
Dear Ag Industry Associate,

The margins of crop producers and those of livestock producers have 
certainly charted different courses so far in 2014.  A large part of this diver-
gent path stems from plummeting corn prices due to expectations for a 
huge crop harvest this season.  Contributing editor, Mike Liautaud, explores 
the changing landscape for crop producers in 2014 as supply will exceed 
demand for the first time in several seasons.  The dynamics of the current 
market are a reminder that a long-term view needs to be taken when man-
aging forward profitability which Mike discusses in his article.    

We also sat down with Jon Greteman this month who is a client service 
manager for CIH in Des Moines, Iowa.  Jon likewise discusses the issues 
facing crop producers this season, and how they are managing their 
forward margins in the face of negative returns currently being projected.  
Jon highlights the importance of maintaining flexibility and preserving the 
opportunity to achieve profitability while protecting against further losses.  

On that topic, another item we cover this month is the concept of implied 
volatility, and how this can be an objective measure of an option’s cost.  
The current environment is lending itself more to the use of flexible strat-
egy alternatives to manage forward profit margins, and we discuss how 
some producers may opt for these types of strategies despite what would 
otherwise be suggested by looking at their margin opportunities.       

Finally, the latest margin watch projections for the crop, beef, hog and 
dairy industries are included as we track how profitability has changed over 
the month, and the factors driving those changes.  

Sincerely,

Chip Whalen
Managing Editor
V.P. Of Education & Research
CIH

July, 2014 Learn more at MarginManager.Com
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 Many producers have increasingly 
turned to using options in their margin man-
agement plans over the past several years.  
I think there have been several factors that 
have contributed to this trend.  First, there 
has been quite a bit of volatility in both profit 
margins across the various livestock and 
crop industries, as well as the prices of the 
individual commodities that comprise the 
costs and revenues of those industries.  We 
have seen record high prices in many of 
these commodities recently, including corn, 
wheat, soybeans, cattle, milk and hogs.  We 
have also witnessed significant price moves 
both up and down in each of these commodi-
ties.  Options provide price protection while 
offering opportunity.  With greater fluctua-
tion in price, the opportunity cost of simply 
fixing a price level as opposed to protecting 
a price level increases.  Second, I think there 
has been an increased level of understand-
ing in how options work and the effective 
use of these tools to protect price levels and 
profit margins.  While there is still quite a bit 
of education that is needed to help agricul-
tural producers feel more comfortable using 
these strategies in their margin manage-
ment plans, we have certainly seen more 
adoption of options going into producers’ 
toolboxes over time.

 A common objection to using options 
however remains the cost of the premium 
paid for maintaining the flexibility that they 
provide.  It is certainly true that options 
carry a cost, and this cost can be substantial 
depending on many factors including how 
much time is remaining to the option’s expi-
ration and how volatile the underlying price 
of the commodity has been.  One way to 
measure the relative cost of an option is to 
consider its implied volatility.  This is calcu-
lated by taking the option’s premium and 

plugging it into a model with other inputs 
such as the time to expiration, interest rates, 
the option’s strike price, and volatility of the 
underlying futures contract upon which the 
option is priced.  The resulting value of 
implied volatility can then be used to mea-
sure the nominal premium of the option 
within an objective context so that it can be 
evaluated effectively.  As a general note, the 
nominal premium of an option can rise simply 
as a function of an increase in price in the 
underlying commodity.  As an example, if 
corn is trading at $7.00/bushel, the nominal 
premium of options to protect a purchase or 
sale price at that level is going to be higher 
than if corn is trading at $3.50/bushel, simply 
as a function of corn being twice as expen-
sive.  This does not necessarily mean that the 
implied volatility of those options is higher 
however.

 Implied volatility has to do with the 
market’s perception of how volatile the 
underlying commodity’s price will be in a 
future time period.  If in the previous 
example, there is widespread uncertainty as 
to whether corn is trading at the $7.00 price 
level on its way to $10.00, or if the price is 
primed for a crash back down to $4.00, this is 
very different than a perception that corn is 
going to stay around the $7.00 price level 

plus or minus $1.00 relative to the dynamics in play at that point in time.  In the present environment, 
corn has experienced a significant drop in price over the past few months.  The main fundamental factor 
contributing to this decline is the expectation of a record-large crop to be harvested this fall with produc-
tion exceeding total demand for the first time since the 2009-10 marketing year.  The resulting increase 
in total corn stocks both in absolute terms as well as in relation to total usage is expected to keep a lid on 
prices and act as an impediment to any rally attempt over the medium-term.  At the same time though, 
lower prices have boosted margins for a number of industries including livestock feeding and ethanol 
production.  Lower corn prices will also make exports more attractive to foreign buyers, although the U.S. 
dollar has recently been showing strength.  Increased demand will offer support to corn prices which will 
probably begin to temper further losses following the significant drop in price we have already experi-
enced.

 Given parallel expectations for limited upside potential and limited further downside pressure, the 
market’s collective expectation for corn prices has become one of a compressed range which can be 
thought of in terms of reduced volatility moving forward for a significant move in either direction.  
Whether or not this expectation plays out with actual price action in the weeks and months ahead, the 
result is lower option premiums across all strike prices for several months forward in time.  What does 
this mean from a hedger’s perspective in trying to manage forward margins?  Consider the crop producer 
on the one hand.  Here, margins are depressed and actually negative for both the current crop in the 
ground as well as the 2015 production.  The obvious choice here would be to use a flexible strategy in 
order to preserve the opportunity for a positive margin over time.  Therefore, an option position would 
make sense for a crop producer given their current projected profit margins.  Now consider the livestock 
or ethanol producer.  Here, the margin may not only be positive, but may actually be very strong from a 
historical perspective.  The inclination would be to “lock-in” the projected strong margin opportunity, 
although the implied volatility is suggesting otherwise.
  
 One way of thinking about options in a low volatility environment is that the premium is depressed 
in relative terms and therefore “on sale.”  The chart on the following page shows the implied volatility of 
March 2015 Corn options:

 
 The chart plots where implied volatility for the March Corn options has traded relative to where it is 
currently priced today.  Current implied volatility is trading around 21%-22%.  From a historical perspective, 
implied volatility under 20% is cheap when looking at the chart going back 10 years to 2004 while implied volatil-
ity over 40% would be considered expensive.  When you purchase an option, you own a right to a purchase or 
sale price of the underlying commodity at a certain level over a period of time.  In other words, you own an asset 
that is depreciating as a function of time decay and how close the option is to expiration.  In a low volatility envi-
ronment (such as we have today with corn), you are purchasing a deflated asset in that expectations are muted 
for a significant price move over a period of time.  In a high volatility environment by contrast, you would be 
purchasing an inflated asset where the loss of premium through time decay may become more pronounced if vola-
tility begins to contract. 
 
 Getting back to the livestock or ethanol producer and managing forward profit margins in those industries, 
it may be better to use flexible strategies to protect margins given the low implied volatility of options because 
the premium is attractively valued or priced.  Ideally, the margin improves over time where the flexibility can be 
traded out for a fixed price commitment, but incorporating more flexibility into margin management strategies can 
be a distinct benefit in a low implied volatility environment.  While the choice of using one strategy alternative 
over another will come down to the individual preferences of different operations and their unique considerations 
and risk profiles, the current low implied volatility of corn and other commodities for that matter should not be 
overlooked when evaluating various strategies that can be used to manage forward profit margins.

