
Dear Ag Industry Associate,

As we move further into the growing season, keen attention is being 
focused on the development of this year’s corn and soybean crops.  
Following a 60-year drought a couple years ago, it is understandable 
that crop and livestock producers alike have grown more sensitive to 
the production outlook of these crops.  This is particularly true in the 
case of soybeans where continued tightness in the market has yet to 
be alleviated.  

Production risk is something that all producers have to deal with and 
can have a significant impact on profitability.  Hog producers are 
closely following PEDv accessions and how this may impact the pig 
supply and pork production in the months ahead.  In this issue, we 
address the topic of production risk and margin management.

Another topic we explore is whether or not there is a best time to 
begin a margin management program.  Also in this edition, Margin 
Manager contributor Mike Liautaud addresses the question of whether 
or not in the long run a producer may simply be better off not proac-
tively managing forward margins, but rather riding the open market.     

Given some of the issues that are affecting current margins in these 
industries and the uncertainty that surrounds how margins will change 
as we move forward in time, it is our hope that these articles will help 
answer questions and provide insight into common themes that cross 
these various markets.
  
   

Sincerely,

Chip Whalen
Managing Editor
V.P. Of Education & Research
CIH
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 Of the many risks producers face in 
their operation, production risk is certainly a 
big one that merits attention given what has 
occurred recently.  Hog producers are facing 
this issue head on right now with the spread 
of porcine epidemic diarrhea virus or PEDv, 
and crop producers felt this acutely during 
the drought of 2012.  When crafting a mar-
keting plan, production risk is something 
that must be taken into consideration given 
the impact it can have on marketable sup-
plies and ultimately the bottom line profit-
ability of the operation.  A crop producer 
may not feel comfortable for example mar-
keting too much of their crop ahead of polli-
nation or even harvest due to the uncer-
tainty surrounding their yields and final 
production levels.  A hog producer likewise 
may not want to think about pricing their 
pigs until they have been weaned and thus 
past the highest mortality risk period for 
PEDv.  
 Given what both industries have gone 
through over the past few years, this is 
certainly understandable and may very well 
be prudent risk management depending on 
the type of marketing a producer is doing.  If 
for example a crop producer normally estab-
lishes forward contracts or hedge-to-arrive 
agreements with the elevator ahead of 
harvest, production losses associated with 
drought can create the risk that the producer 
will need to buy out of their contractual obli-
gation with the elevator.  The loss of doing so 
against bushels that ultimately are not 
produced then must be spread across the 
remaining bushels that are available to 
market, reducing the overall return on the 
crop.  This can have a detrimental financial 
impact on the operation depending on 

market conditions.  In a similar way, a hog 
producer that has contracted deliveries with 
their packer may find that they do not have 
the pig supplies available to meet these con-
tractual commitments, and have to buy them 
on the open market to make up the differ-
ence.  This also can have a negative impact 
on the hog producer’s returns.    
 While the risk associated with produc-
tion loss is very real and must be carefully 
considered in any marketing plan, it remains 
the case that very strong profit margin 
opportunities may present themselves well 
ahead of when a producer can be sure of 
their production outlook.  Given this knowl-
edge, what should a producer do?  A conser-
vative choice might be to wait for greater 
production certainty before any margin man-
agement plan is implemented, but what if the 
profit margin outlook deteriorates before that 
marketing supply is known?  If the strategy is 
to do nothing until I have greater visibility in 
my forward production, I may very well miss 
opportunities to protect favorable margins 
being projected by the market.  What if there 
was a way to address both the forward 
production uncertainty and profit margin 
opportunity together in a thoughtful plan?       
 Perhaps it is possible to define a 
production risk scenario and build that into 
my margin management plan.  As an 

If the strategy is to do nothing until 
I have greater visibility in my 
forward production, I may very well 
miss opportunities to protect favor-
able margins being projected by the 
market.  

