
Understanding the Drivers of Oportunity

Dear Ag Industry Associate,

Our latest issue of Margin Manager explores the historically strong 
profit margins that currently exist for hog and dairy producers.  Due 
to the expanding impact of PEDv, record profitability is currently 
projected in Q2 and Q3 for hog producers.  Meanwhile, spot dairy prof-
itability has matched the record second quarter of 2004 following a 
new high for profit margins in Q1.  The Margin Watch reports go into 
detail describing the drivers of these tremendous opportunities for 
both industries.  Also check out the current projected profit margins 
for the beef cattle industry and crop producers. 

Our contributing editor, Mike Liautaud, discusses objectively evaluat-
ing margin opportunities within a historical context, and how this can 
provide direction to strategically managing forward profitability.  You 
will also gain insight by reading excerpts from an interview with hog 
producers Bob and Joe Dykhuis, who describe how the margin man-
agement approach has helped them secure profitability on their farm.

Leveraging 15 Years of Experience
Through feedback from our educational seminars, interviews and 
testimonials, we have received a wealth of information on how the 
margin approach has changed people’s thinking and perception of 
risk. 

We want to share these insights with you so that you may better 
understand what margin management is, how it works and what it 
allows people to do. In addition, you will find educational topics that 
highlight specific focal points of the margin management process, as 
well as articles that share specific stories about margin management 
in action. 

It is our hope that you will come away with a deeper appreciation for 
why we are passionate about this approach to managing risk, and how 
it can benefit you and your business.

Sincerely

Chip Whalen

Volume 1, Issue 2 March, 2014 Learn more at MarginManager.Com

INSIDE THIS ISSUE

Managing Editor, Chip Whalen is the Vice President of Education and 
Research for CIH, a leader in Margin Management. Over the past 15 
years, Mr. Whalen has lectured extensively throughout the country, 
introducing agricultural lenders, producers and industry associates 
to the margin approach to risk management. He has also written 
articles for many leading agricultural publications.
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How do you evaluate a
forward profit margin? 
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Answering questions about 
margin managementQ & A

 

Evaluating a Forward Profit Margin
Building an accurate representation of your opera-
tion accounting for all costs and revenues is the first 
step in being able to estimate future profitability. 
Given that futures contracts are an unbiased estima-
tor of what a specific commodity’s value is expected 
to be in a forward time period, a producer could use 
the forward futures price as a placeholder to repre-
sent a future cost or revenue. Certain inputs would 
need to be taken as fixed estimated values if no 
correlation exists between those cash prices and 
futures prices. From there, along with other estima-
tions for operational costs and basis values, a 
forward profit margin can be discovered. 

Once an accurate model of your operation is built, 
the next step would be to evaluate the forward profit 
margin represented, starting simply with whether the 
projected margin is a profit or a loss. If the forward 
margin is projecting a loss, not much can be done to 
secure a profit unless the margin improves. If, on the 
other hand, the forward margin is projecting a profit, 
the producer would want to know how good of an 
opportunity that profit margin represents. One way to 
objectively determine the opportunity is to rank the 
projected margin over a historical period comparing 
that profit margin to previous profit margin opportuni-
ties.

Historical Measure
Let’s say for discussion purposes that a dairy 
producer is projecting a profit for 2Q 2015 of $1.30 
per hundredweight today. While showing a positive 
value for a forward production period is a good thing, 
the question this particular dairy producer should ask 
is, how good is this margin historically and ultimately 
is this opportunity worth protecting?

Keeping the model for this dairy producer constant, 
i.e. production performance, ration, basis values for 
inputs and revenues, etc. how would this dairy have 

performed in previous second quarters throughout 
history? We can determine the historical perfor-
mance of the second quarter for this particular dairy 
by taking historical futures prices that would repre-
sent input costs as well as the futures prices that 
would represent revenues for previous years and 
attributing the values to the present ration and output 
performance thus generating historical margins. In 
doing this, we can compute an apples-to-apples 
comparison of the current opportunity.

After generating the historical margin opportunities, 
the producer can then rank how the present $1.30 
per hundredweight margin stacks up against history. 
For this producer, the current profit margin may rank 
in the 90th percentile of the previous ten years. In 
other words, given the same operation over the past 
ten years in the second quarter, this operation would 
have had a better margin opportunity 10% of the time 
while having a weaker margin opportunity 90% of the 
time.

