
Dear Ag Industry Associate,

Now that a few months have passed since the enrollment deadline for the Dairy 
Margin Protection Program that rolled out as part of the new Farm Bill, we thought 
it would be informative to revisit MPP and consider its impact on dairies that 
elected to participate.  Our feature article, “Revisiting MPP” explores coverage that 
the program offers in light of where current margins may exist for a sample dairy 
operation.  As the program is new and individual dairies are still in the process of 
trying to understand how it protects their unique margins, we examine where gaps 
may exist and discuss considerations that a dairy may want to think about as they 
evaluate their existing coverage.  This may also impact how a dairy views coverage 
decisions for the upcoming year as enrollment for 2016 begins in July.

In addition to this month’s featured article, the current Margin Manager also 
reviews the latest outlook for profitability in the crop, swine, cattle and dairy indus-
tries.  While margins have remained relatively stagnant over the previous month, 
the improvement in dairy margins has been noticeable.  Hopefully, we will begin to 
see margin improvement in other sectors also as we thaw out from winter and 
move into the spring season.

Chip Whalen
Managing Editor
V.P. Of Education & Research
CIH
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Now that we are almost through the �rst quarter of 2015 and hopefully done with what has been a particularly 
challenging winter across much of the U.S., particularly in the Northeast, it seems like a good time to revisit the 
Margin Protection Program which was recently implemented.  The USDA extended the signup deadline to 
December 19, 2014, and recent reports suggest that many dairies took advantage of this new tool to protect 
forward pro�t margins following extensive outreach and a series of informational sessions to educate producers 
on features and bene�ts of the program.  According to enrollment �gures for 2015 released by USDA, 23,807 
dairy herds enrolled in MPP which collectively represent about 51% of all herds commercially licensed to sell milk 
in 2013.  In addition, approximately 55% of those enrolled or 13,091 dairy herds also elected “buy-up” coverage in 
the program, meaning that they paid an additional premium to cover margins above the $4.00/cwt. threshold 
that is o�ered for free.  Although dairy margins have been recovering recently due to a sharp rebound in milk 
prices, the actual MPP margin had been moving steadily lower through the fall into the �rst half of December 
which likely motivated many dairies to enroll in the program (see blue line in graph).                                                         

      While the MPP margin calculation has been moving lower, it remains above the highest insurable threshold 
at $8.00/cwt.  However, looking out through the remainder of 2015, the MPP Decision Tool does suggest that 
there is a possibility that MPP could fall within the insurable range.  Moreover, there is quite a bit of uncertainty 
surrounding the future direction of milk prices and feed costs given recent announcements from Fonterra as 
well as the normal concerns tied to spring acreage and weather as new-crop corn and soybean dynamics come 
into greater focus from market participants.  The following graph depicts the current forecast for MPP as of 
February 25, 2015:

     For those dairies that did elect to buy up coverage beyond the $4.00/cwt. threshold o�ered for free, anec-
dotal reports suggest that most chose not to insure above the $6.50/cwt. level.  This is due to the fact that the 
premiums are heavily subsidized for margin coverage at lower levels while little or no subsidy is o�ered at 
higher levels.  This can be seen by looking at the column for MPP premiums above 4 million pounds of milk 
production in the MPP cost table below.  You will notice that the cost to insure margins below the $7.00/cwt. 
threshold is $0.83/cwt. while the cost to ensure below the $6.50/cwt. threshold is $0.29/cwt., a di�erence of 
$0.54/cwt.  What this means e�ectively is that a dairy is paying 4 cents more to insure the range between $7.00 
and $6.50 than the range is actually worth.  This would not make sense unless there was a high probability that 
MPP margins would remain below $6.50/cwt.