example, a corn producer might look back 
at their actual production history to deter-
mine both an average historical yield as 
well as a variance around that yield.  They 
might determine based on that history that 
in a bad drought year, such as in 2012 for 
instance, it is possible to lose 30% of their 
yield potential from the trendline average.  
Knowing this fact, they might want to 
incorporate that into their marketing plan 
to protect a forward profit margin opportu-
nity.  In determining the various types of 
contracting alternatives they could con-
sider, the plan might stipulate that no more 
than 70% should be contracted in a 
manner that would require physical deliv-
ery of those bushels or place a fixed sale 
commitment against them.  This doesn’t 
necessarily mean however that the opera-
tion has to assume risk on the other 30% of 
their production.  Another contracting 
alternative would be to set a floor for 
example on this portion of the expected 
production so that a profit margin opportu-
nity could be preserved should the bushels 
be available to market.  
 A hog producer likewise may 
discover a forward profit margin opportu-
nity in a deferred period that is historically 
attractive against pigs that have not even 
been born yet.  Faced with the uncertainty 
that one or more of their sow units could 
break with PEDv, the operation is faced 
with production risk over the eventual 
supply of hogs that will be available to 
market.  The producer might consider that 
given current information on the disease, it 
is possible to lose 10% of their expected 
production due to the fact that systems 
that have reported outbreaks are discover-

ing losses of around 2.7 pigs per sow per 
year.  Not knowing if their farm may get hit 
with PEDv or how much potential loss they 
might suffer if it does, the producer could 
incorporate this into their margin manage-
ment plan also.  They might stipulate for 
example that no more than 80%-90% of their 
expected hog production should be con-
tracted in such a manner that would either 
require physical delivery of the pigs in the 
cash market or set a firm sale price on the 
animals.  This still leaves the operation open 
to set a floor or range of protection against 
lower prices to help secure or protect the 
profit margin opportunity should that produc-
tion eventually be realized.
 The main point is that production risk 
should not be a factor limiting whether or not 
protection is taken to protect a forward profit 
margin opportunity; rather, it should help 
direct how that opportunity should be 
protected.  Fortunately, there are various 
contracting alternatives using option strate-
gies that allow for greater flexibility to protect 
a price level.  These can be incorporated into 
a thoughtful margin management plan that 
helps protect the operation from the dual risk 
of production loss and profit loss in forward 
time periods. 
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keting plan, production risk is something 
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the impact it can have on marketable sup-
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may not feel comfortable for example mar-
keting too much of their crop ahead of polli-
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tainty surrounding their yields and final 
production levels.  A hog producer likewise 
may not want to think about pricing their 
pigs until they have been weaned and thus 
past the highest mortality risk period for 
PEDv.  
 Given what both industries have gone 
through over the past few years, this is 
certainly understandable and may very well 
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producer that has contracted deliveries with 
their packer may find that they do not have 
the pig supplies available to meet these con-
tractual commitments, and have to buy them 
on the open market to make up the differ-
ence.  This also can have a negative impact 
on the hog producer’s returns.    
 While the risk associated with produc-
tion loss is very real and must be carefully 
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edge, what should a producer do?  A conser-
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at their actual production history to deter-
mine both an average historical yield as 
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incorporate that into their marketing plan 
to protect a forward profit margin opportu-
nity.  In determining the various types of 
contracting alternatives they could con-
sider, the plan might stipulate that no more 
than 70% should be contracted in a 
manner that would require physical deliv-
ery of those bushels or place a fixed sale 
commitment against them.  This doesn’t 
necessarily mean however that the opera-
tion has to assume risk on the other 30% of 
their production.  Another contracting 
alternative would be to set a floor for 
example on this portion of the expected 
production so that a profit margin opportu-
nity could be preserved should the bushels 
be available to market.  
 A hog producer likewise may 
discover a forward profit margin opportu-
nity in a deferred period that is historically 
attractive against pigs that have not even 
been born yet.  Faced with the uncertainty 
that one or more of their sow units could 
break with PEDv, the operation is faced 
with production risk over the eventual 
supply of hogs that will be available to 
market.  The producer might consider that 
given current information on the disease, it 
is possible to lose 10% of their expected 
production due to the fact that systems 
that have reported outbreaks are discover-