Hog Margin Watch: July
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 Many producers have increasingly 
turned to using options in their margin man-
agement plans over the past several years.  
I think there have been several factors that 
have contributed to this trend.  First, there 
has been quite a bit of volatility in both profit 
margins across the various livestock and 
crop industries, as well as the prices of the 
individual commodities that comprise the 
costs and revenues of those industries.  We 
have seen record high prices in many of 
these commodities recently, including corn, 
wheat, soybeans, cattle, milk and hogs.  We 
have also witnessed significant price moves 
both up and down in each of these commodi-
ties.  Options provide price protection while 
offering opportunity.  With greater fluctua-
tion in price, the opportunity cost of simply 
fixing a price level as opposed to protecting 
a price level increases.  Second, I think there 
has been an increased level of understand-
ing in how options work and the effective 
use of these tools to protect price levels and 
profit margins.  While there is still quite a bit 
of education that is needed to help agricul-
tural producers feel more comfortable using 
these strategies in their margin manage-
ment plans, we have certainly seen more 
adoption of options going into producers’ 
toolboxes over time.

 A common objection to using options 
however remains the cost of the premium 
paid for maintaining the flexibility that they 
provide.  It is certainly true that options 
carry a cost, and this cost can be substantial 
depending on many factors including how 
much time is remaining to the option’s expi-
ration and how volatile the underlying price 
of the commodity has been.  One way to 
measure the relative cost of an option is to 
consider its implied volatility.  This is calcu-
lated by taking the option’s premium and 

plugging it into a model with other inputs 
such as the time to expiration, interest rates, 
the option’s strike price, and volatility of the 
underlying futures contract upon which the 
option is priced.  The resulting value of 
implied volatility can then be used to mea-
sure the nominal premium of the option 
within an objective context so that it can be 
evaluated effectively.  As a general note, the 
nominal premium of an option can rise simply 
as a function of an increase in price in the 
underlying commodity.  As an example, if 
corn is trading at $7.00/bushel, the nominal 
premium of options to protect a purchase or 
sale price at that level is going to be higher 
than if corn is trading at $3.50/bushel, simply 
as a function of corn being twice as expen-
sive.  This does not necessarily mean that the 
implied volatility of those options is higher 
however.

 Implied volatility has to do with the 
market’s perception of how volatile the 
underlying commodity’s price will be in a 
future time period.  If in the previous 
example, there is widespread uncertainty as 
to whether corn is trading at the $7.00 price 
level on its way to $10.00, or if the price is 
primed for a crash back down to $4.00, this is 
very different than a perception that corn is 
going to stay around the $7.00 price level 

plus or minus $1.00 relative to the dynamics in play at that point in time.  In the present environment, 
corn has experienced a significant drop in price over the past few months.  The main fundamental factor 
contributing to this decline is the expectation of a record-large crop to be harvested this fall with produc-
tion exceeding total demand for the first time since the 2009-10 marketing year.  The resulting increase 
in total corn stocks both in absolute terms as well as in relation to total usage is expected to keep a lid on 
prices and act as an impediment to any rally attempt over the medium-term.  At the same time though, 
lower prices have boosted margins for a number of industries including livestock feeding and ethanol 
production.  Lower corn prices will also make exports more attractive to foreign buyers, although the U.S. 
dollar has recently been showing strength.  Increased demand will offer support to corn prices which will 
probably begin to temper further losses following the significant drop in price we have already experi-
enced.

 Given parallel expectations for limited upside potential and limited further downside pressure, the 
market’s collective expectation for corn prices has become one of a compressed range which can be 
thought of in terms of reduced volatility moving forward for a significant move in either direction.  
Whether or not this expectation plays out with actual price action in the weeks and months ahead, the 
result is lower option premiums across all strike prices for several months forward in time.  What does 
this mean from a hedger’s perspective in trying to manage forward margins?  Consider the crop producer 
on the one hand.  Here, margins are depressed and actually negative for both the current crop in the 
ground as well as the 2015 production.  The obvious choice here would be to use a flexible strategy in 
order to preserve the opportunity for a positive margin over time.  Therefore, an option position would 
make sense for a crop producer given their current projected profit margins.  Now consider the livestock 
or ethanol producer.  Here, the margin may not only be positive, but may actually be very strong from a 
historical perspective.  The inclination would be to “lock-in” the projected strong margin opportunity, 
although the implied volatility is suggesting otherwise.
  
 One way of thinking about options in a low volatility environment is that the premium is depressed 
in relative terms and therefore “on sale.”  The chart on the following page shows the implied volatility of 
March 2015 Corn options:

 
 The chart plots where implied volatility for the March Corn options has traded relative to where it is 
currently priced today.  Current implied volatility is trading around 21%-22%.  From a historical perspective, 
implied volatility under 20% is cheap when looking at the chart going back 10 years to 2004 while implied volatil-
ity over 40% would be considered expensive.  When you purchase an option, you own a right to a purchase or 
sale price of the underlying commodity at a certain level over a period of time.  In other words, you own an asset 
that is depreciating as a function of time decay and how close the option is to expiration.  In a low volatility envi-
ronment (such as we have today with corn), you are purchasing a deflated asset in that expectations are muted 
for a significant price move over a period of time.  In a high volatility environment by contrast, you would be 
purchasing an inflated asset where the loss of premium through time decay may become more pronounced if vola-
tility begins to contract. 
 
 Getting back to the livestock or ethanol producer and managing forward profit margins in those industries, 
it may be better to use flexible strategies to protect margins given the low implied volatility of options because 
the premium is attractively valued or priced.  Ideally, the margin improves over time where the flexibility can be 
traded out for a fixed price commitment, but incorporating more flexibility into margin management strategies can 
be a distinct benefit in a low implied volatility environment.  While the choice of using one strategy alternative 
over another will come down to the individual preferences of different operations and their unique considerations 
and risk profiles, the current low implied volatility of corn and other commodities for that matter should not be 
overlooked when evaluating various strategies that can be used to manage forward profit margins.

Dairy Margin Watch: July
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ARTICLE 

 

Exploring the margin 
management approach

Written by Chip Whalen, Managing Editor

Futures and options trading involves the risk of loss. 

 Many producers have increasingly 
turned to using options in their margin man-
agement plans over the past several years.  
I think there have been several factors that 
have contributed to this trend.  First, there 
has been quite a bit of volatility in both profit 
margins across the various livestock and 
crop industries, as well as the prices of the 
individual commodities that comprise the 
costs and revenues of those industries.  We 
have seen record high prices in many of 
these commodities recently, including corn, 
wheat, soybeans, cattle, milk and hogs.  We 
have also witnessed significant price moves 
both up and down in each of these commodi-
ties.  Options provide price protection while 
offering opportunity.  With greater fluctua-
tion in price, the opportunity cost of simply 
fixing a price level as opposed to protecting 
a price level increases.  Second, I think there 
has been an increased level of understand-
ing in how options work and the effective 
use of these tools to protect price levels and 
profit margins.  While there is still quite a bit 
of education that is needed to help agricul-
tural producers feel more comfortable using 
these strategies in their margin manage-
ment plans, we have certainly seen more 
adoption of options going into producers’ 
toolboxes over time.

 A common objection to using options 
however remains the cost of the premium 
paid for maintaining the flexibility that they 
provide.  It is certainly true that options 
carry a cost, and this cost can be substantial 
depending on many factors including how 
much time is remaining to the option’s expi-
ration and how volatile the underlying price 
of the commodity has been.  One way to 
measure the relative cost of an option is to 
consider its implied volatility.  This is calcu-
lated by taking the option’s premium and 

plugging it into a model with other inputs 
such as the time to expiration, interest rates, 
the option’s strike price, and volatility of the 
underlying futures contract upon which the 
option is priced.  The resulting value of 
implied volatility can then be used to mea-
sure the nominal premium of the option 
within an objective context so that it can be 
evaluated effectively.  As a general note, the 
nominal premium of an option can rise simply 
as a function of an increase in price in the 
underlying commodity.  As an example, if 
corn is trading at $7.00/bushel, the nominal 
premium of options to protect a purchase or 
sale price at that level is going to be higher 
than if corn is trading at $3.50/bushel, simply 
as a function of corn being twice as expen-
sive.  This does not necessarily mean that the 
implied volatility of those options is higher 
however.

