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Dear Ag industry associate:
Weather conditions in South America typically dominate discussion in the
grain and oilseed markets over the winter, and this year is no different. A
worsening drought in Argentina has negatively impacted crop prospects
throughout major growing regions of the country, and the markets have
reacted. Soybean meal in particular has experienced a sharp price advance,
while the corn market has also increased about 30 cents per bushel since the
beginning of the year. Here in the U.S., expanding drought across the Plains
has likewise ignited the wheat market which has rallied sharply as well.
Our feature article this month, “Managing Grain and Oilseed Strength”
discusses how the winter weather developments have impacted margins
for both livestock feeders and crop producers, and how they may look to
manage these different impacts on their forward profitability. Our latest
Margin Watch installments also review other developments that have
affected the forward profitability projections for the dairy, crop and beef
cattle industries, with updates on recent market reports and news features
that are impacting forward margins.
As always, if you have questions, please feel free to contact me.

Chip Whalen is the managing editor of MarginManager and the vice president of education and
research for CIH. He teaches classes on margin management throughout the country and can
be reached at cwhalen@cihedging.com.
Futures and options trading involves the risk of loss. Past performance is not indicative of future results.
Copyright © 2018 Commodity & Ingredient Hedging, LLC. All rights reserved.

UPCOMING EDUC ATION
E V ENTS
Hog Margin Management
Stratford, ON | Apr 4-5
Margin Management for
Lenders
Chicago | Apr 25-26

IN THIS ISSUE
pg. 2-7
Feature Article
Managing Grain and Oilseed
Strength
pg. 8-13
Margin Watch Reports
Hog .. . . . . . . . . . . . . . ........... 8
Dairy .. . . . . . . . . . . ........... 9
Beef . . . . . . . . . . . . . ........... 10
Corn .. . . . . . . . . . . . . .......... 12
Soybean .. . . . . . . ........... 13
Wheat .. . . . . . . . . . . .......... 14

FE ATURE

Managing Grain
and Oilseed
Strength

One recent feature of the markets this
winter has been strength in the grains
and oilseed complex.
Dry weather in Argentina and concern over production prospects there have caused prices to advance
from historically depressed levels as risk premium gets added back to the market with commodity
fund short covering. USDA recently reduced their estimates for both Argentina’s corn and soybean
crops in the February WASDE report, with corn production dropping 3 million tons from January to
39 million while soybean production was cut 2 million tons to 54 million. Further reductions may be
forthcoming for both crops in upcoming reports as well due to weather forecasts that call for little
relief to the country’s main growing regions.
Markets React

While the grain and oilseed markets have been largely subdued this winter since the completion of
the U.S. harvest, with large crops and building stockpiles limiting price advances, the markets have
recently responded to the developing drought in Argentina. Soybean meal in particular has witnessed
the sharpest price appreciation as Argentina supplies half of the world’s soymeal exports. Looking at
the soon to expire March contract, prices have advanced about 24% from a mid-January low around
$310/ton to over $380 recently (see Figure 1).

Futures and options trading involves the risk of loss. Past performance is not indicative of future results.
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Figure 1. March 2018 CBOT Soybean Meal Futures

Soybean prices likewise have moved higher, although not to the same degree as soybean meal. While
soybean meal is trading at new life of contract highs, soybeans have still managed to increase about 85
cents from their lows in mid-January, and are getting close to the highs seen last summer in mid-July
during a brief scare over U.S. crop prospects (see Figure 2).
Figure 2. March 2018 CBOT Soybean Futures

Corn meanwhile has been a relative laggard, although prices have also been increasing recently, with
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the March futures contract up about 25 cents from its low early in the year (see Figure 3). As Argentina
faces more competition from other global exporters, including the U.S., Brazil and Ukraine, the
corn price response has been muted. Despite this, there is a sense that the market is bottoming out
and may hold recent strength with expectations for reduced acreage in the U.S. this spring. USDA’s
annual Outlook Forum pegged corn plantings at 90 million acres, down 1 million from their baseline
projection last November and slightly lower than last year.
Figure 3. March 2018 CBOT Corn Futures