ing losses of around 2.7 pigs per sow per 
year.  Not knowing if their farm may get hit 
with PEDv or how much potential loss they 
might suffer if it does, the producer could 
incorporate this into their margin manage-
ment plan also.  They might stipulate for 
example that no more than 80%-90% of their 
expected hog production should be con-
tracted in such a manner that would either 
require physical delivery of the pigs in the 
cash market or set a firm sale price on the 
animals.  This still leaves the operation open 
to set a floor or range of protection against 
lower prices to help secure or protect the 
profit margin opportunity should that produc-
tion eventually be realized.
 The main point is that production risk 
should not be a factor limiting whether or not 
protection is taken to protect a forward profit 
margin opportunity; rather, it should help 
direct how that opportunity should be 
protected.  Fortunately, there are various 
contracting alternatives using option strate-
gies that allow for greater flexibility to protect 
a price level.  These can be incorporated into 
a thoughtful margin management plan that 
helps protect the operation from the dual risk 
of production loss and profit loss in forward 
time periods. 
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ARTICLE Exploring the margin 
management approach

Written by Chip Whalen, Managing Editor

 Of the many risks producers face in 
their operation, production risk is certainly a 
big one that merits attention given what has 
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this issue head on right now with the spread 
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producer that has contracted deliveries with 
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the pig supplies available to meet these con-
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on the open market to make up the differ-
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on the hog producer’s returns.    
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to do nothing until I have greater visibility in 
my forward production, I may very well miss 
opportunities to protect favorable margins 
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opportunity together in a thoughtful plan?       
 Perhaps it is possible to define a 
production risk scenario and build that into 
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Production Risk and Margin Management
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example, a corn producer might look back 
at their actual production history to deter-
mine both an average historical yield as 
well as a variance around that yield.  They 
might determine based on that history that 
in a bad drought year, such as in 2012 for 
instance, it is possible to lose 30% of their 
yield potential from the trendline average.  
Knowing this fact, they might want to 
incorporate that into their marketing plan 
to protect a forward profit margin opportu-
nity.  In determining the various types of 
contracting alternatives they could con-
sider, the plan might stipulate that no more 
than 70% should be contracted in a 
manner that would require physical deliv-
ery of those bushels or place a fixed sale 
commitment against them.  This doesn’t 
necessarily mean however that the opera-
tion has to assume risk on the other 30% of 
their production.  Another contracting 
alternative would be to set a floor for 
example on this portion of the expected 
production so that a profit margin opportu-
nity could be preserved should the bushels 
be available to market.  
 A hog producer likewise may 
discover a forward profit margin opportu-
nity in a deferred period that is historically 
attractive against pigs that have not even 
been born yet.  Faced with the uncertainty 
that one or more of their sow units could 
break with PEDv, the operation is faced 
with production risk over the eventual 
supply of hogs that will be available to 
market.  The producer might consider that 
given current information on the disease, it 
is possible to lose 10% of their expected 
production due to the fact that systems 
that have reported outbreaks are discover-

ing losses of around 2.7 pigs per sow per 
year.  Not knowing if their farm may get hit 
with PEDv or how much potential loss they 
might suffer if it does, the producer could 
incorporate this into their margin manage-
ment plan also.  They might stipulate for 
example that no more than 80%-90% of their 
expected hog production should be con-
tracted in such a manner that would either 
require physical delivery of the pigs in the 
cash market or set a firm sale price on the 
animals.  This still leaves the operation open 
to set a floor or range of protection against 
lower prices to help secure or protect the 
profit margin opportunity should that produc-
tion eventually be realized.
 The main point is that production risk 
should not be a factor limiting whether or not 
protection is taken to protect a forward profit 
margin opportunity; rather, it should help 
direct how that opportunity should be 
protected.  Fortunately, there are various 
contracting alternatives using option strate-
gies that allow for greater flexibility to protect 
a price level.  These can be incorporated into 
a thoughtful margin management plan that 
helps protect the operation from the dual risk 
of production loss and profit loss in forward 
time periods. 