 Implied volatility has to do with the 
market’s perception of how volatile the 
underlying commodity’s price will be in a 
future time period.  If in the previous 
example, there is widespread uncertainty as 
to whether corn is trading at the $7.00 price 
level on its way to $10.00, or if the price is 
primed for a crash back down to $4.00, this is 
very different than a perception that corn is 
going to stay around the $7.00 price level 

plus or minus $1.00 relative to the dynamics in play at that point in time.  In the present environment, 
corn has experienced a significant drop in price over the past few months.  The main fundamental factor 
contributing to this decline is the expectation of a record-large crop to be harvested this fall with produc-
tion exceeding total demand for the first time since the 2009-10 marketing year.  The resulting increase 
in total corn stocks both in absolute terms as well as in relation to total usage is expected to keep a lid on 
prices and act as an impediment to any rally attempt over the medium-term.  At the same time though, 
lower prices have boosted margins for a number of industries including livestock feeding and ethanol 
production.  Lower corn prices will also make exports more attractive to foreign buyers, although the U.S. 
dollar has recently been showing strength.  Increased demand will offer support to corn prices which will 
probably begin to temper further losses following the significant drop in price we have already experi-
enced.

 Given parallel expectations for limited upside potential and limited further downside pressure, the 
market’s collective expectation for corn prices has become one of a compressed range which can be 
thought of in terms of reduced volatility moving forward for a significant move in either direction.  
Whether or not this expectation plays out with actual price action in the weeks and months ahead, the 
result is lower option premiums across all strike prices for several months forward in time.  What does 
this mean from a hedger’s perspective in trying to manage forward margins?  Consider the crop producer 
on the one hand.  Here, margins are depressed and actually negative for both the current crop in the 
ground as well as the 2015 production.  The obvious choice here would be to use a flexible strategy in 
order to preserve the opportunity for a positive margin over time.  Therefore, an option position would 
make sense for a crop producer given their current projected profit margins.  Now consider the livestock 
or ethanol producer.  Here, the margin may not only be positive, but may actually be very strong from a 
historical perspective.  The inclination would be to “lock-in” the projected strong margin opportunity, 
although the implied volatility is suggesting otherwise.
  
 One way of thinking about options in a low volatility environment is that the premium is depressed 
in relative terms and therefore “on sale.”  The chart on the following page shows the implied volatility of 
March 2015 Corn options:

 
 The chart plots where implied volatility for the March Corn options has traded relative to where it is 
currently priced today.  Current implied volatility is trading around 21%-22%.  From a historical perspective, 
implied volatility under 20% is cheap when looking at the chart going back 10 years to 2004 while implied volatil-
ity over 40% would be considered expensive.  When you purchase an option, you own a right to a purchase or 
sale price of the underlying commodity at a certain level over a period of time.  In other words, you own an asset 
that is depreciating as a function of time decay and how close the option is to expiration.  In a low volatility envi-
ronment (such as we have today with corn), you are purchasing a deflated asset in that expectations are muted 
for a significant price move over a period of time.  In a high volatility environment by contrast, you would be 
purchasing an inflated asset where the loss of premium through time decay may become more pronounced if vola-
tility begins to contract. 
 
 Getting back to the livestock or ethanol producer and managing forward profit margins in those industries, 
it may be better to use flexible strategies to protect margins given the low implied volatility of options because 
the premium is attractively valued or priced.  Ideally, the margin improves over time where the flexibility can be 
traded out for a fixed price commitment, but incorporating more flexibility into margin management strategies can 
be a distinct benefit in a low implied volatility environment.  While the choice of using one strategy alternative 
over another will come down to the individual preferences of different operations and their unique considerations 
and risk profiles, the current low implied volatility of corn and other commodities for that matter should not be 
overlooked when evaluating various strategies that can be used to manage forward profit margins.

“Options provide 
price protection 
while offering 
opportunity.”  

Continued on Page Six 
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FALL/WINTER
2014 Educational

Programs
Dairy Margin Management (Vegas) Aug 20-21
Beef Margin Management (Twin Falls) Sep 16

Margin Management for Lenders (Chicago) Sep 17-18
Beef Margin Managment (Fort Morgan, CO) Oct 7

Beef Margin Management (Garden City, KS) Oct 28
Strategic Position Mangement (Clients Only) Nov 11
Beef Margin Management (West Point, NE) Nov 18

Hog Margin Management (Chicago) Dec 9-10
Crop Margin Management (Chicago) Dec 17-18
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Futures and options trading involves the risk of loss. 

 Many producers have increasingly 
turned to using options in their margin man-
agement plans over the past several years.  
I think there have been several factors that 
have contributed to this trend.  First, there 
has been quite a bit of volatility in both profit 
margins across the various livestock and 
crop industries, as well as the prices of the 
individual commodities that comprise the 
costs and revenues of those industries.  We 
have seen record high prices in many of 
these commodities recently, including corn, 
wheat, soybeans, cattle, milk and hogs.  We 
have also witnessed significant price moves 
both up and down in each of these commodi-
ties.  Options provide price protection while 
offering opportunity.  With greater fluctua-
tion in price, the opportunity cost of simply 
fixing a price level as opposed to protecting 
a price level increases.  Second, I think there 
has been an increased level of understand-
ing in how options work and the effective 
use of these tools to protect price levels and 
profit margins.  While there is still quite a bit 
of education that is needed to help agricul-
tural producers feel more comfortable using 
these strategies in their margin manage-
ment plans, we have certainly seen more 
adoption of options going into producers’ 
toolboxes over time.

 A common objection to using options 
however remains the cost of the premium 
paid for maintaining the flexibility that they 
provide.  It is certainly true that options 
carry a cost, and this cost can be substantial 
depending on many factors including how 
much time is remaining to the option’s expi-
ration and how volatile the underlying price 
of the commodity has been.  One way to 
measure the relative cost of an option is to 
consider its implied volatility.  This is calcu-
lated by taking the option’s premium and 

plugging it into a model with other inputs 
such as the time to expiration, interest rates, 
the option’s strike price, and volatility of the 
underlying futures contract upon which the 
option is priced.  The resulting value of 
implied volatility can then be used to mea-
sure the nominal premium of the option 
within an objective context so that it can be 
evaluated effectively.  As a general note, the 
nominal premium of an option can rise simply 
as a function of an increase in price in the 
underlying commodity.  As an example, if 
corn is trading at $7.00/bushel, the nominal 
premium of options to protect a purchase or 
sale price at that level is going to be higher 
than if corn is trading at $3.50/bushel, simply 
as a function of corn being twice as expen-
sive.  This does not necessarily mean that the 
implied volatility of those options is higher 
however.

 Implied volatility has to do with the 
market’s perception of how volatile the 
underlying commodity’s price will be in a 
future time period.  If in the previous 
example, there is widespread uncertainty as 
to whether corn is trading at the $7.00 price 
level on its way to $10.00, or if the price is 
primed for a crash back down to $4.00, this is 
very different than a perception that corn is 
going to stay around the $7.00 price level 

plus or minus $1.00 relative to the dynamics in play at that point in time.  In the present environment, 
corn has experienced a significant drop in price over the past few months.  The main fundamental factor 
contributing to this decline is the expectation of a record-large crop to be harvested this fall with produc-
tion exceeding total demand for the first time since the 2009-10 marketing year.  The resulting increase 
in total corn stocks both in absolute terms as well as in relation to total usage is expected to keep a lid on 
prices and act as an impediment to any rally attempt over the medium-term.  At the same time though, 
lower prices have boosted margins for a number of industries including livestock feeding and ethanol 
production.  Lower corn prices will also make exports more attractive to foreign buyers, although the U.S. 
dollar has recently been showing strength.  Increased demand will offer support to corn prices which will 
probably begin to temper further losses following the significant drop in price we have already experi-
enced.