     One feature of the new MPP program that may not be fully understood is that it is meant to be more disaster 
insurance coverage than robust margin protection to help ensure a dairy’s pro�tability.  To see this, consider the 
fact that MPP does not include operating costs but is simply an income over feed calculation.  Therefore, a dairy 
will need to back out their non-feed expenses to arrive at an equivalent level of margin protection where the 
coverage would actually kick in.  As a simple example, let’s assume a model dairy operation that has a 1,000 cow 
milking herd which produces 20 million pounds of milk annually.  Let’s further assume that this model dairy has 
non-feed operating expenses of $8.00/cwt. This would mean that the highest level of MPP coverage available 
through the program would roughly protect a breakeven scenario at best for this dairy.  Now let’s assume that 
this dairy signed up for MPP in 2015 and elected to buy up coverage at the $6.50/cwt. threshold.  For simplicity, 
we will also assume that the dairy has secured forages for the year so that we can isolate milk as the only 
variable which will a�ect their margin for the remainder of the year.  

     Suppose that the dairy has calculated their projected pro�t margin to be a positive $1.00/cwt. for the year 
based upon current CME futures prices for Class III Milk, exclusive of PPD or any premium received for their 
components.  This suggests that there is a gap in their coverage equivalent to approximately $2.50/cwt.  This 
di�erence is derived from their projected margin of $1.00/cwt. plus the di�erence between the current MPP 
projection of $8.00/cwt. and where their coverage kicks in below $6.50/cwt.  Given that their feed has already 
been priced and assuming no signi�cant changes to their projected operating costs, this essentially means that 
Class III Milk futures could decline about $2.50/cwt. from current levels before MPP would provide them any 
protection from deteriorating margins.  While a strong increase in feed costs could also cause the MPP calcula-
tion to drop and trigger an indemnity payment sooner; likewise, a decline in the USDA prices for alfalfa, 
soybean meal and corn could conversely mean that milk prices would have to drop even more before an 
indemnity payment would be triggered.
  
     Either way, deteriorating milk prices would be the main risk for this dairy through the remainder of the year.  
To address this risk, the dairy may consider a strategy where they would “bridge the gap” between the current 
value of milk and where their MPP coverage would become e�ective triggering indemnity payments.  In this 
example, if the gap is equivalent to $2.50/cwt., the dairy would need to protect Class III Milk from declining over 
a similar range of lower prices from current values.  Exchange-traded option strategies might be one way in 
which the dairy could protect this risk.  A structured product o�-exchange such as a swap might be another 
means of bridging this gap.  Regardless of how the dairy chooses to address this risk if they elect to do so, it is 
important to realize that there may be a signi�cant di�erence between where a dairy’s projected margins 
actually are right now and where their protection to deteriorating margins through the new MPP program will 
e�ectively begin.  

