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Farming can be a risky endeavor. In addition to managing their operation, raising
livestock or growing crops, producers must contend with forces outside their control.
Weather, including droughts and floods, can diminish the output from a field or herd,
and changes in prices can decrease revenues or increase costs. Over time, a number of
Federal risk management support programs have emerged to address risk, including
commodity support programs, crop and livestock insurance, and response to natural
disasters. Market mechanisms are also available to farmers, who can use agricultural
derivatives—such as futures and options contracts--and marketing contracts to protect
against price fluctuations. This study introduces these risk management strategies and
describes the use of futures, options, and marketing contracts by producers, with a
primary focus on corn and soybeans.
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