Margin Impact and Producer Response

The recent price increases in corn, soybeans and soybean meal have affected margins to varying
degrees for different operations. For crop producers, the strength has been welcome as these
operations have been facing extremely negative profitability for quite some time. The rise in soybean
prices in particular is now projecting new-crop margins just above breakeven, while new-crop corn
margins are still negative but within about 15 cents/bushel of breakeven assuming average historical
yields.
As a result, crop producers have been active recently modeling different scenarios adjusting
production costs and yield assumptions in order to set targets for their new-crop marketing plans.
Many operations have already implemented strategies on soybeans to protect a breakeven scenario,
while allowing upside flexibility for improved margins from a further price increase. Similarly, corn
targets are likewise being set to take advantage of any further price strength in order to implement
strategies that will protect a breakeven level.
For livestock feeders, the price advance has not been as welcome given that these markets represent
costs for their operations. As an example, for a farrow-to-finish hog operation that is open on feed and
purchases all of their requirements in the open market, the recent advance in corn and soybean meal
prices has eroded forward margins by about $2.30/cwt.

Futures and options trading involves the risk of loss. Past performance is not indicative of future results.
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Fortunately, forward hog prices have also been rising recently; however, margins remain below where
they were projected in mid-January due almost entirely to rising feed costs. While hog finishers that
grow their own corn, or who have previously contracted some of their forward needs in the feed
market have not been affected as much, it is important to understand and model how much of an
impact rising costs have had on forward margins and profitability.
Dairy operations continue to face depressed margins, projected at or below breakeven through the
balance of the year, and rising feed costs have certainly not helped the situation. While many dairies
have already contracted forages ahead for forward milk production, here too it is important to
understand the impact of rising feed costs on deferred margins for that portion which remains open
and at risk to further appreciation. It is also critical to understand the degree to which certain feeds
correlate to either corn or soybean meal such that rising prices have affected those markets.
Cattle feeders have probably experienced the least impact on margins from rising prices recently as
corn has not moved as much as the soybean complex, while rising cattle prices have helped to offset
much of the impact recently from higher corn trade. All the same, a continuation of strength in the
corn futures market will erode forward margins so feedlots likewise need to be vigilant in monitoring
costs and measuring the impact on feeding profitability.
Strategy Considerations

While feed costs are now projected higher for the hog, dairy and beef cattle industries relative to what
existed just one month ago, there are still many options to consider for operations still exposed to
higher prices. For starters, much of the variable feed cost for producers is tied to corn prices which
have witnessed the least amount of price appreciation. Moreover, corn option implied volatility
remains at a 10-year low, with the market showing limited response to the recent increase in price in
terms of option risk premium (see Figure 4).
Figure 4. December 2018 CBOT Corn Option Implied Volatility (10-Year Range)

Futures and options trading involves the risk of loss. Past performance is not indicative of future results.
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As a result, producers can purchase call options cheaply to provide a ceiling on their corn costs to
get through the spring and summer weather uncertainties that can bring higher prices and increased
volatility. As an example, with December corn futures trading around $3.98/bushel, a $4.00 call option
currently costs about 25 cents which would provide a maximum price of $4.25 and allow an operation
to participate in all lower prices if the market moves back down.
For feeding operations exposed to soybean meal, that is trickier as the market has made a much
sharper price advance compared to corn, coupled with the fact that volatility is now elevated
and about average from a historical context (see Figure 5). Despite these considerations, flexible
strategies can still be created to protect against further price appreciation while also allowing for the
opportunity to participate in lower prices if the market eventually corrects. As an example, with July
soybean meal futures currently trading around $380/ton, an operation can protect a $50 range of
higher prices up to a limit of $430 while simultaneously remaining open to lower prices down to a limit
of $330 for a cost of about $10/ton.
Figure 5. July 2018 CBOT Soybean Meal Option Implied Volatility (10-Year Range)

