
Dear Ag Industry Associate,

Every year presents its own unique challenges to producers managing forward 
margin opportunities.  Some events affect widespread industries across the crop 
and livestock spectrum such as droughts, while others are narrower in scope 
such as the PEDv outbreak last year which had a significant impact on hog 
producers.  Because each year is different with factors that can influence margin 
management decisions, we advocate taking a longer-term view and analyzing 
margin opportunities within a historical context.  While this approach can help 
bring perspective to the decision making process, there are many different ways 
the margin can be historically analyzed.  Our feature article this month, “Historical 
Analysis and Margin Management” discusses some of these approaches and 
highlights how hog producers may choose to look at forward margin opportunities 
within the context of history and the impact from PEDv in 2014.  
  
One recent development that is impacting all industries is the announcement from 
the EPA of their biofuels targets for 2014, 2015 and 2016.  The long-awaited 
mandates will be fiercely debated over the next several months until final figures 
are determined in November.  Regardless of what targets are eventually agreed 
upon though, it appears evident that the exponential growth of corn demand as a 
feedstock to fuel ethanol production has come to an end as the blend wall 
constrains growth.  While advanced biofuels remain a different story, this theme 
will have consequences for the forward margins of both crop and livestock 
producers, and our regular Margin Watch reports summarize this for each of 
these industries.   

Sincerely,

Chip Whalen
Managing Editor

May 2015 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. He teaches margin seminars throughout 
the country and can be reached at cwhalen@cihedging.com 
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Exploring the Margin Approach

Please see chart on the following page.

One of our first articles in Margin Manager last year discussed evaluating a forward margin opportunity and how to 
objectively measure that opportunity from a historical perspective.  Because no one has a crystal ball to know what the 
future will bring, the best we can do when considering a projected margin opportunity is to put it into a historical context 
and ask how good or bad the opportunity is within this context.  This begs the question of what exact history we are 
considering though.  In the article last year, we mentioned evaluating the margin from a 10 year perspective, and 
ranking the opportunity within this historical range to determine how strong or weak the projected margin is when 
compared to that history.  The reason why we typically default to a 10-year period is that margins cycle over time, and 
10 years of history usually allows us to capture a complete cycle of both very strong and very weak margin years to 
establish percentile rankings.
  
Generally speaking, the longer the time horizon one uses, the more history they will have to capture all of the margins 
that occurred for a certain period, such as the fourth quarter for example when evaluating a current opportunity.  
Sometimes, it may be desirable to choose a different history though to see the margin opportunity from another 
perspective.  As an example, livestock producers such as a hog, dairy or beef cattle operation that feed corn faced a 
quandary over the past five years when evaluating their corn cost.  With the advent of ethanol in the second half of the 
last decade, corn prices reached levels never seen before which began to skew the percentile rankings.  An average 
price of corn 5 years ago when considered within a 10-year context may have been around $3.00/bushel or less.  
When considered within a shorter horizon however such as over a 5-year span, this same $3.00/bushel price may 
have represented a low for that period.  Many of the producers we work with commented how expecting corn prices to 
revert back significantly below $3.00/bushel may have been unrealistic, and therefore wanted to use both a 5-year and 
a 10-year history when evaluating their margin opportunities.

More recently, other occurrences have skewed prices and affected margin percentiles as well.  As an example, 2014 
was a unique year for hog producers due to the impact of PEDv, not only on production, but also on margins.  As can 
be seen in the chart below, which stacks the last 10 years of 4Q margins on top of one another, the lofty margins of 
2014 will have a significant mathematical impact on 10-year margin percentiles:
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Please see chart on the following page.

To see the impact of the effect from 2014 margins on historical percentiles, the 2 tables below show 4Q 2015 
margin percentiles.  The first table displays the 10-year percentiles including 2014.  The second table is the same 
view for 4Q 2015 margin percentiles, but excluding the year 2014 from the calculations.  You will notice that the 
prices for corn, meal, lean hogs and the calculation of the open market margin are the same between the two 
tables, however the percentiles are much different:

Exploring the Margin Approach
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Continued from previous page.