While other information such as fundamental 
changes in markets as well as seasonal or historical 
factors that may influence prices could be consid-
ered when ultimately determining strategies to 
protect the forward profit margin, a top down 
approach in first evaluating how strong or weak the 
projected margin represents will help the producer 
identify  opportunities to begin protecting future 
profitability.     

“If you can determine that there is a 
strong correlation for prices you pay and 

receive in your local market to futures 
prices on the exchange, then the futures 

market can be used to model your 
revenues and expenses.” 
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Hog Margin Watch: March



















2nd Qtr '14 2013 2014 Q2 2014:    HIGH $50.59    LOW $7.56    LAST $44.84    10YR PERCENTILE 99.5%

MARCH

3rd Qtr '14 2013 2014 Q3 2014:    HIGH $37.66    LOW $4.86    LAST $33.98    10YR PERCENTILE 99.6%

MARCH

4th Qtr '14 2013 2014 Q4 2014:    HIGH $15.47    LOW $3.34    LAST $13.56    10YR PERCENTILE 99.1%

MARCH

1st Qtr '15 2014 2015 Q1 2015:    HIGH $9.48    LOW $6.68    LAST $6.93    10YR PERCENTILE 88.2%

MARCH


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Know someone who might benefit from the margin approach? Call CIH at 
(866) 299-9333 or you can sign them up for this newsletter on our site.

Three Questions With Hog Producers,
Bob and Joe Dykhuis

 

BD: Can you talk about your experience 
learning the margin approach? 

BOB: We started out very basic in using 
futures and forward contracts through our 
suppliers and our market. Where now we have 
gone to using more spreads to manage basis 
risk and we have also used some options. I 
think we’re learning more and trusting more 
on the advice but it’s really our decision what 
we’re trying to accomplish ... As we learn it’s 
giving us more confidence to shape our busi-
ness in the future.

BD: Can you discuss how the process of 
“scaling into coverage” has effected your 
decision making? 

JOE: It changes the whole feel of your 
program from reactionary, “oh this is what the 
market’s doing today, what do we do?” to 
more of a focused and strategic report where 
the volatility actually does becomes an oppor-
tunity to you because it does help you achieve 
the percentiles that you’re trying to obtain.   

BD: Would you say that executing a 
margin approach has reduced your stress 
level or is that still there? 

BOB:   Oh, we’ve been hedged out... to a year. 
at times! And definitely for me, and I think for 
Joe also, that really lowers the stress level, 
knowing that you have margins locked in and 
you kind of know what that is and bankers 
certainly act like they have less stress too.  

Below you’ll find a brief excerpt from a conversation between Margin Manager contributor, 
Brendan Dorais and Michigan hog producers, Bob and Joe Dykhuis. To view videos of the 
entire conversation, please visit www.cihedging.com/testimonials. 

To watch the entire interview with Bob 
and Joe please visit: 
www.cihedging.com/testimonials.

CIH will be conducting a full slate of educa-
tional programs in 2014. Learn more: 
www.cihedging.com/education.

JOE:  Well, getting the information into the 
website and keeping it all up to date and 
executing when you need to causes some 
stress. But it’s a totally different kind of stress 
than worrying about the future. So, that’s a 
worthwhile invesment.  
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“We’ve been hedged out 
to a year at times ... 
Definitely lowers the 
stress level ... And 

bankers certainly act 
like they have less 

stress too.” 
Bob Dykhuis
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




2nd Qtr '14 2013 2014 Q2 2014:    HIGH $6.41    LOW $0.27    LAST $5.86    10YR PERCENTILE 99.6%

MARCH

3rd Qtr '14 2013 2014 Q3 2014:    HIGH $4.68    LOW $1.24    LAST $4.13    10YR PERCENTILE 94.0%

MARCH

4th Qtr '14 2013 2014 Q4 2014:    HIGH $3.59    LOW $1.99    LAST $3.17    10YR PERCENTILE 88.3%

MARCH

1st Qtr '15 2014 2015 Q1 2015:    HIGH $2.49    LOW $1.91    LAST $2.26    10YR PERCENTILE 91.2%

MARCH













  
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Below you’ll find a brief conversation between Margin Manager contributor, Brendan Dorais 
and Will DeJong. Will is a Client Services Manager with CIH’s Dairy Margin Management Ser-
vice. Brendan is CIH’s Vice President of Business Development.  

Three Questions with CIH Dairy 
Margin Consultant, Will DeJong

5          

“As the market moves from 
highs to lows or the other 

way around, it’s a constant 
process of repositioning 

yourself in order to capitalize 
on market movement.”

BD: When is the best time to begin 
executing the dairy margin management 
approach?