For crop producers, the opportunity currently appears to be in the soybean market which has
witnessed more relative strength compared to corn. As mentioned, many operations are active
modeling scenarios and determining breakeven levels under different yield assumptions. One idea
to take advantage of the recent price increase might be to place an offer to establish both a floor and
ceiling for a limited cost, or possibly even no cost. Two levels that some producers are evaluating for
this type of structure would be a minimum price of $10.00/bushel and a maximum price of $11.00/
bushel against the November futures contract.
In terms of corn, with option implied volatility so low it probably makes more sense to stay as flexible
as possible without imposing any strategy limitations at this point, and simply establish a floor at

Futures and options trading involves the risk of loss. Past performance is not indicative of future results.
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or near current price levels. Similar to soybeans, many producers are targeting levels that would
represent an attractive price to secure their new-crop production. A $4.00 floor seems to be the price
that would trigger a decision.
If you have questions or would like to discuss how recent price strength in the grain markets and
oilseed complex have affected your margins, please call 1.866.299.9333.

Futures and options trading involves the risk of loss. Past performance is not indicative of future results.
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Hog Margin Watch: February
Margins continued to deteriorate sharply since the end of January due to an ongoing combination of lower hog prices and higher feed
costs. Hog prices have retreated recently with weakness in pork cutout values and uncertainty over near-term demand. While exports
continue to hold up quite well, we are moving into a seasonal period when domestic meat demand tends to decline slightly with the
beginning of Lent ahead of the Easter holiday. Much also has been made of eroding packer margins as cutout values have declined
much faster than cash hog prices recently. Gross packer margins have not been this low since 2015, and further weakness may
cause processors to slow down chain speeds and reduce their slaughter schedules. While cash hog prices seasonally tend to rise
from now into early summer, there is a noticeable decline between late February and late March in Western Corn Belt prices when the
PED 2014 year is excluded from the data set. Feed costs meanwhile continue to advance on growing concerns over drought in
Argentina. Soybean meal prices in particular have experienced the sharpest appreciation as Argentina provides around 45% of global
exports. In the latest monthly WASDE report, USDA cut Argentina’s corn crop by 3 million tons from their previous estimate while the
soybean crop was reduced 2 million tons, although no change was made to their soybean meal export forecast. Ongoing drought
portends further reductions in production forecasts for both crops. Given the margin deterioration, our hog producer clients continue
to focus mainly on adding flexibility to existing hog and feed hedges following the recent price action in those markets.
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The Hog Margin calculation assumes that 73 lbs of soybean meal and 4.87 bushels of corn are required to produce 100 lean hog lbs.
Additional assumed costs include $40 per cwt for other feed and non-feed expenses.
The information contained in this publication is taken from sources believed to be reliable, but is not guaranteed by Commodity &
Ingredient Hedging, LLC, nor any affiliates, as to accuracy or completeness, and is intended for purposes of information and
education only. Nothing therein should be considered as a solicitation to trade commodities or a trade recommendation by Commodity
& Ingredient Hedging, LLC. All references to market conditions are current as of the date of the presentation. Futures and options
trading involves the risk of loss. Past performance is not indicative of future results. Please visit www.cihmarginwatch.com to
subscribe to the CIH Margin Watch report.
Commodity & Ingredient Hedging, LLC
120 South La Salle St, Suite 2200