 Given parallel expectations for limited upside potential and limited further downside pressure, the 
market’s collective expectation for corn prices has become one of a compressed range which can be 
thought of in terms of reduced volatility moving forward for a significant move in either direction.  
Whether or not this expectation plays out with actual price action in the weeks and months ahead, the 
result is lower option premiums across all strike prices for several months forward in time.  What does 
this mean from a hedger’s perspective in trying to manage forward margins?  Consider the crop producer 
on the one hand.  Here, margins are depressed and actually negative for both the current crop in the 
ground as well as the 2015 production.  The obvious choice here would be to use a flexible strategy in 
order to preserve the opportunity for a positive margin over time.  Therefore, an option position would 
make sense for a crop producer given their current projected profit margins.  Now consider the livestock 
or ethanol producer.  Here, the margin may not only be positive, but may actually be very strong from a 
historical perspective.  The inclination would be to “lock-in” the projected strong margin opportunity, 
although the implied volatility is suggesting otherwise.
  
 One way of thinking about options in a low volatility environment is that the premium is depressed 
in relative terms and therefore “on sale.”  The chart on the following page shows the implied volatility of 
March 2015 Corn options:

 
 The chart plots where implied volatility for the March Corn options has traded relative to where it is 
currently priced today.  Current implied volatility is trading around 21%-22%.  From a historical perspective, 
implied volatility under 20% is cheap when looking at the chart going back 10 years to 2004 while implied volatil-
ity over 40% would be considered expensive.  When you purchase an option, you own a right to a purchase or 
sale price of the underlying commodity at a certain level over a period of time.  In other words, you own an asset 
that is depreciating as a function of time decay and how close the option is to expiration.  In a low volatility envi-
ronment (such as we have today with corn), you are purchasing a deflated asset in that expectations are muted 
for a significant price move over a period of time.  In a high volatility environment by contrast, you would be 
purchasing an inflated asset where the loss of premium through time decay may become more pronounced if vola-
tility begins to contract. 
 
 Getting back to the livestock or ethanol producer and managing forward profit margins in those industries, 
it may be better to use flexible strategies to protect margins given the low implied volatility of options because 
the premium is attractively valued or priced.  Ideally, the margin improves over time where the flexibility can be 
traded out for a fixed price commitment, but incorporating more flexibility into margin management strategies can 
be a distinct benefit in a low implied volatility environment.  While the choice of using one strategy alternative 
over another will come down to the individual preferences of different operations and their unique considerations 
and risk profiles, the current low implied volatility of corn and other commodities for that matter should not be 
overlooked when evaluating various strategies that can be used to manage forward profit margins.

The Relative Cost of Options by Chip Whalen

“CIH empowers you with knowledge. You 
will really gain by developing a disciplined 

approach to capturing margins.”
See for yourself why veteran hog producers like Doug Laut 

are so impressed. Schedule an online demonstration or 
register for an educational program now.

(866) 299-9333

Continued from Page Four 

Individuals providing testimonials were not compensated. 
Testimonials are not indicative of future success
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 Many producers have increasingly 
turned to using options in their margin man-
agement plans over the past several years.  
I think there have been several factors that 
have contributed to this trend.  First, there 
has been quite a bit of volatility in both profit 
margins across the various livestock and 
crop industries, as well as the prices of the 
individual commodities that comprise the 
costs and revenues of those industries.  We 
have seen record high prices in many of 
these commodities recently, including corn, 
wheat, soybeans, cattle, milk and hogs.  We 
have also witnessed significant price moves 
both up and down in each of these commodi-
ties.  Options provide price protection while 
offering opportunity.  With greater fluctua-
tion in price, the opportunity cost of simply 
fixing a price level as opposed to protecting 
a price level increases.  Second, I think there 
has been an increased level of understand-
ing in how options work and the effective 
use of these tools to protect price levels and 
profit margins.  While there is still quite a bit 
of education that is needed to help agricul-
tural producers feel more comfortable using 
these strategies in their margin manage-
ment plans, we have certainly seen more 
adoption of options going into producers’ 
toolboxes over time.

 A common objection to using options 
however remains the cost of the premium 
paid for maintaining the flexibility that they 
provide.  It is certainly true that options 
carry a cost, and this cost can be substantial 
depending on many factors including how 
much time is remaining to the option’s expi-
ration and how volatile the underlying price 
of the commodity has been.  One way to 
measure the relative cost of an option is to 
consider its implied volatility.  This is calcu-
lated by taking the option’s premium and 

plugging it into a model with other inputs 
such as the time to expiration, interest rates, 
the option’s strike price, and volatility of the 
underlying futures contract upon which the 
option is priced.  The resulting value of 
implied volatility can then be used to mea-
sure the nominal premium of the option 
within an objective context so that it can be 
evaluated effectively.  As a general note, the 
nominal premium of an option can rise simply 
as a function of an increase in price in the 
underlying commodity.  As an example, if 
corn is trading at $7.00/bushel, the nominal 
premium of options to protect a purchase or 
sale price at that level is going to be higher 
than if corn is trading at $3.50/bushel, simply 
as a function of corn being twice as expen-
sive.  This does not necessarily mean that the 
implied volatility of those options is higher 
however.

 Implied volatility has to do with the 
market’s perception of how volatile the 
underlying commodity’s price will be in a 
future time period.  If in the previous 
example, there is widespread uncertainty as 
to whether corn is trading at the $7.00 price 
level on its way to $10.00, or if the price is 
primed for a crash back down to $4.00, this is 
very different than a perception that corn is 
going to stay around the $7.00 price level 

plus or minus $1.00 relative to the dynamics in play at that point in time.  In the present environment, 
corn has experienced a significant drop in price over the past few months.  The main fundamental factor 
contributing to this decline is the expectation of a record-large crop to be harvested this fall with produc-
tion exceeding total demand for the first time since the 2009-10 marketing year.  The resulting increase 
in total corn stocks both in absolute terms as well as in relation to total usage is expected to keep a lid on 
prices and act as an impediment to any rally attempt over the medium-term.  At the same time though, 
lower prices have boosted margins for a number of industries including livestock feeding and ethanol 
production.  Lower corn prices will also make exports more attractive to foreign buyers, although the U.S. 
dollar has recently been showing strength.  Increased demand will offer support to corn prices which will 
probably begin to temper further losses following the significant drop in price we have already experi-
enced.

 Given parallel expectations for limited upside potential and limited further downside pressure, the 
market’s collective expectation for corn prices has become one of a compressed range which can be 
thought of in terms of reduced volatility moving forward for a significant move in either direction.  
Whether or not this expectation plays out with actual price action in the weeks and months ahead, the 
result is lower option premiums across all strike prices for several months forward in time.  What does 
this mean from a hedger’s perspective in trying to manage forward margins?  Consider the crop producer 
on the one hand.  Here, margins are depressed and actually negative for both the current crop in the 
ground as well as the 2015 production.  The obvious choice here would be to use a flexible strategy in 
order to preserve the opportunity for a positive margin over time.  Therefore, an option position would 
make sense for a crop producer given their current projected profit margins.  Now consider the livestock 
or ethanol producer.  Here, the margin may not only be positive, but may actually be very strong from a 
historical perspective.  The inclination would be to “lock-in” the projected strong margin opportunity, 
although the implied volatility is suggesting otherwise.
  
 One way of thinking about options in a low volatility environment is that the premium is depressed 
in relative terms and therefore “on sale.”  The chart on the following page shows the implied volatility of 
March 2015 Corn options:

 
 The chart plots where implied volatility for the March Corn options has traded relative to where it is 
currently priced today.  Current implied volatility is trading around 21%-22%.  From a historical perspective, 
implied volatility under 20% is cheap when looking at the chart going back 10 years to 2004 while implied volatil-
ity over 40% would be considered expensive.  When you purchase an option, you own a right to a purchase or 
sale price of the underlying commodity at a certain level over a period of time.  In other words, you own an asset 
that is depreciating as a function of time decay and how close the option is to expiration.  In a low volatility envi-
ronment (such as we have today with corn), you are purchasing a deflated asset in that expectations are muted 
for a significant price move over a period of time.  In a high volatility environment by contrast, you would be 
purchasing an inflated asset where the loss of premium through time decay may become more pronounced if vola-
tility begins to contract. 
 