     Thinking ahead to coverage decisions for 2016, the sign-up period will begin July 1 and continue through 
September.  Many dairies will likely wait towards the end of the sign-up period to gain greater visibility on 
projected margins for 2016.  One consideration to bear in mind is whether or not you purchase your forages on 
the open market.  To the extent that you grow your own feed, you may not need the coverage that MPP is 
o�ering and you might be better to focus on other strategies in the marketplace. Do you know the relationship 
between your dairy’s margins and MPP?
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will need to back out their non-feed expenses to arrive at an equivalent level of margin protection where the 
coverage would actually kick in.  As a simple example, let’s assume a model dairy operation that has a 1,000 cow 
milking herd which produces 20 million pounds of milk annually.  Let’s further assume that this model dairy has 
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soybean meal and corn could conversely mean that milk prices would have to drop even more before an 
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     Either way, deteriorating milk prices would be the main risk for this dairy through the remainder of the year.  
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      While the MPP margin calculation has been moving lower, it remains above the highest insurable threshold 
at $8.00/cwt.  However, looking out through the remainder of 2015, the MPP Decision Tool does suggest that 
there is a possibility that MPP could fall within the insurable range.  Moreover, there is quite a bit of uncertainty 
surrounding the future direction of milk prices and feed costs given recent announcements from Fonterra as 
well as the normal concerns tied to spring acreage and weather as new-crop corn and soybean dynamics come 
into greater focus from market participants.  The following graph depicts the current forecast for MPP as of 
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dotal reports suggest that most chose not to insure above the $6.50/cwt. level.  This is due to the fact that the 
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threshold is $0.83/cwt. while the cost to ensure below the $6.50/cwt. threshold is $0.29/cwt., a di�erence of 
$0.54/cwt.  What this means e�ectively is that a dairy is paying 4 cents more to insure the range between $7.00 
and $6.50 than the range is actually worth.  This would not make sense unless there was a high probability that 
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components.  This suggests that there is a gap in their coverage equivalent to approximately $2.50/cwt.  This 
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projection of $8.00/cwt. and where their coverage kicks in below $6.50/cwt.  Given that their feed has already 
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tion to drop and trigger an indemnity payment sooner; likewise, a decline in the USDA prices for alfalfa, 
soybean meal and corn could conversely mean that milk prices would have to drop even more before an 
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To address this risk, the dairy may consider a strategy where they would “bridge the gap” between the current 
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means of bridging this gap.  Regardless of how the dairy chooses to address this risk if they elect to do so, it is 
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actually are right now and where their protection to deteriorating margins through the new MPP program will 
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threshold is $0.83/cwt. while the cost to ensure below the $6.50/cwt. threshold is $0.29/cwt., a di�erence of 
$0.54/cwt.  What this means e�ectively is that a dairy is paying 4 cents more to insure the range between $7.00 
and $6.50 than the range is actually worth.  This would not make sense unless there was a high probability that 
MPP margins would remain below $6.50/cwt.

     One feature of the new MPP program that may not be fully understood is that it is meant to be more disaster 
insurance coverage than robust margin protection to help ensure a dairy’s pro�tability.  To see this, consider the 
fact that MPP does not include operating costs but is simply an income over feed calculation.  Therefore, a dairy 
will need to back out their non-feed expenses to arrive at an equivalent level of margin protection where the 
coverage would actually kick in.  As a simple example, let’s assume a model dairy operation that has a 1,000 cow 
milking herd which produces 20 million pounds of milk annually.  Let’s further assume that this model dairy has 
non-feed operating expenses of $8.00/cwt. This would mean that the highest level of MPP coverage available 
through the program would roughly protect a breakeven scenario at best for this dairy.  Now let’s assume that 
this dairy signed up for MPP in 2015 and elected to buy up coverage at the $6.50/cwt. threshold.  For simplicity, 
we will also assume that the dairy has secured forages for the year so that we can isolate milk as the only 
variable which will a�ect their margin for the remainder of the year.  

     Suppose that the dairy has calculated their projected pro�t margin to be a positive $1.00/cwt. for the year 
based upon current CME futures prices for Class III Milk, exclusive of PPD or any premium received for their 
components.  This suggests that there is a gap in their coverage equivalent to approximately $2.50/cwt.  This 
di�erence is derived from their projected margin of $1.00/cwt. plus the di�erence between the current MPP 
projection of $8.00/cwt. and where their coverage kicks in below $6.50/cwt.  Given that their feed has already 
been priced and assuming no signi�cant changes to their projected operating costs, this essentially means that 
Class III Milk futures could decline about $2.50/cwt. from current levels before MPP would provide them any 
protection from deteriorating margins.  While a strong increase in feed costs could also cause the MPP calcula-
tion to drop and trigger an indemnity payment sooner; likewise, a decline in the USDA prices for alfalfa, 
soybean meal and corn could conversely mean that milk prices would have to drop even more before an 
indemnity payment would be triggered.
  