Chicago, IL 60603

1.866.299.9333
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Dairy Margin Watch: February
Dairy margins were mixed over the second half of February, but generally weaker following a continued advance in corn and soybean meal
prices while the milk market held relatively steady. Margins still remain negative through the first half of 2018 and well below average from a
historical perspective, while projected positive but only just above breakeven through the second half of the year. Milk prices have held
steady over the past couple weeks but remain depressed due to heavy milk production and stocks. USDA reported January milk production
at 18.45 billion pounds, up 1.8% from last year when the market was only expecting about a 1.0% increase in line with year-over-year gains
from the preceding four months. USDA also reported an increase to the dairy herd of 46,000 cows to 9.405 million compared to January,
2017. Cold Storage data was likewise neutral to bearish with total natural cheese stocks on January 31 at 1.275 billion pounds, down 5.3
million pounds or 0.4% from December but up 83.0 million pounds or 7.0% from last year. Butter stocks in Cold Storage totaled 223.9 million
pounds at the end of January, up 55.1 million pounds or 32.6% from December and 2.3 million or 1.1% higher than last year. Meanwhile,
feed costs continue to increase with both corn and soybean meal moving higher due to ongoing drought concerns in Argentina. Following
recent USDA adjustments, the Buenos Aires Grains Exchange (BAGE) reduced their corn crop estimate by 2 million tons to 37 million while
the soybean production estimate was lowered 6 million tons over the past two weeks to 44 million. With deteriorating margins, our dairy
producer clients have focused mainly on adjustments to existing positions, particularly adding downside flexibility to corn and soybean meal
hedges.
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The Dairy Margin calculation assumes, using a feed price correlation model, that for a typical dairy 62.4 lbs of corn (or equivalent) and 7.34
lbs of meal (or equivalent) are required to produce 100 lbs of milk (includes dry cows, excludes heifers not yet fresh). Additional assumed
costs include $0.90/cwt for other, non-correlating feeds, $2.65/cwt for corn and meal basis, and $8.00/cwt for non-feed expenses. Milk basis
is $0.75/cwt and non-milk revenue is $1.00/cwt.
The information contained in this publication is taken from sources believed to be reliable, but is not guaranteed by Commodity & Ingredient
Hedging, LLC, nor any affiliates, as to accuracy or completeness, and is intended for purposes of information and education only. Nothing
therein should be considered as a solicitation to trade commodities or a trade recommendation by Commodity & Ingredient Hedging, LLC.
All references to market conditions are current as of the date of the presentation. Futures and options trading involves the risk of loss. Past
performance is not indicative of future results. Please visit www.cihmarginwatch.com to subscribe to the CIH Margin Watch report.
Commodity & Ingredient Hedging, LLC
120 South La Salle St, Suite 2200

Chicago, IL 60603

1.866.299.9333
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Beef Margin Watch: February
Beef margins deteriorated sharply over the second half of February against existing placements with higher feed
costs and lower cattle prices, while forward crushes on deferred placements were steady to firmer with declining
feeder cattle prices. While much of the focus on drought conditions in Argentina has surrounded the soybean
complex and the meal market in particular, corn prices have begun to advance recently as well with commodity fund
short covering and risk premium being added to the market. Following recent downward adjustments from USDA,
the Buenos Aires Grains Exchange (BAGE) lowered their corn production estimate 2 million tons to 37 million, with
further cuts possible due to limited relief in current weather forecasts. The cattle market meanwhile has been under
pressure from another bearish monthly Cattle on Feed report showing much larger placements than expected.
USDA reported 11.63 million head of cattle on feed as of February 1, up 7.9% from last year and in line with
estimates for a 7.4% average increase over 2017. January placements totaled 2.068 million head, up 4.4% from last
year when the market was only expecting a 0.8% increase on average, with the range of estimates between 97.7%
to 102.9% of last year. USDA also reported total beef in Cold Storage on January 31 at 499.6 million pounds, up
11.5 million or 2.4% from December compared to the average build of 0.91% between December and January over
the previous ten years. January beef inventories were down 38.7 million pounds or 7.2% from 2017 though. Our
beef producer clients continue monitoring targets to strengthen delta on cattle hedges while also looking to lighten
delta on feed hedges following the recent increase in corn prices.
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The Beef Margin calculation uses Feeder Cattle futures to price inbound animals and assumes each will consume
55 bushels of corn and cost approximately $250 per head (for other feed and non-feed expenses) to gain 550
pounds and reach a market weight of 1,250 pounds.
The information contained in this publication is taken from sources believed to be reliable, but is not guaranteed by
Commodity & Ingredient Hedging, LLC, nor any affiliates, as to accuracy or completeness, and is intended for
purposes of information and education only. Nothing therein should be considered as a solicitation to trade
commodities or a trade recommendation by Commodity & Ingredient Hedging, LLC. All references to market
conditions are current as of the date of the presentation. Futures and options trading involves the risk of loss. Past
performance is not indicative of future results. Please visit www.cihmarginwatch.com to subscribe to the CIH Margin
Watch report.
Commodity & Ingredient Hedging, LLC
120 South La Salle St, Suite 2200