 Getting back to the livestock or ethanol producer and managing forward profit margins in those industries, 
it may be better to use flexible strategies to protect margins given the low implied volatility of options because 
the premium is attractively valued or priced.  Ideally, the margin improves over time where the flexibility can be 
traded out for a fixed price commitment, but incorporating more flexibility into margin management strategies can 
be a distinct benefit in a low implied volatility environment.  While the choice of using one strategy alternative 
over another will come down to the individual preferences of different operations and their unique considerations 
and risk profiles, the current low implied volatility of corn and other commodities for that matter should not be 
overlooked when evaluating various strategies that can be used to manage forward profit margins.

The Relative Cost of Options by Chip Whalen

Corn Margin Watch: July
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 Many producers have increasingly 
turned to using options in their margin man-
agement plans over the past several years.  
I think there have been several factors that 
have contributed to this trend.  First, there 
has been quite a bit of volatility in both profit 
margins across the various livestock and 
crop industries, as well as the prices of the 
individual commodities that comprise the 
costs and revenues of those industries.  We 
have seen record high prices in many of 
these commodities recently, including corn, 
wheat, soybeans, cattle, milk and hogs.  We 
have also witnessed significant price moves 
both up and down in each of these commodi-
ties.  Options provide price protection while 
offering opportunity.  With greater fluctua-
tion in price, the opportunity cost of simply 
fixing a price level as opposed to protecting 
a price level increases.  Second, I think there 
has been an increased level of understand-
ing in how options work and the effective 
use of these tools to protect price levels and 
profit margins.  While there is still quite a bit 
of education that is needed to help agricul-
tural producers feel more comfortable using 
these strategies in their margin manage-
ment plans, we have certainly seen more 
adoption of options going into producers’ 
toolboxes over time.

 A common objection to using options 
however remains the cost of the premium 
paid for maintaining the flexibility that they 
provide.  It is certainly true that options 
carry a cost, and this cost can be substantial 
depending on many factors including how 
much time is remaining to the option’s expi-
ration and how volatile the underlying price 
of the commodity has been.  One way to 
measure the relative cost of an option is to 
consider its implied volatility.  This is calcu-
lated by taking the option’s premium and 

plugging it into a model with other inputs 
such as the time to expiration, interest rates, 
the option’s strike price, and volatility of the 
underlying futures contract upon which the 
option is priced.  The resulting value of 
implied volatility can then be used to mea-
sure the nominal premium of the option 
within an objective context so that it can be 
evaluated effectively.  As a general note, the 
nominal premium of an option can rise simply 
as a function of an increase in price in the 
underlying commodity.  As an example, if 
corn is trading at $7.00/bushel, the nominal 
premium of options to protect a purchase or 
sale price at that level is going to be higher 
than if corn is trading at $3.50/bushel, simply 
as a function of corn being twice as expen-
sive.  This does not necessarily mean that the 
implied volatility of those options is higher 
however.

 Implied volatility has to do with the 
market’s perception of how volatile the 
underlying commodity’s price will be in a 
future time period.  If in the previous 
example, there is widespread uncertainty as 
to whether corn is trading at the $7.00 price 
level on its way to $10.00, or if the price is 
primed for a crash back down to $4.00, this is 
very different than a perception that corn is 
going to stay around the $7.00 price level 

plus or minus $1.00 relative to the dynamics in play at that point in time.  In the present environment, 
corn has experienced a significant drop in price over the past few months.  The main fundamental factor 
contributing to this decline is the expectation of a record-large crop to be harvested this fall with produc-
tion exceeding total demand for the first time since the 2009-10 marketing year.  The resulting increase 
in total corn stocks both in absolute terms as well as in relation to total usage is expected to keep a lid on 
prices and act as an impediment to any rally attempt over the medium-term.  At the same time though, 
lower prices have boosted margins for a number of industries including livestock feeding and ethanol 
production.  Lower corn prices will also make exports more attractive to foreign buyers, although the U.S. 
dollar has recently been showing strength.  Increased demand will offer support to corn prices which will 
probably begin to temper further losses following the significant drop in price we have already experi-
enced.

 Given parallel expectations for limited upside potential and limited further downside pressure, the 
market’s collective expectation for corn prices has become one of a compressed range which can be 
thought of in terms of reduced volatility moving forward for a significant move in either direction.  
Whether or not this expectation plays out with actual price action in the weeks and months ahead, the 
result is lower option premiums across all strike prices for several months forward in time.  What does 
this mean from a hedger’s perspective in trying to manage forward margins?  Consider the crop producer 
on the one hand.  Here, margins are depressed and actually negative for both the current crop in the 
ground as well as the 2015 production.  The obvious choice here would be to use a flexible strategy in 
order to preserve the opportunity for a positive margin over time.  Therefore, an option position would 
make sense for a crop producer given their current projected profit margins.  Now consider the livestock 
or ethanol producer.  Here, the margin may not only be positive, but may actually be very strong from a 
historical perspective.  The inclination would be to “lock-in” the projected strong margin opportunity, 
although the implied volatility is suggesting otherwise.
  
 One way of thinking about options in a low volatility environment is that the premium is depressed 
in relative terms and therefore “on sale.”  The chart on the following page shows the implied volatility of 
March 2015 Corn options:

 
 The chart plots where implied volatility for the March Corn options has traded relative to where it is 
currently priced today.  Current implied volatility is trading around 21%-22%.  From a historical perspective, 
implied volatility under 20% is cheap when looking at the chart going back 10 years to 2004 while implied volatil-
ity over 40% would be considered expensive.  When you purchase an option, you own a right to a purchase or 
sale price of the underlying commodity at a certain level over a period of time.  In other words, you own an asset 
that is depreciating as a function of time decay and how close the option is to expiration.  In a low volatility envi-
ronment (such as we have today with corn), you are purchasing a deflated asset in that expectations are muted 
for a significant price move over a period of time.  In a high volatility environment by contrast, you would be 
purchasing an inflated asset where the loss of premium through time decay may become more pronounced if vola-
tility begins to contract. 
 
 Getting back to the livestock or ethanol producer and managing forward profit margins in those industries, 
it may be better to use flexible strategies to protect margins given the low implied volatility of options because 
the premium is attractively valued or priced.  Ideally, the margin improves over time where the flexibility can be 
traded out for a fixed price commitment, but incorporating more flexibility into margin management strategies can 
be a distinct benefit in a low implied volatility environment.  While the choice of using one strategy alternative 
over another will come down to the individual preferences of different operations and their unique considerations 
and risk profiles, the current low implied volatility of corn and other commodities for that matter should not be 
overlooked when evaluating various strategies that can be used to manage forward profit margins.

Beef Margin Watch: July























Aug '14 2013 2014 



Oct '14 2013 2014 



Dec '14 2013 2014 



Feb '15 2014 2015 





Apr '15 2014 2015 



Jun '15 2014 2015 















  

9

 As a general note, declining feed prices have been a boon for the livestock industry. For crop produc-
ers, the foreseeable future looks to be a rough road in terms of profitability. Spot corn prices are back to 
levels last seen in 2010 while cost of production in most areas is significantly higher than previous years. 
The situation has producers staring at a deeper shade of red on the balance sheets than they’ve seen for 
some time.

 The charts below illustrate how the market has gotten to this point. Starting in 2002, the USDA 
began breaking out ethanol as its own demand category on the monthly World Agricultural Supply and 
Demand Estimate report. Each year, corn used for ethanol increased and in 2005 the Energy Policy Act man-
dated an annual consumption of 7.5 billion gallons of ethanol by the year 2012. Two years later in 2007, the 
mandate was increased to 15 billion gallons of ethanol by 2015. While the mandate is lower today, producers 
and possibly more importantly end users understood that the available supply of corn was likely to diminish 
substantially. Although yields continued to set records through 2004, it was clear by 2007 that farmers 
needed to commit more crop ground to corn as demand expanded and prices rose. In 2007, farmers com-
mitted 93.5 million acres to corn an increase of 19% over the previous year and the largest seeded corn 
area since 1943. Planted area has leveled off and varied in a small range since.