A hog producer likewise may 
discover a forward profit margin 
opportunity in a deferred period 
that is historically attractive against 
pigs that have not even been born 
yet. 
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Answering questions about 
margin managementQ & A

Written by Michael Liautaud, Editor 

Continued on Page 7

 In discussing margin management 
and proactively hedging forward opportuni-
ties, some questions that get asked a lot are:  
“is there really any long-term advantage to 
doing this” and “wouldn’t I be better off 
doing nothing at all?”  Perhaps some of this 
stems from concern that hedges may lose 
money, result in margin calls, and the effort 
and capital necessary to devote to the 
process just isn’t worth it in the long run.  
Moreover, there are many stories out there 
about bad experiences using the futures 
market and this likely scares people into 
thinking they are actually taking on more 
risk to their operation by trying to hedge 
forward margins.  While an introduction to 
hedging with the futures market and an 
overview of proper hedging mechanics are 
probably best left for a different article, the 
main question is pretty straightforward to 
address.  
 On Page six you’ll find 2 sets of 
graphs showing profit margins for both the 

dairy and hog industries.  Each of them is 
looking at a rolling average of 4 calendar 
quarters worth of profit margins at a given 
time within a long-term historical context.  
Given that we are currently in Q2 of 2014, 
the last observation would be averaging the 
profit margin in spot Q2 with the margins of 
Q3, Q4, and 2015 Q1.  This allows us to see 
where a group of margins average out look-
ing forward a year in time at any given 
point, and compare that value against a 
long-term historical average.  Two things 
should be immediately clear when analyzing 
the graphs.  First, current values for both 
dairy and hog margins are well above the 
long-term historical average when consider-
ing the opportunity looking out over the 
next year.  Second, with the exception of 
only a few years within this history, the 
4-quarter rolling margin was above the 
long-term average at some point in almost 
every year.  

Would I be Better Off
Doing Nothing? 

 Getting back to the original question, 
what if you actually did nothing over time?  If I 
am either a hog or a dairy producer, this essen-
tially means buying my feed on a hand-to-mouth 
basis as I need it and getting a milk or kill check 
from my co-op or packer regularly as I ship prod-
uct in the cash market.  In doing so, I basically 
will realize an average margin over a long-term 
time horizon.  There will be periods such as the 
current year where I will make a lot of money, but 
there will also be times such as in 2009 when I 
will be losing a great deal of money.  I will 
ultimately catch every high as well as every low, 
and thus achieve an average return over the long 
run.  Many producers can likely identify with this 
and are familiar with the ebbs and flows of profit-
ability in these cyclical industries.  Some might 
even be wise in realizing they should save and 
build equity from the strong returns they are 
currently realizing to help cushion the eventual 
drawdown they will endure when the cycle turns 
the other way.
 In addition to the average margin on each 
of the graphs, you will notice that there are a few 
other lines drawn in as well.  These depict the 
70th, 80th, and 90th percentiles of where those 
profit margins have been over that range of 
history.  While there are only a few years within 
the history in which dairy or hog margins reached 
or exceeded the 90th percentile of profitability, 
the occurrences of margins above the 80th and 
especially above the 70th percentiles are much 
more common.  As an example, hog margins 
attained the 70th percentile in 9 out of the past 
10 years while dairy margins achieved this 
benchmark in 8 out of the past 10 years.  If I am 
trying to achieve better results than doing noth-
ing and doing nothing means receiving an aver-
age margin over a long-term time horizon, it 
doesn’t appear very difficult based on looking at 
these charts to beat an average return over a 
long period of time.  
 While in any given year (such as the 
current one) I might be better off staying open to 
the market, my results will average out over a 
long period of time.  Just as you wouldn’t judge a 
ball player or sports team based upon a single 
game or series but rather over an entire season, 