Chicago, IL 60603

1.866.299.9333
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Corn Margin Watch: February
Corn prices and margins were higher again the past two weeks, as weather worries and strong export sales and shipments
have provided added fuel to extend the rally. Argentina continues to be extremely dry and near-term prospects for favorable
relief rains are bleak. The Buenos Aires Grain Exchange has lowered their production estimate to 37.0 million metric tons, just
as harvest collections are in the initial stages at 3% complete. The critical 2nd crop seeding of corn in Brazil is 12% behind last
year’s pace at 58% and is bumping up against the ideal time to have it in the ground to safely get through the pollination
period before the summer rains normally cease. Ironically, abundant moisture has slowed the Brazilian bean harvest, thus
preventing a more timely corn planting. This week’s U.S. corn export sales were the highest recorded this marketing year at 69
million bushels, continuing the robust pace since the beginning of January. The USDA’s annual AG Outlook forum estimated
U.S. corn seeding at 90.0 million acres, off 0.2 million from last year, and 4.0 less than 2015/16. NASS will soon begin
collecting data from U.S. producers for the annual Prospective Plantings report, those survey results will be released at the
end of March and reflect actual farmer seeding intentions. The corn market will maintain focus on drought in Argentina and
particularly the progress of 2nd seeding in Brazil, as that crop accounts for nearly two-thirds of total corn production there.
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The estimated yield for the 2018 crop is 186 bushels per acre and the non-land operating cost is $544 per acre.
Land cost for 2018 is estimated at $222 per acre 1. Basis for the 2018 crop is estimated at $-0.2 per bushel.
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The estimated yield for the 2019 crop is 186 bushels per acre and the estimated operating cost is $544 per acre.
Land cost for 2019 is estimated at $222 per acre 1. Basis for the 2019 crop is estimated at $-0.25 per bushel.

1 The Corn Margin Watch yield, land and non-land operating cost values are based upon central Illinois low productivity

farmland crop estimates in the "Historic Corn, Soybean, Wheat, and Double-crop Soybeans" report published by the
Department of Agricultural and Consumer Economics at the University of Illinois.
The information contained in this publication is taken from sources believed to be reliable, but is not guaranteed by
Commodity & Ingredient Hedging, LLC, nor any affiliates, as to accuracy or completeness, and is intended for purposes of
information and education only. Nothing therein should be considered as a solicitation to trade commodities or a trade
recommendation by Commodity & Ingredient Hedging, LLC. All references to market conditions are current as of the date of
the presentation. Futures and options trading involves the risk of loss. Past performance is not indicative of future results.
Please visit www.cihmarginwatch.com to subscribe to the CIH Margin Watch report.
Commodity & Ingredient Hedging, LLC
120 South La Salle St, Suite 2200

Chicago, IL 60603

1.866.299.9333
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Soybeans Margin Watch: February
Soybean prices and margins continued higher over the past two weeks, as conditions in Argentina have stayed dry. This year’s
Argy drought is being compared to 2008/09 when the bean crop was almost 30% below the trend line yield. The Buenos Aires
Grain Exchange (BAGE) has cut 3.0 million metric tons off their production estimate in each of the past two weeks reducing the
total to 44.0 million. This compares to 2016/17 production of almost 58.0 million and the current USDA 54.0 million estimate, which
will likely receive a large haircut in the March WASDE report. BAGE is also reporting close to half of the bean crop to be in very
poor condition versus around 20% two weeks ago. Countering the deficits in Argentina are rising private production estimates in
Brazil, where some are above last year’s record 114.1 million metric tons. The Brazilian soybean harvest at 25% complete is
behind last year’s and the five year average pace due to moisture impeding field work, but prospects are there for another bumper
crop. As soon as those beans are ready, they will offer headwinds to U.S. soybean export sales. In fact those sales already have
had a rough couple of weeks, cancellations by China and unknown destinations last week accounted for negative totals, as well as
speculation that trade relations between the U.S. and China are intensifying in a negative way. President Trump announced
intentions to place tariffs on steel and aluminum imports, joining those already placed on solar panels and washing machines
leading many to worry China will return the favor and target U.S. soybeans for tariffs. At the annual USDA Ag Outlook Forum U.S.
seedings of beans are estimated to be 90.0 million acres, slightly below last year. NASS will soon begin to survey producers of
their actual intentions, and will release that report at the end of March. The soybean market will continue to focus on South
American weather and touchy trade relations between U.S. and China.
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The estimated yield for the 2018 crop is 59 bushels per acre and the non-land operating cost is $319 per acre. Land
cost for 2018 is estimated at $222 per acre 1. Basis for the 2018 crop is estimated at $-0.35 per bushel.
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The estimated yield for the 2019 crop is 59 bushels per acre and the estimated operating cost is $319 per acre. Land
cost for 2019 is estimated at $222 per acre 1. Basis for the 2019 crop is estimated at $-0.35 per bushel.