WD:  More often than not, we see producers 
begin talking to us when milk prices are in the 
tank and there's not much margin available on 
the farm level. There's no one best time to be 
looking at protecting margins, but milk prices 
do follow a cyclical flow just like any other 
market and often the best opportunities are 
available after producers have gone through 
an extended period of positive margins.

BD: Did growing up on a dairy influence 
your work as an AE?

I would say so. I believe this helps me iden-
tify more directly with producers and many of 
the struggles that they see on a day-to-day 
basis on the operation. I know dairymen are 
extremely busy and always putting out fires 
so there’s definitely the need to be flexible 
with my schedule.
 

BD: What are some of the misconcep-
tions out there that dairymen have 
about the margin approach?
   
WD: One popular misconception is that 
you have to time markets just right in 
order to have success. The margin 
approach is a long term process. We're 
looking to capture as much upside as pos-
sible while diminishing the downside as 
much as possible. As the market moves 
from highs to lows or the other way 
around, it’s a constant process of reposi-
tioning yourself in order to capitalize on 
market movement. Since no one ever 
really knows which way markets are head-
ing, we believe that it’s always good to 
have a disicplined risk management policy 
in place. 

Another popular misconception is that you 
need to have a massive cash flow avail-
able at all times. This is simply not true. 
There are a lot of low cost tools available 
to producers to effectively manage their 
margins. These range from non-
marginable exchange positions to physical 
contracts through the processor or grain 
elevator.  Another one is that producers 
should not use the exchange because they 
do not get paid Chicago prices. Even if you 
do not get paid exactly the Chicago Mer-
cantile Exchange's (CME) prices, chances 
are that your mailbox price has a very 
strong correlation to either the Class III or 
IV market. It’s our job here to find which 
exchange traded product is the best fit for 
your pay prices and to understand the 
advantages and disadvantages to using 
these markets and communicate those to 
the producer.

CIH will be conducting a Dairy Margin Management Seminar on June 4-5. 
Call CIH at (866) 299-9333 or visit www.cihedging.com/education to register now.
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Beef Margin Watch: March






















Apr '14 2013 2014 Apr 2014:    HIGH $16.34    LOW ($7.07)    LAST $15.69    10YR PERCENTILE 99.9%

MARCH

Jun '14 2013 2014 Jun 2014:    HIGH $3.42    LOW ($12.86)    LAST $2.18    10YR PERCENTILE 96.1%

MARCH

Aug '14 2013 2014 Aug 2014:    HIGH ($2.24)    LOW ($10.30)    LAST ($5.70)    10YR PERCENTILE 47.1%

MARCH

Oct '14 2013 2014 Oct 2014:    HIGH $7.64    LOW ($3.95)    LAST ($2.90)    10YR PERCENTILE 45.1%

MARCH
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


















May 2014 Corn   HIGH $0.05  LOW ($1.63)  LAST ($0.81)  5YR PERCENTILE 42.6%

MARCH




Dec 2014 Corn   HIGH $0.37  LOW ($1.01)  LAST ($0.44)  5YR PERCENTILE 42.4%

MARCH















  



INTRODUCING 
MARGINMANAGER.COM

An interactive, educational website designed to help 
producers learn how to effectively manage forward profit margins.

Tutorials 
Study the basics of margin management

with our introductory tutorials.

Simulations
Pratice margin management with

interactive simulations. 

Articles 
Experts from CIH explore the

practical application of margin management.

Events
Find out about CIH programs, 

presentations and more.

Soybeans Margin Watch: March




















May 2014 Soybeans   HIGH $1.17  LOW ($1.69)  LAST $1.17  5YR PERCENTILE 94.3%

MARCH




Nov 2014 Soybeans   HIGH $0.12  LOW ($1.88)  LAST ($0.98)  5YR PERCENTILE 47.0%

MARCH















  

9



10

Soybeans Margin Watch: March




















May 2014 Soybeans   HIGH $1.17  LOW ($1.69)  LAST $1.17  5YR PERCENTILE 94.3%

MARCH




Nov 2014 Soybeans   HIGH $0.12  LOW ($1.88)  LAST ($0.98)  5YR PERCENTILE 47.0%

MARCH















  
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Wheat Margin Watch: March


















May 2014 Wheat   HIGH $0.37  LOW ($1.77)  LAST ($0.36)  5YR PERCENTILE 53.0%

MARCH




Jul 2014 Wheat   HIGH $0.11  LOW ($2.03)  LAST ($0.61)  5YR PERCENTILE 52.9%

MARCH















  