On the demand side, corn use for ethanol was growing rapidly, which helped producer’s nearby profit-
ability but also created a negative of sorts in higher values of land and input costs. While prices were 
edging higher, for the cash rent producer, cost of production was moving higher as well. Fast forward 
to the last couple of years where corn demand to produce ethanol has plateaued to a degree and you 
get the situation producers are faced with today, a period where supply is exceeding demand.

Where does this leave the crop producer moving forward? Nearby and deferred margins are currently 
negative and little can be done at this point to secure a profitable situation. While there are strategies 
a producer could employ to mitigate any further deterioration, unless market prices move higher, 
producers will face losses in the coming months. Producers have been rewarded with the ‘do nothing’ 
strategy in previous years but will likely need to become more proactive in managing forward profit 
margins. This entails starting with a plan, a margin management policy that looks farther out in time 
at forward margin opportunities and actively managing those.

 Although the current situation for the 2015-16 corn marketing year likely represents a loss for 
many producers, it was projecting a profit last summer. Some producers have enacted a margin manage-
ment plan that will look 2 to 3 crop years ahead as supply and demand dynamics change over time. Those 
producers have benefitted by actively managing their forward margins and making adjustments to protec-
tion strategies over time. These producers have come to realize that managing those protection strategies 
further out in time than they normally would have has allowed them to stay ahead over the long run and 
achieve goals they’ve set as an organization.

“Margin Management is something
every producer should do!”

See for yourself why producers like Corinne Vissers
are so impressed. Schedule an online demonstration or 

register for an educational program now.

(866) 299-9333
Individuals providing testimonials were not compensated. 

Testimonials are not indicative of future success
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ARTICLE Exploring the margin 
management approach

Written by Michael Liautaud, Editor 

 As a general note, declining feed prices have been a boon for the livestock industry. For crop produc-
ers, the foreseeable future looks to be a rough road in terms of profitability. Spot corn prices are back to 
levels last seen in 2010 while cost of production in most areas is significantly higher than previous years. 
The situation has producers staring at a deeper shade of red on the balance sheets than they’ve seen for 
some time.

 The charts below illustrate how the market has gotten to this point. Starting in 2002, the USDA 
began breaking out ethanol as its own demand category on the monthly World Agricultural Supply and 
Demand Estimate report. Each year, corn used for ethanol increased and in 2005 the Energy Policy Act man-
dated an annual consumption of 7.5 billion gallons of ethanol by the year 2012. Two years later in 2007, the 
mandate was increased to 15 billion gallons of ethanol by 2015. While the mandate is lower today, producers 
and possibly more importantly end users understood that the available supply of corn was likely to diminish 
substantially. Although yields continued to set records through 2004, it was clear by 2007 that farmers 
needed to commit more crop ground to corn as demand expanded and prices rose. In 2007, farmers com-
mitted 93.5 million acres to corn an increase of 19% over the previous year and the largest seeded corn 
area since 1943. Planted area has leveled off and varied in a small range since.

On the demand side, corn use for ethanol was growing rapidly, which helped producer’s nearby profit-
ability but also created a negative of sorts in higher values of land and input costs. While prices were 
edging higher, for the cash rent producer, cost of production was moving higher as well. Fast forward 
to the last couple of years where corn demand to produce ethanol has plateaued to a degree and you 
get the situation producers are faced with today, a period where supply is exceeding demand.

Where does this leave the crop producer moving forward? Nearby and deferred margins are currently 
negative and little can be done at this point to secure a profitable situation. While there are strategies 
a producer could employ to mitigate any further deterioration, unless market prices move higher, 
producers will face losses in the coming months. Producers have been rewarded with the ‘do nothing’ 
strategy in previous years but will likely need to become more proactive in managing forward profit 
margins. This entails starting with a plan, a margin management policy that looks farther out in time 
at forward margin opportunities and actively managing those.

Changing Dynamics for 
Crop Producers

 Although the current situation for the 2015-16 corn marketing year likely represents a loss for 
many producers, it was projecting a profit last summer. Some producers have enacted a margin manage-
ment plan that will look 2 to 3 crop years ahead as supply and demand dynamics change over time. Those 
producers have benefitted by actively managing their forward margins and making adjustments to protec-
tion strategies over time. These producers have come to realize that managing those protection strategies 
further out in time than they normally would have has allowed them to stay ahead over the long run and 
achieve goals they’ve set as an organization.

Continued on Page TwelveFutures and options trading involves the risk of loss. 
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 As a general note, declining feed prices have been a boon for the livestock industry. For crop produc-
ers, the foreseeable future looks to be a rough road in terms of profitability. Spot corn prices are back to 
levels last seen in 2010 while cost of production in most areas is significantly higher than previous years. 
The situation has producers staring at a deeper shade of red on the balance sheets than they’ve seen for 
some time.

 The charts below illustrate how the market has gotten to this point. Starting in 2002, the USDA 
began breaking out ethanol as its own demand category on the monthly World Agricultural Supply and 
Demand Estimate report. Each year, corn used for ethanol increased and in 2005 the Energy Policy Act man-
dated an annual consumption of 7.5 billion gallons of ethanol by the year 2012. Two years later in 2007, the 
mandate was increased to 15 billion gallons of ethanol by 2015. While the mandate is lower today, producers 
and possibly more importantly end users understood that the available supply of corn was likely to diminish 
substantially. Although yields continued to set records through 2004, it was clear by 2007 that farmers 
needed to commit more crop ground to corn as demand expanded and prices rose. In 2007, farmers com-
mitted 93.5 million acres to corn an increase of 19% over the previous year and the largest seeded corn 
area since 1943. Planted area has leveled off and varied in a small range since.

On the demand side, corn use for ethanol was growing rapidly, which helped producer’s nearby profit-
ability but also created a negative of sorts in higher values of land and input costs. While prices were 
edging higher, for the cash rent producer, cost of production was moving higher as well. Fast forward 
to the last couple of years where corn demand to produce ethanol has plateaued to a degree and you 
get the situation producers are faced with today, a period where supply is exceeding demand.

Where does this leave the crop producer moving forward? Nearby and deferred margins are currently 
negative and little can be done at this point to secure a profitable situation. While there are strategies 
a producer could employ to mitigate any further deterioration, unless market prices move higher, 
producers will face losses in the coming months. Producers have been rewarded with the ‘do nothing’ 
strategy in previous years but will likely need to become more proactive in managing forward profit 
margins. This entails starting with a plan, a margin management policy that looks farther out in time 
at forward margin opportunities and actively managing those.

 Although the current situation for the 2015-16 corn marketing year likely represents a loss for 
many producers, it was projecting a profit last summer. Some producers have enacted a margin manage-
ment plan that will look 2 to 3 crop years ahead as supply and demand dynamics change over time. Those 
producers have benefitted by actively managing their forward margins and making adjustments to protec-
tion strategies over time. These producers have come to realize that managing those protection strategies 
further out in time than they normally would have has allowed them to stay ahead over the long run and 
achieve goals they’ve set as an organization.

Corn Margin Watch: July
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 As a general note, declining feed prices have been a boon for the livestock industry. For crop produc-
ers, the foreseeable future looks to be a rough road in terms of profitability. Spot corn prices are back to 
levels last seen in 2010 while cost of production in most areas is significantly higher than previous years. 
The situation has producers staring at a deeper shade of red on the balance sheets than they’ve seen for 
some time.

