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A New Publication Designed For Producers Looking
to Better Manage Forward Profit Margins
Dear Ag Industry Associate,
Welcome to the inaugural issue of Margin Manager, a new publication
focused on the forward profit margins of crop and livestock producers.
It is hard to believe that five years have already passed since our first
Margin Watch report was released. We set out to write Margin Watch
as a means of informing the various industries we work with about the
risk and opportunities that exist, as well as how and why margins were
changing over time.
The Margin Watch report continues to serve that purpose, and you will
find the latest editions in the pages to follow which highlight the
current profit margin profiles of the crop, hog, dairy and beef cattle
industries. In addition to those reports, here you will find many other
valuable additions to this publication.
Leveraging 15 Years of Experience
Through feedback from our educational seminars, interviews and
testimonials, we have received a wealth of information on how the
margin approach has changed people’s thinking and perception of
risk.
We want to share these insights with you so that you may better
understand what margin management is, how it works and what it
allows people to do. In addition, you will find educational topics that
highlight specific focal points of the margin management process, as
well as articles that share specific stories about margin management
in action.
It is our hope that you will come away with a deeper appreciation for
why we are passionate about this approach to managing risk, and how
it can benefit you and your business.
Sincerely

Upcoming Margin
Management Seminars
Beef (Iowa) March 12-13
Beef (Kansas) April 1-2
Lenders (Chicago) May 28-29
Dairy (Chicago) June 4-5
Hog (Chicago) July 23-24

Chip Whalen
Managing Editor, Chip Whalen is the Vice President of Education and
Research for CIH, a leader in Margin Management. Over the past 15
years, Mr. Whalen has lectured extensively throughout the country,
introducing agricultural lenders, producers and industry associates
to the margin approach to risk management. He has also written
articles for many leading agricultural publications.

Q&A

Answering questions about
margin management

How is the futures market
used to project profit margins?
Starting with Price Discovery
Very simply, your profit margin is your revenue minus
your expenses. In order to figure out what this is in a
future time period, you will need to estimate your
input costs and your sales value. In some cases, this
will be pretty straightforward.
For example, if you have locked in a cost or can
determine an expense with reasonable accuracy
such as for land, this will be known. Other costs
however or the sale value of your product will be
more a function of market dynamics in a deferred
time period which are largely unknown.
The futures market is referred to as a price discovery
mechanism in that buyers and sellers from all over
the world actively place bids and make offers to buy
or sell contracts on underlying commodities such as
corn, soybeans, wheat, hogs, milk and cattle in future
time periods. While the price discovered today on
these commodities for delivery or settlement in a
future time period may change, the futures market
provides a means for these buyers and sellers to
discover the value of these commodities daily.
Also, because a wide range of buyers and sellers are
participating in this open auction process, the market
is said to be an unbiased estimator of the forward
price expectation.If you are buying or selling agricultural commodities tied to these futures contracts
such as corn for example to feed hogs or cattle, the
futures price can serve as a proxy for the anticipated
cost or revenue for your operation.
It does not matter whether or not the futures price is
correct about the eventual value that will prevail in
the spot market. What matters more is the price can

“If you can determine that there is a
strong correlation for prices you pay and
receive in your local market to futures
prices on the exchange, then the futures
market can be used to model your
revenues and expenses.”

serve as a reference for your anticipated costs or
revenues in that these prices are unbiased and
coming from an active, dynamic market. How the
prices the futures market discovers relates to the
prices you pay or receive for the commodities you
buy and sell in your local market is a function of how
these values correlate to one another.
The Power of Strong Correlations
Correlation is a degree of association between two or
more factors – in this case, a cash price in your local
market to a futures price on an organized exchange.
If you can determine that there is a strong correlation
for prices you pay and receive in your local market to
futures prices on the exchange, then the futures
market can be used to model your revenues and
expenses. In this way, the price discovery role of the
futures market becomes a margin discovery tool by
extension, and allows you to effectively model your
profitability in a forward time period.
While other considerations
profit margin model that
unique operation and local
the futures market will be a
forward profitability.

need to be built into a
accurately reflect your
cash market dynamics,
central part of modeling
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Hog Margin Watch: February


















HOGS
1st Qtr '14

2013

2014

Q1 2014:

HIGH $27.49

LOW ($1.28)

LAST $27.49

10YR PERCENTILE 100.0%

FEBRUARY

2nd Qtr '14

2013

2014

Q2 2014:

HIGH $32.28

LOW $7.56

LAST $32.28

10YR PERCENTILE 100.0%

FEBRUARY

3rd Qtr '14

2013

2014

Q3 2014:

HIGH $25.31

LOW $4.86

LAST $25.31

10YR PERCENTILE 100.0%

FEBRUARY

4th Qtr '14

2013

2014

Q4 2014:

HIGH $11.25

LOW $3.34

LAST $11.24

10YR PERCENTILE 98.0%

FEBRUARY
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Three Questions With Dairyman,
Steve Whitesides

Below you’ll find a brief excerpt from a conversation between Margin Manager contributor,
Brendan Dorais and Idaho dairyman, Steve Whitesides. To view the entire conversation,
please visit www.cihedging.com/testimonials.

