
Dear Ag Industry Associate,

In this year-end issue of Margin Manager, we look back on our education programs 
and discuss the lessons learned.  It was an exceptional year for margins in the hog 
and dairy industries while profitability has been more challenging for crop and beef 
producers.  Despite these differences, there were common themes in our classes.  
We explore these themes in our feature article, “Lessons Learned”.  This will hope-
fully provide some guidance for managing margins as we begin the New Year.

We also review the year-end margins of the crop, hog, dairy and beef cattle indus-
tries, and how our clients are managing these fluctuating margins. In many cases 
they have deteriorated quite a bit from where they existed previously.  The land-
scape moving into 2015 certainly looks more challenging for producers, and active 
margin management will be more important to secure profitability than a passive 
approach that may have worked well this past year.  

We look forward to a busy year ahead with new classes and featured content in 
Margin Manager and marginmanager.com to advance your understanding of the 
margin management approach.        

Happy New Year! 

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

December 2014 Learn more at MarginManager.Com
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2014 Educational Programs 
Year-End Review – Lessons Learned:

Exploring the Margin Approach

December has been a busy month at CIH.  We recently finished 3 educational programs in our office for hog producers, crop 
producers, and dairy operations.  While all were well attended, the crop audience was at capacity and we had a wait list for 
potential cancelations.  Ironically, we had to cancel our previous crop program due to a lack of interest and registrations.  Why 
is that?  The charts below show the current profit margins for corn and soybeans that were just harvested this year.  As you 
can see from the graphs, the margins have been deeply negative and at 10-year lows for this model Midwest operation.  
Although it may simply be coincidence, producer interest in managing forward margins has clearly increased since our last 
class.
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2014 Educational Programs Year-End Review – Lessons Learned:
Continued from previous page.

Besides the negative margins though, what you will also notice from the graphs is that the margins were not always negative 
and it was possible to protect a positive margin earlier this spring.  While admittedly, the margin opportunity back in April and 
May was not nearly as strong as what most crop producers have enjoyed the past few seasons with very high corn and 
soybean prices, it was much better than what exists today.  Unfortunately, we are seeing a similar dynamic play out in other 
industries as well.  After enjoying extremely strong margins throughout 2014, many dairies were apathetic about protecting 
opportunities in 2015 despite margins that existed above the 90th percentile of the previous 10 years.  Following a recent rise 
in projected feed costs though and a sharp decline in the value of milk, these opportunities are now history with forward dairy 
margins still positive but well below what could have been protected just a few months ago.  The following chart displays the 
projected Q2 2015 margin for a model Upper Midwest dairy operation with the blue line denoting the 90th percentile of the past 
10 years:

Exploring the Margin Approach
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2014 Educational Programs Year-End Review – Lessons Learned:
Continued from previous page.

Not to overlook the hog industry, margins here too have seen a significant retrenchment following a similar combination of 
higher projected feed costs along with lower hog prices.  I picked out a particular marketing period in the chart below to high-
light a couple points.  Q4 of 2015 is currently projecting a loss for this model hog operation of approximately $1.28/cwt.  
Despite this, the margin was recently as strong as over $5.00/cwt. positive and existed above the 80th percentile of the previ-
ous 10 years.

- Dairy Margin

Exploring the Margin Approach
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2014 Educational Programs Year-End Review – Lessons Learned:
Continued from previous page.

I point this out because like the crop and dairy examples, the best opportunity to capture a positive margin typically occurs well 
ahead of the actual marketing period that margin will be realized in.  By following margins far in advance, you put yourself in 
a much better position to identify and capture these profit margin opportunities.  Q4 of 2015 is a year away, but it is often best 
to begin tracking these margin opportunities more than a year into the future.  The second point to highlight is that the margin 
existed above the 80th percentile of the previous 10 years.  In most years, the margin will at least reach the 70th percentile of 
historical profitability, and about half the time, it will also at least touch the 80th percentile.  A lesson we have learned not only 
in 2014 but in past years as well is to have and execute a margin management plan to protect opportunities that exist at 
above-average percentiles of historical profitability.  Many of the hog operations that we work with have a good percentage of 
their Q4 2015 margins already protected with various strategies based upon these opportunities previously showing up above 
the 70th and 80th percentiles.
  
Protecting the financial health of your operation by managing profit margins is like maintaining a healthy lifestyle and attending 
regular doctor visits. An ounce of prevention is worth a pound of cure. If you only visit the doctor when you’re sick, it can be 

- Hog Margin

Exploring the Margin Approach
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difficult to undo the damage.  Likewise, if you’re only concerned about your profit margins when you’re losing money, it may 
be too late. Actively managing risk can help you avoid losses and strengthen your operation over the long-run. 
A common theme in our classes is that many producers come to learn more about options and using flexible strategies to 
manage risk.  These types of applications work best in environments such as the current one where margins, although 
positive, are not necessarily projected at levels where one feels comfortable locking something in.  While option strategies 
allow flexibility for margins to improve, they also involve costs which most producers don’t like.  Part of margin management 
however entails managing a position over time in order to improve forward margin opportunities.

We recently added a new class called “Strategic Position Management” to address this topic and dedicate more time to help 
producers understand how to manage a long-term position from when it is first initiated to the actual marketing period where 
purchases and sales will be realized in the local cash market.  Going back to the Q4 2015 hog example, many of the afore-
mentioned hog operations that had previously established margin coverage are now looking to adjust those positions in order 
to increase flexibility for their margins to improve.  While it is impossible to know what the market will ultimately do between 
now and late next year, it is possible to work with what the market allows you to do as prices fluctuate over time.  In addition 
to adding flexibility, these types of strategic adjustments can also allow you to address and reduce cost in a position so that 
these option strategies become more affordable.  Ideally, you can arrive at a position that allows for maximum flexibility at a 
minimum cost, but it does require active position management over time to achieve that result.

While there are sure to be future years like 2014 with blowout margins in the spot market, history shows us that more often 
than not, margins exist at levels that are not always so strong.  Managing forward margins starts with recognizing opportuni-
ties when projected profitability is attractive from a long-term historical perspective.  From there, in order to capture these 
opportunities, a plan should be in place to identify strategies that may be considered to scale into margin protection at various 
thresholds.  Finally, those positions must be actively managed over time to help improve upon margin opportunities as market 
conditions and prices fluctuate.  We invite you to learn more by exploring our 2015 education calendar and attending one of 
our classes in the upcoming year.  The more you know about strategy alternatives to manage margin opportunities, the better 
equipped you will be to assure the long-term profitability of your operation.    

2014 Educational Programs Year-End Review – Lessons Learned:
Continued from previous page.

Exploring the Margin Approach
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Hog Margin Watch: December
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Dairy Margin Watch: December
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Beef Margin Watch: December
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2015 Educational Program Schedule

Strategic Position Management
Feb 25 (clients only)

Beef Margin Management
Mar 11-12

Margin Management for Ag Lenders
Apr 22-23

Commodity Price Management
May 13-14

Crop Margin Management
Jul 8-9

Hog Margin Management
Jul 22-23

Dairy Margin Management
Aug 5-6

Margin Management for Ag Lenders 
Oct 21-22

Beef Margin Management
Nov 11-12

Dairy Margin Managment 
Nov 18-19

Hog Margin Management
Dec 9-10

Crop Margin Management
Dec 16-17

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