     Either way, deteriorating milk prices would be the main risk for this dairy through the remainder of the year.  
To address this risk, the dairy may consider a strategy where they would “bridge the gap” between the current 
value of milk and where their MPP coverage would become e�ective triggering indemnity payments.  In this 
example, if the gap is equivalent to $2.50/cwt., the dairy would need to protect Class III Milk from declining over 
a similar range of lower prices from current values.  Exchange-traded option strategies might be one way in 
which the dairy could protect this risk.  A structured product o�-exchange such as a swap might be another 
means of bridging this gap.  Regardless of how the dairy chooses to address this risk if they elect to do so, it is 
important to realize that there may be a signi�cant di�erence between where a dairy’s projected margins 
actually are right now and where their protection to deteriorating margins through the new MPP program will 
e�ectively begin.  

     Thinking ahead to coverage decisions for 2016, the sign-up period will begin July 1 and continue through 
September.  Many dairies will likely wait towards the end of the sign-up period to gain greater visibility on 
projected margins for 2016.  One consideration to bear in mind is whether or not you purchase your forages on 
the open market.  To the extent that you grow your own feed, you may not need the coverage that MPP is 
o�ering and you might be better to focus on other strategies in the marketplace. Do you know the relationship 
between your dairy’s margins and MPP?

Exploring the Margin Approach
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Now that we are almost through the �rst quarter of 2015 and hopefully done with what has been a particularly 
challenging winter across much of the U.S., particularly in the Northeast, it seems like a good time to revisit the 
Margin Protection Program which was recently implemented.  The USDA extended the signup deadline to 
December 19, 2014, and recent reports suggest that many dairies took advantage of this new tool to protect 
forward pro�t margins following extensive outreach and a series of informational sessions to educate producers 
on features and bene�ts of the program.  According to enrollment �gures for 2015 released by USDA, 23,807 
dairy herds enrolled in MPP which collectively represent about 51% of all herds commercially licensed to sell milk 
in 2013.  In addition, approximately 55% of those enrolled or 13,091 dairy herds also elected “buy-up” coverage in 
the program, meaning that they paid an additional premium to cover margins above the $4.00/cwt. threshold 
that is o�ered for free.  Although dairy margins have been recovering recently due to a sharp rebound in milk 
prices, the actual MPP margin had been moving steadily lower through the fall into the �rst half of December 
which likely motivated many dairies to enroll in the program (see blue line in graph).                                                         

      While the MPP margin calculation has been moving lower, it remains above the highest insurable threshold 
at $8.00/cwt.  However, looking out through the remainder of 2015, the MPP Decision Tool does suggest that 
there is a possibility that MPP could fall within the insurable range.  Moreover, there is quite a bit of uncertainty 
surrounding the future direction of milk prices and feed costs given recent announcements from Fonterra as 
well as the normal concerns tied to spring acreage and weather as new-crop corn and soybean dynamics come 
into greater focus from market participants.  The following graph depicts the current forecast for MPP as of 
February 25, 2015:

     For those dairies that did elect to buy up coverage beyond the $4.00/cwt. threshold o�ered for free, anec-
dotal reports suggest that most chose not to insure above the $6.50/cwt. level.  This is due to the fact that the 
premiums are heavily subsidized for margin coverage at lower levels while little or no subsidy is o�ered at 
higher levels.  This can be seen by looking at the column for MPP premiums above 4 million pounds of milk 
production in the MPP cost table below.  You will notice that the cost to insure margins below the $7.00/cwt. 
threshold is $0.83/cwt. while the cost to ensure below the $6.50/cwt. threshold is $0.29/cwt., a di�erence of 
$0.54/cwt.  What this means e�ectively is that a dairy is paying 4 cents more to insure the range between $7.00 
and $6.50 than the range is actually worth.  This would not make sense unless there was a high probability that 
MPP margins would remain below $6.50/cwt.