 The charts below illustrate how the market has gotten to this point. Starting in 2002, the USDA 
began breaking out ethanol as its own demand category on the monthly World Agricultural Supply and 
Demand Estimate report. Each year, corn used for ethanol increased and in 2005 the Energy Policy Act man-
dated an annual consumption of 7.5 billion gallons of ethanol by the year 2012. Two years later in 2007, the 
mandate was increased to 15 billion gallons of ethanol by 2015. While the mandate is lower today, producers 
and possibly more importantly end users understood that the available supply of corn was likely to diminish 
substantially. Although yields continued to set records through 2004, it was clear by 2007 that farmers 
needed to commit more crop ground to corn as demand expanded and prices rose. In 2007, farmers com-
mitted 93.5 million acres to corn an increase of 19% over the previous year and the largest seeded corn 
area since 1943. Planted area has leveled off and varied in a small range since.

On the demand side, corn use for ethanol was growing rapidly, which helped producer’s nearby profit-
ability but also created a negative of sorts in higher values of land and input costs. While prices were 
edging higher, for the cash rent producer, cost of production was moving higher as well. Fast forward 
to the last couple of years where corn demand to produce ethanol has plateaued to a degree and you 
get the situation producers are faced with today, a period where supply is exceeding demand.

Where does this leave the crop producer moving forward? Nearby and deferred margins are currently 
negative and little can be done at this point to secure a profitable situation. While there are strategies 
a producer could employ to mitigate any further deterioration, unless market prices move higher, 
producers will face losses in the coming months. Producers have been rewarded with the ‘do nothing’ 
strategy in previous years but will likely need to become more proactive in managing forward profit 
margins. This entails starting with a plan, a margin management policy that looks farther out in time 
at forward margin opportunities and actively managing those.

 Although the current situation for the 2015-16 corn marketing year likely represents a loss for 
many producers, it was projecting a profit last summer. Some producers have enacted a margin manage-
ment plan that will look 2 to 3 crop years ahead as supply and demand dynamics change over time. Those 
producers have benefitted by actively managing their forward margins and making adjustments to protec-
tion strategies over time. These producers have come to realize that managing those protection strategies 
further out in time than they normally would have has allowed them to stay ahead over the long run and 
achieve goals they’ve set as an organization.

Changing Dynamics for Crop Producers by Michael Liautaud

  Year Corn Used for Ethanol 

(Billion Bushels) 

Year-over-Year % Change 

  2003-04 1.168 17.3% 

  2004-05 1.323 13.3% 

  2005-06 1.603 21.2% 

  2006-07 2.150 34.1% 

  2007-08 3.049 41.8% 

  2008-09 3.677 20.6% 

  2009-10 4.591 24.9% 

  2010-11 5.021 9.4% 

  2011-12 5.011 -0.2% 

  2012-13 4.648 -7.2% 

*2013-14 5.075 estimated 9.2% 

*2014-15 5.050 estimated -0.5% 

 

Continued from Page Ten

Continued on Page 13

Futures and options trading involves the risk of loss. 
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 As a general note, declining feed prices have been a boon for the livestock industry. For crop produc-
ers, the foreseeable future looks to be a rough road in terms of profitability. Spot corn prices are back to 
levels last seen in 2010 while cost of production in most areas is significantly higher than previous years. 
The situation has producers staring at a deeper shade of red on the balance sheets than they’ve seen for 
some time.

 The charts below illustrate how the market has gotten to this point. Starting in 2002, the USDA 
began breaking out ethanol as its own demand category on the monthly World Agricultural Supply and 
Demand Estimate report. Each year, corn used for ethanol increased and in 2005 the Energy Policy Act man-
dated an annual consumption of 7.5 billion gallons of ethanol by the year 2012. Two years later in 2007, the 
mandate was increased to 15 billion gallons of ethanol by 2015. While the mandate is lower today, producers 
and possibly more importantly end users understood that the available supply of corn was likely to diminish 
substantially. Although yields continued to set records through 2004, it was clear by 2007 that farmers 
needed to commit more crop ground to corn as demand expanded and prices rose. In 2007, farmers com-
mitted 93.5 million acres to corn an increase of 19% over the previous year and the largest seeded corn 
area since 1943. Planted area has leveled off and varied in a small range since.

On the demand side, corn use for ethanol was growing rapidly, which helped producer’s nearby profit-
ability but also created a negative of sorts in higher values of land and input costs. While prices were 
edging higher, for the cash rent producer, cost of production was moving higher as well. Fast forward 
to the last couple of years where corn demand to produce ethanol has plateaued to a degree and you 
get the situation producers are faced with today, a period where supply is exceeding demand.

Where does this leave the crop producer moving forward? Nearby and deferred margins are currently 
negative and little can be done at this point to secure a profitable situation. While there are strategies 
a producer could employ to mitigate any further deterioration, unless market prices move higher, 
producers will face losses in the coming months. Producers have been rewarded with the ‘do nothing’ 
strategy in previous years but will likely need to become more proactive in managing forward profit 
margins. This entails starting with a plan, a margin management policy that looks farther out in time 
at forward margin opportunities and actively managing those.

 Although the current situation for the 2015-16 corn marketing year likely represents a loss for 
many producers, it was projecting a profit last summer. Some producers have enacted a margin manage-
ment plan that will look 2 to 3 crop years ahead as supply and demand dynamics change over time. Those 
producers have benefitted by actively managing their forward margins and making adjustments to protec-
tion strategies over time. These producers have come to realize that managing those protection strategies 
further out in time than they normally would have has allowed them to stay ahead over the long run and 
achieve goals they’ve set as an organization.

Continued from Page 12

Changing Dynamics for Crop Producers by Michael Liautaud

Crop Margin Seminar
Dec 17 - 18, 2014

Chicago (866) 299-9333

Futures and options trading involves the risk of loss. 
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 As a general note, declining feed prices have been a boon for the livestock industry. For crop produc-
ers, the foreseeable future looks to be a rough road in terms of profitability. Spot corn prices are back to 
levels last seen in 2010 while cost of production in most areas is significantly higher than previous years. 
The situation has producers staring at a deeper shade of red on the balance sheets than they’ve seen for 
some time.

 The charts below illustrate how the market has gotten to this point. Starting in 2002, the USDA 
began breaking out ethanol as its own demand category on the monthly World Agricultural Supply and 
Demand Estimate report. Each year, corn used for ethanol increased and in 2005 the Energy Policy Act man-
dated an annual consumption of 7.5 billion gallons of ethanol by the year 2012. Two years later in 2007, the 
mandate was increased to 15 billion gallons of ethanol by 2015. While the mandate is lower today, producers 
and possibly more importantly end users understood that the available supply of corn was likely to diminish 
substantially. Although yields continued to set records through 2004, it was clear by 2007 that farmers 
needed to commit more crop ground to corn as demand expanded and prices rose. In 2007, farmers com-
mitted 93.5 million acres to corn an increase of 19% over the previous year and the largest seeded corn 
area since 1943. Planted area has leveled off and varied in a small range since.

On the demand side, corn use for ethanol was growing rapidly, which helped producer’s nearby profit-
ability but also created a negative of sorts in higher values of land and input costs. While prices were 
edging higher, for the cash rent producer, cost of production was moving higher as well. Fast forward 
to the last couple of years where corn demand to produce ethanol has plateaued to a degree and you 
get the situation producers are faced with today, a period where supply is exceeding demand.

Where does this leave the crop producer moving forward? Nearby and deferred margins are currently 
negative and little can be done at this point to secure a profitable situation. While there are strategies 
a producer could employ to mitigate any further deterioration, unless market prices move higher, 
producers will face losses in the coming months. Producers have been rewarded with the ‘do nothing’ 
strategy in previous years but will likely need to become more proactive in managing forward profit 
margins. This entails starting with a plan, a margin management policy that looks farther out in time 
at forward margin opportunities and actively managing those.