the same thing holds true with judging the 
merits of hedging and proactive margin man-
agement.  While it may be true that in the 
current year a hog or dairy producer can argue 
they would have been better off doing nothing, 
it may be more difficult to make this claim when 
considering that strategy over a longer time 
horizon.  A question one might ask at this junc-
ture is how can I manage margins successfully 
so that I would in fact be better off than doing 
nothing?  This is where a carefully crafted plan 
comes into play.  
 Knowing that forward margins typically 
achieve above-average historical percentiles in 
almost every single year, implementing a plan 
that spells out how to capture those margins 
when they are achieved can put you in an 
advantageous position to be better than aver-
age.  While hedging a 70th, 80th or 90th 
percentile historical margin is of course no guar-
antee that the margin won’t continue to 
strengthen, it does help assure you won’t 
sustain extreme financial hardship should mar-
gins subsequently drop to very unprofitable 
levels.  Just as a batter is much more likely to 
reach base by only swinging at pitches in the 
strike zone, by implementing hedges when 
returns are historically attractive, a producer is 
much more likely to achieve stable, attractive 
returns over the long run.  Because some years 
may be more challenging, a plan should also 
spell out contingencies for potentially protecting 
breakeven levels should margins never achieve 
targets in which hedges would be implemented.  
This can help protect against losses that could 
be more significant without protection in place.
In the end, if doing nothing means achieving an 
average return over the long run, a good ques-
tion to ask may be “do I strive to be average?”  
Most producers look to excel in their production 
practices, incorporating improvements in tech-
nology, genetics and other factors to constantly 
improve upon what they are doing.  Should their 
approach to managing the risk associated with 
forward profit margins be any different?

“Good people with great ideas
about true risk management. I have been

to the Hog Margin Seminar and I recommend it.”
Hog Farmer, Nathan Smith

Kansas Smith Farms

Hog Margin Management
July 23-24, Chicago

Register Now: (866) 299-9333
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 Getting back to the original question, 
what if you actually did nothing over time?  If I 
am either a hog or a dairy producer, this essen-
tially means buying my feed on a hand-to-mouth 
basis as I need it and getting a milk or kill check 
from my co-op or packer regularly as I ship prod-
uct in the cash market.  In doing so, I basically 
will realize an average margin over a long-term 
time horizon.  There will be periods such as the 
current year where I will make a lot of money, but 
there will also be times such as in 2009 when I 
will be losing a great deal of money.  I will 
ultimately catch every high as well as every low, 
and thus achieve an average return over the long 
run.  Many producers can likely identify with this 
and are familiar with the ebbs and flows of profit-
ability in these cyclical industries.  Some might 
even be wise in realizing they should save and 
build equity from the strong returns they are 
currently realizing to help cushion the eventual 
drawdown they will endure when the cycle turns 
the other way.
 In addition to the average margin on each 
of the graphs, you will notice that there are a few 
other lines drawn in as well.  These depict the 
70th, 80th, and 90th percentiles of where those 
profit margins have been over that range of 
history.  While there are only a few years within 
the history in which dairy or hog margins reached 
or exceeded the 90th percentile of profitability, 
the occurrences of margins above the 80th and 
especially above the 70th percentiles are much 
more common.  As an example, hog margins 
attained the 70th percentile in 9 out of the past 
10 years while dairy margins achieved this 
benchmark in 8 out of the past 10 years.  If I am 
trying to achieve better results than doing noth-
ing and doing nothing means receiving an aver-
age margin over a long-term time horizon, it 
doesn’t appear very difficult based on looking at 
these charts to beat an average return over a 
long period of time.  
 While in any given year (such as the 
current one) I might be better off staying open to 
the market, my results will average out over a 
long period of time.  Just as you wouldn’t judge a 
ball player or sports team based upon a single 
game or series but rather over an entire season, 