     One feature of the new MPP program that may not be fully understood is that it is meant to be more disaster 
insurance coverage than robust margin protection to help ensure a dairy’s pro�tability.  To see this, consider the 
fact that MPP does not include operating costs but is simply an income over feed calculation.  Therefore, a dairy 
will need to back out their non-feed expenses to arrive at an equivalent level of margin protection where the 
coverage would actually kick in.  As a simple example, let’s assume a model dairy operation that has a 1,000 cow 
milking herd which produces 20 million pounds of milk annually.  Let’s further assume that this model dairy has 
non-feed operating expenses of $8.00/cwt. This would mean that the highest level of MPP coverage available 
through the program would roughly protect a breakeven scenario at best for this dairy.  Now let’s assume that 
this dairy signed up for MPP in 2015 and elected to buy up coverage at the $6.50/cwt. threshold.  For simplicity, 
we will also assume that the dairy has secured forages for the year so that we can isolate milk as the only 
variable which will a�ect their margin for the remainder of the year.  

     Suppose that the dairy has calculated their projected pro�t margin to be a positive $1.00/cwt. for the year 
based upon current CME futures prices for Class III Milk, exclusive of PPD or any premium received for their 
components.  This suggests that there is a gap in their coverage equivalent to approximately $2.50/cwt.  This 
di�erence is derived from their projected margin of $1.00/cwt. plus the di�erence between the current MPP 
projection of $8.00/cwt. and where their coverage kicks in below $6.50/cwt.  Given that their feed has already 
been priced and assuming no signi�cant changes to their projected operating costs, this essentially means that 
Class III Milk futures could decline about $2.50/cwt. from current levels before MPP would provide them any 
protection from deteriorating margins.  While a strong increase in feed costs could also cause the MPP calcula-
tion to drop and trigger an indemnity payment sooner; likewise, a decline in the USDA prices for alfalfa, 
soybean meal and corn could conversely mean that milk prices would have to drop even more before an 
indemnity payment would be triggered.
  
     Either way, deteriorating milk prices would be the main risk for this dairy through the remainder of the year.  
To address this risk, the dairy may consider a strategy where they would “bridge the gap” between the current 
value of milk and where their MPP coverage would become e�ective triggering indemnity payments.  In this 
example, if the gap is equivalent to $2.50/cwt., the dairy would need to protect Class III Milk from declining over 
a similar range of lower prices from current values.  Exchange-traded option strategies might be one way in 
which the dairy could protect this risk.  A structured product o�-exchange such as a swap might be another 
means of bridging this gap.  Regardless of how the dairy chooses to address this risk if they elect to do so, it is 
important to realize that there may be a signi�cant di�erence between where a dairy’s projected margins 
actually are right now and where their protection to deteriorating margins through the new MPP program will 
e�ectively begin.  

     Thinking ahead to coverage decisions for 2016, the sign-up period will begin July 1 and continue through 
September.  Many dairies will likely wait towards the end of the sign-up period to gain greater visibility on 
projected margins for 2016.  One consideration to bear in mind is whether or not you purchase your forages on 
the open market.  To the extent that you grow your own feed, you may not need the coverage that MPP is 
o�ering and you might be better to focus on other strategies in the marketplace. Do you know the relationship 
between your dairy’s margins and MPP?

Dairy Margin Watch: February
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Now that we are almost through the �rst quarter of 2015 and hopefully done with what has been a particularly 
challenging winter across much of the U.S., particularly in the Northeast, it seems like a good time to revisit the 
Margin Protection Program which was recently implemented.  The USDA extended the signup deadline to 
December 19, 2014, and recent reports suggest that many dairies took advantage of this new tool to protect 
forward pro�t margins following extensive outreach and a series of informational sessions to educate producers 
on features and bene�ts of the program.  According to enrollment �gures for 2015 released by USDA, 23,807 
dairy herds enrolled in MPP which collectively represent about 51% of all herds commercially licensed to sell milk 
in 2013.  In addition, approximately 55% of those enrolled or 13,091 dairy herds also elected “buy-up” coverage in 
the program, meaning that they paid an additional premium to cover margins above the $4.00/cwt. threshold 
that is o�ered for free.  Although dairy margins have been recovering recently due to a sharp rebound in milk 
prices, the actual MPP margin had been moving steadily lower through the fall into the �rst half of December 
which likely motivated many dairies to enroll in the program (see blue line in graph).                                                         