 
As you can see in the table above, the 90th percentile for 4Q15 margins is $8.88.  When making decisions on managing 
4Q15 margins, if you are waiting for the 90th percentile to implement a particular margin management strategy, that may 
prove difficult to achieve, considering the 90th percentile prior to 2014 and excluding that year was $5.52, as can be seen 
below:

Exploring the Margin Approach
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In other words, how often have $8.88 margins been available to hog producers over the last 10 years?  Excluding 2014, not 
very often, and for fleeting moments at that as can be seen in the next chart which plots 10 years of 4Q margin history for 
this model hog operation with the $8.88/cwt. margin level indicated by the purple horizontal line in the graph:

Please see chart on the following page.
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This gets to a fundamental point about what the purpose of historical analysis is in margin management.  It is ultimately 
to help guide decisions on how to best manage forward opportunities and protect margins.  The decision to even take 
action in the first place will often be predicated upon reaching a margin threshold, such as the 90th percentile of a 
certain historical range for example.  Whether this threshold is even attainable is something that needs to be carefully 

Exploring the Margin Approach

Historical Analysis and Margin Management 
Continued from previous page.
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evaluated when considering the history in question.  If I will only add coverage in Q4 for my hog operation if we reach the 90th 
percentile, that may be difficult to achieve.  Similar to how the impact of ethanol effected corn prices and skewed percentiles 
over the past 8 years, hog producers should be aware of the effect that the year 2014 is having on their percentiles and base 
margin decisions on this analysis accordingly.

In addition to the impact that 2014 is having on margin percentiles, there has also been a noticeable impact on margin 
seasonality, which is another tool that producers will typically incorporate into the timing of their margin management 
decisions.   The graphs below depict the 10-year seasonal chart of the same 4Q margins as above.  The first chart includes 
2014 in the calculations and the second chart excludes 2014.  

Exploring the Margin Approach

Historical Analysis and Margin Management 
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By including 2014, a producer may be more willing to remain patient into July to add margin coverage. However; without 
2014’s effect on the seasonal chart, a producer might have been more proactive in establishing coverage earlier this 
spring when 4Q margins typically show a seasonal high in the April timeframe:

Continued on following page.
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HOG MARGIN SEMINAR
July 22-23, Chicago 

Reserve your place early. This
highly popular seminar is likely

to be filled quickly!

(866) 299-9333

 
While there certainly is no “right” way to evaluate margins within a historical context, it is important to realize that there is 
more than one way to look at the history in making margin management decisions.  Fortunately, our tools allow a producer 
to explore this history a number of different ways.  Analyzing historical ranges from both shorter and longer-term perspec-
tives, as well as including or excluding certain years in the margin history are examples of how these views can be custom-
ized to enrich the evaluation of margin opportunities.  While it would not be correct for example to say that a producer 
should only look at a shorter-term historical range in a certain situation or ignore a particular year in their analysis, it is 
important to note the impact recent price history can have on historical percentiles or how the effect of one particular year 
can impact historical margin percentiles and seasonality.  A producer for instance may opt to consider both a 5 and 10-year 
(or longer) history in evaluating prices and margins.  Similarly, they may choose to include or exclude certain years in their 
historical analysis.  Just as how 2014 was a very positive margin year and could therefore skew margin percentiles, 2009 
was conversely a very negative year to margins and might also be selected to include or exclude in making historical 
evaluations.  Regardless of the approach taken though, the goal is to make more informed, time-sensitive, margin manage-
ment decisions and ultimately capture favorable opportunities.
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Beef Margin Watch: May
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Apr '16 2015 2016 















  

BEEF MARGIN SEMINAR
Nov 11-12

“Beef Margin Management is
more powerful than I 
could have imagined.”

Russ Keast, Cattleman
Seminar Attendee
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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. 

Hog Margin Management
Jul 22-23, Chicago

High Demand!
Register now

Dairy Margin Management
Aug 11-12, Chicago

Includes Cubs game vs 
Milwaukee Brewers!

Register Now: 
(866) 299-9333
www.cihedging.com/education
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Soybeans Margin Watch: May
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Wheat Margin Watch: May
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