the same thing holds true with judging the 
merits of hedging and proactive margin man-
agement.  While it may be true that in the 
current year a hog or dairy producer can argue 
they would have been better off doing nothing, 
it may be more difficult to make this claim when 
considering that strategy over a longer time 
horizon.  A question one might ask at this junc-
ture is how can I manage margins successfully 
so that I would in fact be better off than doing 
nothing?  This is where a carefully crafted plan 
comes into play.  
 Knowing that forward margins typically 
achieve above-average historical percentiles in 
almost every single year, implementing a plan 
that spells out how to capture those margins 
when they are achieved can put you in an 
advantageous position to be better than aver-
age.  While hedging a 70th, 80th or 90th 
percentile historical margin is of course no guar-
antee that the margin won’t continue to 
strengthen, it does help assure you won’t 
sustain extreme financial hardship should mar-
gins subsequently drop to very unprofitable 
levels.  Just as a batter is much more likely to 
reach base by only swinging at pitches in the 
strike zone, by implementing hedges when 
returns are historically attractive, a producer is 
much more likely to achieve stable, attractive 
returns over the long run.  Because some years 
may be more challenging, a plan should also 
spell out contingencies for potentially protecting 
breakeven levels should margins never achieve 
targets in which hedges would be implemented.  
This can help protect against losses that could 
be more significant without protection in place.
In the end, if doing nothing means achieving an 
average return over the long run, a good ques-
tion to ask may be “do I strive to be average?”  
Most producers look to excel in their production 
practices, incorporating improvements in tech-
nology, genetics and other factors to constantly 
improve upon what they are doing.  Should their 
approach to managing the risk associated with 
forward profit margins be any different?
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 In discussing margin management 
and proactively hedging forward opportuni-
ties, some questions that get asked a lot are:  
“is there really any long-term advantage to 
doing this” and “wouldn’t I be better off 
doing nothing at all?”  Perhaps some of this 
stems from concern that hedges may lose 
money, result in margin calls, and the effort 
and capital necessary to devote to the 
process just isn’t worth it in the long run.  
Moreover, there are many stories out there 
about bad experiences using the futures 
market and this likely scares people into 
thinking they are actually taking on more 
risk to their operation by trying to hedge 
forward margins.  While an introduction to 
hedging with the futures market and an 
overview of proper hedging mechanics are 
probably best left for a different article, the 
main question is pretty straightforward to 
address.  
 On Page six you’ll find 2 sets of 
graphs showing profit margins for both the 

dairy and hog industries.  Each of them is 
looking at a rolling average of 4 calendar 
quarters worth of profit margins at a given 
time within a long-term historical context.  
Given that we are currently in Q2 of 2014, 
the last observation would be averaging the 
profit margin in spot Q2 with the margins of 
Q3, Q4, and 2015 Q1.  This allows us to see 
where a group of margins average out look-
ing forward a year in time at any given 
point, and compare that value against a 
long-term historical average.  Two things 
should be immediately clear when analyzing 
the graphs.  First, current values for both 
dairy and hog margins are well above the 
long-term historical average when consider-
ing the opportunity looking out over the 
next year.  Second, with the exception of 
only a few years within this history, the 
4-quarter rolling margin was above the 
long-term average at some point in almost 
every year.  

Answering questions about 
margin managementQ & A

Written by Michael Liautaud, Editor 

Continued from Page 5

 Getting back to the original question, 
what if you actually did nothing over time?  If I 
am either a hog or a dairy producer, this essen-
tially means buying my feed on a hand-to-mouth 
basis as I need it and getting a milk or kill check 
from my co-op or packer regularly as I ship prod-
uct in the cash market.  In doing so, I basically 
will realize an average margin over a long-term 
time horizon.  There will be periods such as the 
current year where I will make a lot of money, but 
there will also be times such as in 2009 when I 
will be losing a great deal of money.  I will 
ultimately catch every high as well as every low, 
and thus achieve an average return over the long 
run.  Many producers can likely identify with this 
and are familiar with the ebbs and flows of profit-
ability in these cyclical industries.  Some might 
even be wise in realizing they should save and 
build equity from the strong returns they are 
currently realizing to help cushion the eventual 
drawdown they will endure when the cycle turns 
the other way.
 In addition to the average margin on each 
of the graphs, you will notice that there are a few 
other lines drawn in as well.  These depict the 
70th, 80th, and 90th percentiles of where those 
profit margins have been over that range of 
history.  While there are only a few years within 
the history in which dairy or hog margins reached 
or exceeded the 90th percentile of profitability, 
the occurrences of margins above the 80th and 
especially above the 70th percentiles are much 
more common.  As an example, hog margins 
attained the 70th percentile in 9 out of the past 
10 years while dairy margins achieved this 
benchmark in 8 out of the past 10 years.  If I am 
trying to achieve better results than doing noth-
ing and doing nothing means receiving an aver-
age margin over a long-term time horizon, it 
doesn’t appear very difficult based on looking at 
these charts to beat an average return over a 
long period of time.  
 While in any given year (such as the 
current one) I might be better off staying open to 
the market, my results will average out over a 
long period of time.  Just as you wouldn’t judge a 
ball player or sports team based upon a single 
game or series but rather over an entire season, 