      While the MPP margin calculation has been moving lower, it remains above the highest insurable threshold 
at $8.00/cwt.  However, looking out through the remainder of 2015, the MPP Decision Tool does suggest that 
there is a possibility that MPP could fall within the insurable range.  Moreover, there is quite a bit of uncertainty 
surrounding the future direction of milk prices and feed costs given recent announcements from Fonterra as 
well as the normal concerns tied to spring acreage and weather as new-crop corn and soybean dynamics come 
into greater focus from market participants.  The following graph depicts the current forecast for MPP as of 
February 25, 2015:

     For those dairies that did elect to buy up coverage beyond the $4.00/cwt. threshold o�ered for free, anec-
dotal reports suggest that most chose not to insure above the $6.50/cwt. level.  This is due to the fact that the 
premiums are heavily subsidized for margin coverage at lower levels while little or no subsidy is o�ered at 
higher levels.  This can be seen by looking at the column for MPP premiums above 4 million pounds of milk 
production in the MPP cost table below.  You will notice that the cost to insure margins below the $7.00/cwt. 
threshold is $0.83/cwt. while the cost to ensure below the $6.50/cwt. threshold is $0.29/cwt., a di�erence of 
$0.54/cwt.  What this means e�ectively is that a dairy is paying 4 cents more to insure the range between $7.00 
and $6.50 than the range is actually worth.  This would not make sense unless there was a high probability that 
MPP margins would remain below $6.50/cwt.

     One feature of the new MPP program that may not be fully understood is that it is meant to be more disaster 
insurance coverage than robust margin protection to help ensure a dairy’s pro�tability.  To see this, consider the 
fact that MPP does not include operating costs but is simply an income over feed calculation.  Therefore, a dairy 
will need to back out their non-feed expenses to arrive at an equivalent level of margin protection where the 
coverage would actually kick in.  As a simple example, let’s assume a model dairy operation that has a 1,000 cow 
milking herd which produces 20 million pounds of milk annually.  Let’s further assume that this model dairy has 
non-feed operating expenses of $8.00/cwt. This would mean that the highest level of MPP coverage available 
through the program would roughly protect a breakeven scenario at best for this dairy.  Now let’s assume that 
this dairy signed up for MPP in 2015 and elected to buy up coverage at the $6.50/cwt. threshold.  For simplicity, 
we will also assume that the dairy has secured forages for the year so that we can isolate milk as the only 
variable which will a�ect their margin for the remainder of the year.  

     Suppose that the dairy has calculated their projected pro�t margin to be a positive $1.00/cwt. for the year 
based upon current CME futures prices for Class III Milk, exclusive of PPD or any premium received for their 
components.  This suggests that there is a gap in their coverage equivalent to approximately $2.50/cwt.  This 
di�erence is derived from their projected margin of $1.00/cwt. plus the di�erence between the current MPP 
projection of $8.00/cwt. and where their coverage kicks in below $6.50/cwt.  Given that their feed has already 
been priced and assuming no signi�cant changes to their projected operating costs, this essentially means that 
Class III Milk futures could decline about $2.50/cwt. from current levels before MPP would provide them any 
protection from deteriorating margins.  While a strong increase in feed costs could also cause the MPP calcula-
tion to drop and trigger an indemnity payment sooner; likewise, a decline in the USDA prices for alfalfa, 
soybean meal and corn could conversely mean that milk prices would have to drop even more before an 
indemnity payment would be triggered.
  