1

The Soybeans Margin Watch yield, land and non-land operating cost values are based upon central Illinois low productivity
farmland crop estimates in the "Historic Corn, Soybean, Wheat, and Double-crop Soybeans" report published by the Department
of Agricultural and Consumer Economics at the University of Illinois.
The information contained in this publication is taken from sources believed to be reliable, but is not guaranteed by Commodity &
Ingredient Hedging, LLC, nor any affiliates, as to accuracy or completeness, and is intended for purposes of information and
education only. Nothing therein should be considered as a solicitation to trade commodities or a trade recommendation by
Commodity & Ingredient Hedging, LLC. All references to market conditions are current as of the date of the presentation. Futures
and options trading involves the risk of loss. Past performance is not indicative of future results. Please visit
www.cihmarginwatch.com to subscribe to the CIH Margin Watch report.
Commodity & Ingredient Hedging, LLC
120 South La Salle St, Suite 2200

Chicago, IL 60603

1.866.299.9333
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Wheat Margin Watch: February
Wheat prices and margins continued higher over the past two weeks as drought concerns through parts of the U.S.
Plains have intensified. While limited areas did receive relief rains, large parts of Texas, Oklahoma and Kansas are
indicated to be in extreme or severe drought. State estimates of winter wheat conditions in Kansas show nearly half the
crop to be in poor or very poor condition, and in Oklahoma it is even worse, with just over three-quarters poor or very
poor. Worries continue about the duration of the La Nina pattern this spring. U.S. export sales have been sluggish and
remain behind the pace needed to meet the USDA expectation. The USDA Ag Outlook Forum estimates the all wheat
seedings to be 46.5 million acres, 0.5 million greater than last year. NASS will soon begin surveying producers of their
actual planting intentions and will publish the findings at the end of March. The wheat market is in a weather market, and
will continue focusing on the U.S. Plains States moisture levels for direction on price.
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The estimated yield for the 2018 crop is 71 bushels per acre and the non-land operating cost is $344 per
acre. Land cost for 2018 is estimated at $157 per acre 1. Basis for the 2018 crop is estimated at $-0.3 per
bushel.
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The estimated yield for the 2019 crop is 71 bushels per acre and the estimated operating cost is $344 per
acre. Land cost for 2019 is estimated at $157 per acre 1. Basis for the 2019 crop is estimated at $-0.35 per
bushel.

1

The Wheat Margin Watch yield, land and non-land operating cost values are based upon central Illinois low productivity
farmland crop estimates in the "Historic Corn, Soybean, Wheat, and Double-crop Soybeans" report published by the
Department of Agricultural and Consumer Economics at the University of Illinois.
The information contained in this publication is taken from sources believed to be reliable, but is not guaranteed by
Commodity & Ingredient Hedging, LLC, nor any affiliates, as to accuracy or completeness, and is intended for purposes
of information and education only. Nothing therein should be considered as a solicitation to trade commodities or a trade
recommendation by Commodity & Ingredient Hedging, LLC. All references to market conditions are current as of the date
of the presentation. Futures and options trading involves the risk of loss. Past performance is not indicative of future
results. Please visit www.cihmarginwatch.com to subscribe to the CIH Margin Watch report.
Commodity & Ingredient Hedging, LLC
120 South La Salle St, Suite 2200

Chicago, IL 60603

1.866.299.9333
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