the same thing holds true with judging the 
merits of hedging and proactive margin man-
agement.  While it may be true that in the 
current year a hog or dairy producer can argue 
they would have been better off doing nothing, 
it may be more difficult to make this claim when 
considering that strategy over a longer time 
horizon.  A question one might ask at this junc-
ture is how can I manage margins successfully 
so that I would in fact be better off than doing 
nothing?  This is where a carefully crafted plan 
comes into play.  
 Knowing that forward margins typically 
achieve above-average historical percentiles in 
almost every single year, implementing a plan 
that spells out how to capture those margins 
when they are achieved can put you in an 
advantageous position to be better than aver-
age.  While hedging a 70th, 80th or 90th 
percentile historical margin is of course no guar-
antee that the margin won’t continue to 
strengthen, it does help assure you won’t 
sustain extreme financial hardship should mar-
gins subsequently drop to very unprofitable 
levels.  Just as a batter is much more likely to 
reach base by only swinging at pitches in the 
strike zone, by implementing hedges when 
returns are historically attractive, a producer is 
much more likely to achieve stable, attractive 
returns over the long run.  Because some years 
may be more challenging, a plan should also 
spell out contingencies for potentially protecting 
breakeven levels should margins never achieve 
targets in which hedges would be implemented.  
This can help protect against losses that could 
be more significant without protection in place.
In the end, if doing nothing means achieving an 
average return over the long run, a good ques-
tion to ask may be “do I strive to be average?”  
Most producers look to excel in their production 
practices, incorporating improvements in tech-
nology, genetics and other factors to constantly 
improve upon what they are doing.  Should their 
approach to managing the risk associated with 
forward profit margins be any different?



8

Beef Margin Watch: May
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“CIH’s Beef Margin 
Management Service is 

more powerful than I could 
have imagined.”

See for yourself why veteran cattlemen like Russ Keast 
are so impressed. Schedule an online demonstration.

(866) 299-9333
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Dairy Margin Watch: May
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Corn Margin Watch: May
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ARTICLE Exploring the margin 
management approach

Written by Chip Whalen, Managing Editor

The Best Time to Start 
Margin Management 

 Last month, we wrote about the topic of 
seasonality which brought up an interesting 
question.  Is there a certain period of time which 
is best to begin a margin management program?  
The article touched on the idea that for a margin 
management plan to be successful, a producer 
needs to stick with it over a long period of time to 
see the benefits through an entire profitability 
cycle.  The obvious question then is at what point 
of the cycle would be ideal to start this type of 
program?  Generally speaking, if I am “locking in” 
a profit margin for my operation, I would prefer 
to do so at a peak of profitability.  This implies 
that I have not given up any opportunity from 
improved margins and I am completely protected 
from margin deterioration as profitability begins 
to weaken.  The problem of course is that no one 
has the benefit of foresight to know for certain 
whether or not we are at a peak point of profit-
ability within a given cycle.  
 It is important to remember that margin 
management is forward looking.  Not only am I 
protecting margins for a near-term production 
period, but I am also looking at forward produc-
tion periods that may be as much as a year or 
more further out in time.  While there is no way 
of having the foresight to know whether or not 
margins in a nearby or forward period will 

