fiscal support, encouraging market mechanisms and design
negotiation schemes and use of hedging price risk, generation and
dissemination of market information and promotion export. Act as a
mediator in negotiations between producers and buyers.
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• Support an agricultural producers in the rural sector for the
prevention and risk management, through instruments that
address market problems.

• Protect the expected income of producers, reducing the risk
from adverse fluctuations in international prices of their
products through "Hedges price" operated futures market
instruments, mainly through options

HEDGING	PRICE	RISK
- General	Objective-



Strengthen	the	food	production	and	marketing	
chain,	giving	certainty	of	income to	the	

producer.

Specific	objective



• Hedges are made through derivative financial
instruments known as options that are placed
on international futures exchanges and
functions as an "insurance" against adverse
price movements.

Operation



The	products	subject	of	supports	are	corn,	wheat,	rice,	
sorghum,	cotton,	oats,	coffee,	orange	juice,	sugar	cane,	
cocoa,	barley,	oil	and	its	derivatives,	cattle,	lean	hogs	

and	milk

Products



COVERANGE BY CROP 2015

Source: Dirección General de Operaciones Financieras  



• The cost of these operations is known by
participants from the beginning and is equal
to the quoted premium on the futures
exchange plus the commissions brokerage.

Operation



• People	individually	or	through	their	
organizations,	involved	in	the	marketing	of	
eligible	products,	is	nation	wide	and	its	
operation	is	based	on	the	demand	of	the	

participants.

Segment	of	Population



Evolution	of	the	Program



• The process of price hedging began to have a great
acceptance among the population of the agricultural
sector in Mexico, however, cover or protect a price,
having an option, was not a guarantee that the
process of buying and selling were to perform.

HEDGING	PROGRAM



• Around 2003-2004 Federal authorities began
questioning about the possibilities Mexican
producers had to compete against the large
international traders, since after 2008, the total
elimination of tariffs on imports of grain corn was a
fact.

• In this situation, a new program called “Contract
Farming” (Agricultura por Contrato) was generated.

CONTRACT	FARMING



• Contract farming has existed in many countries as a
means of organizing the "commercial" agricultural
production of farmers both small and large scale.

• Interest in it continues to grow, particularly in
countries that have liberalized marketing through
trade agreements.

• Even the change in consumer habits continued
helping the development of such practices.

CONTRACT	FARMING



• Contract farming may be defined as an agreement between
producers and buyers (consumers and / or marketers) for the
production and supply of agricultural products for future
delivery, at predetermined prices.

• Unlike other programs, the buyer agrees to the purchase of
the product at a certain price at a certain time.

• In this way, the farmer and the buyer agree to the terms and
conditions of sale and future purchase of a product.

CONTRACT	FARMING



For the producer, the price is recorded in the contract
and translates as a floor price, allowing it to benefit
from any increase in the futures market.

“Call Option”

ASERCA	pays	a	percentage	of	the	cost	
of	the	premium,	however,	this	

percentage	can	recover	if	there	is	
compensation	in	the	position.

Prices 

down

The	producer	receives	
the	price	agreed	in	the	

contract

Prices

up

The	producer	
receives	the	price	
agreed	in	the	

contract	and	the	
compensation	

(benefits)	offered	by	
call	options.

OPERATION



“Opción Put”

ASERCA	pays	a	percentage	of	the	
premium	and	if	there	is	

compensation,	the	percentage	
recovered	ASERCA	supported.

For the buyer, the reference price of the contract ranks as
a ceiling price, which can fulfill the contract and benefit if
there is a decrease in the price of the Chicago Stock
Exchange.

Prices
Down

Buyer	pays	the	
contract	price	and	put	

benefits	from	
coverage.

Prices

Up

The	buyer	pays	the	
price	of	the	contract	
and	is	not	affected	by	
the	price	increase	of	
the	Chicago	Stock	

Exchange

OPERATION
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BASIS
• The most important part of this program are
the basis that are negotiated between
producers, buyers and government.

• We have to be VERY careful to be at the
market. So the end-user can buy local
production.
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• With an operation and effective management,
contract farming is a means to develop markets and
to implement investment programs and social
development, including for programs for technology
transfer, because it guarantees an income producer
and the buyer, guarantees its supply.

CONTRACT	FARMING



• The Contract Farming program must be viewed as an alliance
between producer-buyer, with a view to long term.

• This program is increasingly becoming an important tool of
agribusiness. This approach has great potential where small-
scale agriculture remains important, because what small
farmers can not be competitive without access to actual
market information and financial instruments to minimize its
exposure to adverse movements in the prices of their
products.

CONTRACT	FARMING



PRODUCERS
ADVANTAGE

- Access	to	credit
- Provision	of	inputs	and	production	services
- Pricing	structures	determined	and	guaranteed
- Access	to	reliable	markets
- Minimizes	price	fluctuations
- Opens	new	markets	that	otherwise	would	not	be	available	to	small

producers.
- Operation	on	products	they	already	know

DISADVANTAGES

- Buyers	can	assume	a	monopoly	position.
- Inefficient	management	can	lead	to	speculation



BUYER
• ADVANTAGE

- Production	reliability.
- Consistency	in	quality
- Overcoming	the	limitations	of	the	earth
- Political	acceptability
- They	are	not	responsible	for	production

DISADVANTAGES

- Lack	of	knowledge	of	the	farmer
- Failure	to	deliver	by	the	producer.
- Inefficient	management	can	lead	to	speculation



2015
• The program in 2015, ASERCA operated in Chicago y
Nueva York, 252,743 options, from them, 93,331
correspond to call options and 159,412 put options.
All this options represent 20.7 MTM of grains (corn,
sorghum, coffee) and some cereals (wheat, soybean,
rice , oats) and cotton , impacting to a universe of
250,960 participants.

• This operation impact in a Federal Budget of 4,272.7
millions of pesos and 2,090.8 millions from the
participants
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2016	– (Ciclo	OI	15/16)
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BASIS	+	CN6



Volume	and	prices
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Volume	and	prices
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Volume	and	prices
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Volume	and	prices



No	contract	farming	project	should	be	started	unless	the	following	provisions	
are	met:

A	lucrative	and	real	market
- Identification	of	the	production	for	the	market
- Security	of	supply
- Location	in	the	market	of	price	indifference.

A	good	social	and	physical	environment
- Cultural	practices	and	attitudes	should	not	interfere	with	contractual
commitments.

Government	support
- Operating	rules	and	government	support	for	the	fulfillment	of	contractual	
commitments	are	needed.

- Federal	Resources	to	pay	the	price	hedges	are	needed.
- Training



CHALLENGES

• Less	need	of	the	Federal	Budget	
• Improve	the	way	how	they	receive	the	orders	
and	how	they	put	the	orders.

• Be	in	the	market
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