 Although the current situation for the 2015-16 corn marketing year likely represents a loss for 
many producers, it was projecting a profit last summer. Some producers have enacted a margin manage-
ment plan that will look 2 to 3 crop years ahead as supply and demand dynamics change over time. Those 
producers have benefitted by actively managing their forward margins and making adjustments to protec-
tion strategies over time. These producers have come to realize that managing those protection strategies 
further out in time than they normally would have has allowed them to stay ahead over the long run and 
achieve goals they’ve set as an organization.

Soybeans Margin Watch: July
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 As a general note, declining feed prices have been a boon for the livestock industry. For crop produc-
ers, the foreseeable future looks to be a rough road in terms of profitability. Spot corn prices are back to 
levels last seen in 2010 while cost of production in most areas is significantly higher than previous years. 
The situation has producers staring at a deeper shade of red on the balance sheets than they’ve seen for 
some time.

 The charts below illustrate how the market has gotten to this point. Starting in 2002, the USDA 
began breaking out ethanol as its own demand category on the monthly World Agricultural Supply and 
Demand Estimate report. Each year, corn used for ethanol increased and in 2005 the Energy Policy Act man-
dated an annual consumption of 7.5 billion gallons of ethanol by the year 2012. Two years later in 2007, the 
mandate was increased to 15 billion gallons of ethanol by 2015. While the mandate is lower today, producers 
and possibly more importantly end users understood that the available supply of corn was likely to diminish 
substantially. Although yields continued to set records through 2004, it was clear by 2007 that farmers 
needed to commit more crop ground to corn as demand expanded and prices rose. In 2007, farmers com-
mitted 93.5 million acres to corn an increase of 19% over the previous year and the largest seeded corn 
area since 1943. Planted area has leveled off and varied in a small range since.

On the demand side, corn use for ethanol was growing rapidly, which helped producer’s nearby profit-
ability but also created a negative of sorts in higher values of land and input costs. While prices were 
edging higher, for the cash rent producer, cost of production was moving higher as well. Fast forward 
to the last couple of years where corn demand to produce ethanol has plateaued to a degree and you 
get the situation producers are faced with today, a period where supply is exceeding demand.

Where does this leave the crop producer moving forward? Nearby and deferred margins are currently 
negative and little can be done at this point to secure a profitable situation. While there are strategies 
a producer could employ to mitigate any further deterioration, unless market prices move higher, 
producers will face losses in the coming months. Producers have been rewarded with the ‘do nothing’ 
strategy in previous years but will likely need to become more proactive in managing forward profit 
margins. This entails starting with a plan, a margin management policy that looks farther out in time 
at forward margin opportunities and actively managing those.

 Although the current situation for the 2015-16 corn marketing year likely represents a loss for 
many producers, it was projecting a profit last summer. Some producers have enacted a margin manage-
ment plan that will look 2 to 3 crop years ahead as supply and demand dynamics change over time. Those 
producers have benefitted by actively managing their forward margins and making adjustments to protec-
tion strategies over time. These producers have come to realize that managing those protection strategies 
further out in time than they normally would have has allowed them to stay ahead over the long run and 
achieve goals they’ve set as an organization.

Wheat Margin Watch: July
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 As a general note, declining feed prices have been a boon for the livestock industry. For crop produc-
ers, the foreseeable future looks to be a rough road in terms of profitability. Spot corn prices are back to 
levels last seen in 2010 while cost of production in most areas is significantly higher than previous years. 
The situation has producers staring at a deeper shade of red on the balance sheets than they’ve seen for 
some time.

 The charts below illustrate how the market has gotten to this point. Starting in 2002, the USDA 
began breaking out ethanol as its own demand category on the monthly World Agricultural Supply and 
Demand Estimate report. Each year, corn used for ethanol increased and in 2005 the Energy Policy Act man-
dated an annual consumption of 7.5 billion gallons of ethanol by the year 2012. Two years later in 2007, the 
mandate was increased to 15 billion gallons of ethanol by 2015. While the mandate is lower today, producers 
and possibly more importantly end users understood that the available supply of corn was likely to diminish 
substantially. Although yields continued to set records through 2004, it was clear by 2007 that farmers 
needed to commit more crop ground to corn as demand expanded and prices rose. In 2007, farmers com-
mitted 93.5 million acres to corn an increase of 19% over the previous year and the largest seeded corn 
area since 1943. Planted area has leveled off and varied in a small range since.

On the demand side, corn use for ethanol was growing rapidly, which helped producer’s nearby profit-
ability but also created a negative of sorts in higher values of land and input costs. While prices were 
edging higher, for the cash rent producer, cost of production was moving higher as well. Fast forward 
to the last couple of years where corn demand to produce ethanol has plateaued to a degree and you 
get the situation producers are faced with today, a period where supply is exceeding demand.

Where does this leave the crop producer moving forward? Nearby and deferred margins are currently 
negative and little can be done at this point to secure a profitable situation. While there are strategies 
a producer could employ to mitigate any further deterioration, unless market prices move higher, 
producers will face losses in the coming months. Producers have been rewarded with the ‘do nothing’ 
strategy in previous years but will likely need to become more proactive in managing forward profit 
margins. This entails starting with a plan, a margin management policy that looks farther out in time 
at forward margin opportunities and actively managing those.

 Although the current situation for the 2015-16 corn marketing year likely represents a loss for 
many producers, it was projecting a profit last summer. Some producers have enacted a margin manage-
ment plan that will look 2 to 3 crop years ahead as supply and demand dynamics change over time. Those 
producers have benefitted by actively managing their forward margins and making adjustments to protec-
tion strategies over time. These producers have come to realize that managing those protection strategies 
further out in time than they normally would have has allowed them to stay ahead over the long run and 
achieve goals they’ve set as an organization.

A Conversation with Crop and Hog 
Margin Consultant, Jon Greteman 

INTERVIEW Discussing the real-world
application of the margin 
approach

BD: How will the current production 
risk issues (pedv) effect hog marketing 
decisions going forward?
 
JG: PEDV is certainly a risk that margin 
management plans can take into account. 
In general, producers are leaving a signifi-
cant portion of deferred coverage (beyond 6 
months out) in more flexible type strategies 
in case production issues cause their hog 
marketings to change. 

BD: How can I protect extremely 
strong deferred hog margins but par-
ticipate in improving margins if we 
have similar markets next year?

JG: Due to this year's record setting hog 
market, a lot of producers are anxious to 
build hedging strategies that allow them to 
participate in margin improvement. We can 
assist them in understanding and building 
strategies that protect stong margins, but 
also allow them to improve if market condi-
tions allow.

BD: What can I do to protect 2015 corn 
prices from deteriorating?

JG: 2015 corn prices are materially higher 
than nearby prices and offer more attrac-
tive margin opportunities.  Using options 
leaves flexibility in case planting and crop 
development next year are less than ideal. 

BD: What can I do to prevent current 
crop margins from further erosion?

JG: Options are an attractive way of 
protecting margins while leaving some 

flexibility. As Chip’s article on options 
volatility points out, they are also relatively 
inexpensive right now. We can use puts to 
mitigate further downside risk or purchase 
calls to reopen upside against sales. Either 
way, they enable you to add protection 
while allowing participation if market psy-
chology changes.

BD: How can I take advantage of stor-
age I have?

JG: There is currently a significant carry in 
both the corn and bean markets. It may 
make sense to add coverage in deferred 
periods rather than nearby. You may also 
benefit from getting away from harvest 
basis during a potential record harvest. 

BD: An opportunity has come up to 
rent additional land. What can I do to 
protect myself if I sign a longer term 
rent contract?

JG: Managing margins further out in time 
gives clients the confidence to be able to 
make expansion decisions and lock in 
profits when the opportunity is there. 

“Managing margins further out in 
time gives clients the confidence 
to be able to make expansion deci-
sions and lock in profits when the 
opportunity is there.”

This conversation took place by phone between Brendan Dorais, Manager of Business 
Development and Jon, who works from CIH’s Des Monies office.

Futures and options trading involves the risk of loss. 