     Either way, deteriorating milk prices would be the main risk for this dairy through the remainder of the year.  
To address this risk, the dairy may consider a strategy where they would “bridge the gap” between the current 
value of milk and where their MPP coverage would become e�ective triggering indemnity payments.  In this 
example, if the gap is equivalent to $2.50/cwt., the dairy would need to protect Class III Milk from declining over 
a similar range of lower prices from current values.  Exchange-traded option strategies might be one way in 
which the dairy could protect this risk.  A structured product o�-exchange such as a swap might be another 
means of bridging this gap.  Regardless of how the dairy chooses to address this risk if they elect to do so, it is 
important to realize that there may be a signi�cant di�erence between where a dairy’s projected margins 
actually are right now and where their protection to deteriorating margins through the new MPP program will 
e�ectively begin.  

     Thinking ahead to coverage decisions for 2016, the sign-up period will begin July 1 and continue through 
September.  Many dairies will likely wait towards the end of the sign-up period to gain greater visibility on 
projected margins for 2016.  One consideration to bear in mind is whether or not you purchase your forages on 
the open market.  To the extent that you grow your own feed, you may not need the coverage that MPP is 
o�ering and you might be better to focus on other strategies in the marketplace. Do you know the relationship 
between your dairy’s margins and MPP?

Hog Margin Watch: February
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Now that we are almost through the �rst quarter of 2015 and hopefully done with what has been a particularly 
challenging winter across much of the U.S., particularly in the Northeast, it seems like a good time to revisit the 
Margin Protection Program which was recently implemented.  The USDA extended the signup deadline to 
December 19, 2014, and recent reports suggest that many dairies took advantage of this new tool to protect 
forward pro�t margins following extensive outreach and a series of informational sessions to educate producers 
on features and bene�ts of the program.  According to enrollment �gures for 2015 released by USDA, 23,807 
dairy herds enrolled in MPP which collectively represent about 51% of all herds commercially licensed to sell milk 
in 2013.  In addition, approximately 55% of those enrolled or 13,091 dairy herds also elected “buy-up” coverage in 
the program, meaning that they paid an additional premium to cover margins above the $4.00/cwt. threshold 
that is o�ered for free.  Although dairy margins have been recovering recently due to a sharp rebound in milk 
prices, the actual MPP margin had been moving steadily lower through the fall into the �rst half of December 
which likely motivated many dairies to enroll in the program (see blue line in graph).                                                         

      While the MPP margin calculation has been moving lower, it remains above the highest insurable threshold 
at $8.00/cwt.  However, looking out through the remainder of 2015, the MPP Decision Tool does suggest that 
there is a possibility that MPP could fall within the insurable range.  Moreover, there is quite a bit of uncertainty 
surrounding the future direction of milk prices and feed costs given recent announcements from Fonterra as 
well as the normal concerns tied to spring acreage and weather as new-crop corn and soybean dynamics come 
into greater focus from market participants.  The following graph depicts the current forecast for MPP as of 
February 25, 2015:

     For those dairies that did elect to buy up coverage beyond the $4.00/cwt. threshold o�ered for free, anec-
dotal reports suggest that most chose not to insure above the $6.50/cwt. level.  This is due to the fact that the 
premiums are heavily subsidized for margin coverage at lower levels while little or no subsidy is o�ered at 
higher levels.  This can be seen by looking at the column for MPP premiums above 4 million pounds of milk 
production in the MPP cost table below.  You will notice that the cost to insure margins below the $7.00/cwt. 
threshold is $0.83/cwt. while the cost to ensure below the $6.50/cwt. threshold is $0.29/cwt., a di�erence of 
$0.54/cwt.  What this means e�ectively is that a dairy is paying 4 cents more to insure the range between $7.00 
and $6.50 than the range is actually worth.  This would not make sense unless there was a high probability that 
MPP margins would remain below $6.50/cwt.