strengthen or weaken from current projections, it 
is possible to put these margins into an objective, 
historical context in order to evaluate the relative 
opportunity being presented.  As an example, 
current profit margin projections for both the hog 
and dairy industries are reflecting record profit-
ability when evaluated on a rolling four quarter 
basis from nearby periods.  In other words, if I 
am considering nearby margins for Q2 as well as 
margins for the next three quarters of Q3, Q4, 
and 2015 Q1, and then average them all 
together, there is no other period looking back in 
history where the average margin on a rolling 
four quarter basis has been stronger than it is 
right now.  
 If I am a dairy operation or a hog 
producer, this means that if I were to start a 
margin management program and implement a 
plan to protect the next four quarters of profit 
margin, there has never been a better opportu-
nity than at present to begin doing so.  While this 
of course is no guarantee that the profitability 
profile cannot strengthen further from current 
projections, it is reassuring to know that I would 
already be starting at record levels.  The follow-
ing graphs depict the current margins for both 
the dairy and hog production industries on a 
rolling four quarter basis going back to 1997.  

“I like going to bed at night knowing
that I’m profitable for up to a year.”

Steve Whitesides, 
Dairyman, Rupert Idaho

Watch real farmers talk about their experience with margin management.
www.cihedging.com/testimonials

Continued on Page 13
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Written by Chip Whalen, Managing Editor

Beef Margin Management
July 8-9 (Kearney, NE)

Crop Margin Management
July 9-10 (Chicago)

Hog Margin Management
 July 23-24 (Chicago)

Strategic Position Management
CIH Clients Only

August 6 (Chicago)
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ARTICLE Exploring the margin 
management approach

The Best Time to Start 
Margin Management
Continued from Page 13

 One of the common things we hear about 
reluctance to start a margin management program 
when times are good is that a producer does not want 
to give up the opportunity to participate in further 
margin appreciation.  This is particularly true when we 
are coming out of a period of severely depressed 
margins.  Producers in both the dairy and hog indus-
tries can certainly identify with horrible margins experi-
enced during 2009-2010, as well as more recently in 
the second half of 2012 through early 2013 following 
the historic drought a couple years ago and the soar-
ing feed costs that accompanied it.  It is easy to simply 
ride the open market during periods of strong profit-
ability, but it is precisely at these times when starting a 
margin management program can be the most benefi-
cial.  Because these industries are cyclical in nature, 
we know that eventually the profitability cycle will turn 
lower.  While it is impossible to know what specific 
factors will pressure margins over time, or when this 
pressure will begin, it is extremely rare to have not 
only spot margins but the average projected margin 
for a year forward in time be this strong and present 
this kind of opportunity.   
 Many producers we talk to tend to be more 
interested in learning about and implementing margin 
management during very poor periods of profitability.  
While this is understandable in the sense that  there 
would be a more pressing need for protection when 
the operation is losing money, that does not mean it is 
an ideal time to begin managing forward margins.  If 
you are already starting from a much above average 
period of historical profitability, you are putting yourself 
in much better position to get ahead as the odds are in 
your favor.  In the investment world, many money 
managers tout the idea of dollar cost averaging.  The 
theory behind this is that by investing the same 
amount of money on a regular schedule throughout 
the year, you average out the swings in the stock 
market such that your risk of having too much capital 

going to work in front of a significant correction is 
mitigated.  Ideally, you would like to wait and invest all 
of your money at market bottoms such as in the spring 
of 2009.  The problem obviously is that you do not 
have the foresight of knowing when the market is 
going to bottom.  While perhaps not an exact parallel, 
being able to protect the next 4 quarters’ margin at 
current levels might be likened to starting an invest-
ment program after a huge selloff in the market.  You 
can’t know for sure that the market will not continue 
going down, but the odds are certainly more in your 
favor.  
  

Upcoming Margin Seminars
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Soybeans Margin Watch: May
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Wheat Margin Watch: May
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