     One feature of the new MPP program that may not be fully understood is that it is meant to be more disaster 
insurance coverage than robust margin protection to help ensure a dairy’s pro�tability.  To see this, consider the 
fact that MPP does not include operating costs but is simply an income over feed calculation.  Therefore, a dairy 
will need to back out their non-feed expenses to arrive at an equivalent level of margin protection where the 
coverage would actually kick in.  As a simple example, let’s assume a model dairy operation that has a 1,000 cow 
milking herd which produces 20 million pounds of milk annually.  Let’s further assume that this model dairy has 
non-feed operating expenses of $8.00/cwt. This would mean that the highest level of MPP coverage available 
through the program would roughly protect a breakeven scenario at best for this dairy.  Now let’s assume that 
this dairy signed up for MPP in 2015 and elected to buy up coverage at the $6.50/cwt. threshold.  For simplicity, 
we will also assume that the dairy has secured forages for the year so that we can isolate milk as the only 
variable which will a�ect their margin for the remainder of the year.  

     Suppose that the dairy has calculated their projected pro�t margin to be a positive $1.00/cwt. for the year 
based upon current CME futures prices for Class III Milk, exclusive of PPD or any premium received for their 
components.  This suggests that there is a gap in their coverage equivalent to approximately $2.50/cwt.  This 
di�erence is derived from their projected margin of $1.00/cwt. plus the di�erence between the current MPP 
projection of $8.00/cwt. and where their coverage kicks in below $6.50/cwt.  Given that their feed has already 
been priced and assuming no signi�cant changes to their projected operating costs, this essentially means that 
Class III Milk futures could decline about $2.50/cwt. from current levels before MPP would provide them any 
protection from deteriorating margins.  While a strong increase in feed costs could also cause the MPP calcula-
tion to drop and trigger an indemnity payment sooner; likewise, a decline in the USDA prices for alfalfa, 
soybean meal and corn could conversely mean that milk prices would have to drop even more before an 
indemnity payment would be triggered.
  
     Either way, deteriorating milk prices would be the main risk for this dairy through the remainder of the year.  
To address this risk, the dairy may consider a strategy where they would “bridge the gap” between the current 
value of milk and where their MPP coverage would become e�ective triggering indemnity payments.  In this 
example, if the gap is equivalent to $2.50/cwt., the dairy would need to protect Class III Milk from declining over 
a similar range of lower prices from current values.  Exchange-traded option strategies might be one way in 
which the dairy could protect this risk.  A structured product o�-exchange such as a swap might be another 
means of bridging this gap.  Regardless of how the dairy chooses to address this risk if they elect to do so, it is 
important to realize that there may be a signi�cant di�erence between where a dairy’s projected margins 
actually are right now and where their protection to deteriorating margins through the new MPP program will 
e�ectively begin.  

     Thinking ahead to coverage decisions for 2016, the sign-up period will begin July 1 and continue through 
September.  Many dairies will likely wait towards the end of the sign-up period to gain greater visibility on 
projected margins for 2016.  One consideration to bear in mind is whether or not you purchase your forages on 
the open market.  To the extent that you grow your own feed, you may not need the coverage that MPP is 
o�ering and you might be better to focus on other strategies in the marketplace. Do you know the relationship 
between your dairy’s margins and MPP?

Beef Margin Watch: February
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BEEF MARGIN SEMINAR
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2015 Educational Program Schedule

Beef Margin Management
Mar 11-12

Margin Management for Ag Lenders
Apr 22-23

Commodity Price Management
May 13-14

Crop Margin Management
Jul 8-9

Hog Margin Management
Jul 22-23

Dairy Margin Management
Aug 5-6

Margin Management for Ag Lenders 
Oct 21-22

Beef Margin Management
Nov 11-12

Dairy Margin Managment 
Nov 18-19

Hog Margin Management
Dec 9-10

Crop Margin Management
Dec 16-17

Trading futures and options carry the risk of loss. All dates subject to change. Please check 
cihedging.com/education for more information and the latest additions to the schedule. 
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Corn Margin Watch: February
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Soybeans Margin Watch: February
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Wheat Margin Watch: February
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