BD: What’s the most difficult task in your
operation?
SW: I’d say the volatility that we go through
in pricing ... I remember when milk prices
would move a dime or quarter and that was
fairly big moves. Today you can limit a dollar
up one day and be down fifty cents the next
day so there’s a lot of volatility that we deal
with ... so you not only have to do a good job
of producing the the milk product and crops
but you have to do a good job marketing. You
could lose out and not be profitable just on the
fact that you lost out on marketing.
BD: Do you set alerts for margin targets?
SW: We do. We’ll hit that 75% alerts. We
watch those and it’s interesting to see what
made the alert trigger, whether it was on the
commodites side, the feed or if it was the milk
side. Because sometimes you’ll see milk
hasn’t moved much or the commodities
backed off, so that’s where your margins come
into it. By watching those margins I think
that’s where your opportunities come in.
Because if you’re just watching one side of it,
you’re not always seeing the whole picture.
BD: What does CIH Dairy Margin Consulting
bring to the table?
SW: They bring us different ways to hedge. It
might be selling the futures or it might be a
three-way position, or a two-way position. And
I think the discipline of having a weekly phone
call is good too. In previous experience we
would call as the market moved one way or

“By watching those margins I
think that’s where your opportunities come in. Because if
you’re just watching one side
of it, you’re not always seeing
the whole picture.”

SW (Cont’d): another. But I think we’ve
gained knowledge. It’s almost like going to
school on a weekly basis for your marketing as
you talk about the things that are taking place
in the markets and how the commodities have
moved. Or how milk has moved and you look
at those positions and say okay how do you
want to hedge that. CIH recognizes what we’re
comfortable with too.
To watch the entire interview with Steve
please visit:
www.cihedging.com/testimonials.
CIH will be conducting a full slate of educational programs in 2014. Learn more:
www.cihedging.com/education.

Know someone who might benefit from the margin approach? Call CIH at
(866) 299-9333 or you can sign them up for this newsletter on our site.
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Dairy Margin Watch: February















1st Qtr '14

2013

2014

Q1 2014:

HIGH $7.39

LOW $0.39

LAST $7.24

10YR PERCENTILE 99.9%

DAIRY
FEBRUARY

2nd Qtr '14

2013

2014

Q2 2014:

HIGH $5.03

LOW $0.27

LAST $4.67

10YR PERCENTILE 99.8%

FEBRUARY

3rd Qtr '14

2013

2014

Q3 2014:

HIGH $4.07

LOW $1.24

LAST $3.97

10YR PERCENTILE 94.3%

FEBRUARY

4th Qtr '14

2013

2014

Q4 2014:

HIGH $3.36

LOW $1.99

LAST $3.20

10YR PERCENTILE 89.2%

FEBRUARY
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Beef Margin Watch: February













Apr '14

BEEF

2013

2014

HIGH $14.81

Apr 2014:

LOW ($7.79)

LAST $14.81

10YR PERCENTILE 100.0%

FEBRUARY

Jun '14

2013

2014

HIGH $0.75

Jun 2014:

LOW ($12.86)

LAST ($0.27)

10YR PERCENTILE 93.2%

FEBRUARY

Aug '14

2013

2014

Aug 2014:

HIGH ($2.24)

LOW ($10.30)

LAST ($4.00)

10YR PERCENTILE 76.4%

FEBRUARY

Oct '14

2013

2014

Oct 2014:

HIGH $7.64

LOW ($3.95)

LAST ($1.37)

10YR PERCENTILE 65.7%

FEBRUARY

Dec '14

2013

2014

Dec 2014:

HIGH $13.61

LOW ($4.04)

LAST ($1.56)

10YR PERCENTILE 73.5%

FEBRUARY

Three Questions With Cattleman,
Russ Keast
Below you’ll find a brief excerpt from a conversation between Margin Manager contributor,
Michael Shawver and cattleman, Russ Keast. The two caught up at CIH’s training center,
where Russ was attending a Strategic Position Management seminar. To view the entire conversation, please visit www.cihedging.com/testimonials.

MS: Tell us what attracted you to the
margin approach.
RK: Seeing the presentation of data, and
the percentile of where you’re at today as
compared to where you’ve been at three,
five, ten years in the past. You can look at
margin easily for different time periods
going back three, five, ten years. Who’s
ever seen that? Nobody. And I’ve been
doing this since 1980.

“In the feedlot business, it’s
not the once every five years
having home runs. Because
the other times will destroy
you. It’s the slow tortoise that
wins the race. ”

MS: To fully implement the margin
approach to marketing cattle, do you
need a different mindset?
RK: You can go months and months and
months with negative margins. Losses.
Knowing that, you refine your thought
process. When you look at a positive
margin in the future, yeah it could be
more positive, but that’s a lot better than
getting ground into the dirt by a 200-300
dollar a head loss. We’ve seen many of
those. At 30-40-50 dollar margin, we take
that, put it in the bank and move onto the
next day ... In the feedlot business, it’s
not the once every five years having
home runs. Because the other times will
destroy you. It’s the slow hare that wins
the race.
MS: How important is the education component to the margin approach?
RK: It’s very important. I never stop
learning. Taking this Strategic Position

RK (cont’d): Management class, it was a
great session, learned a lot about the flexibility and when to use the flexibility in the different types of contracts and hedging. The simulation is very powerful, brings it to life... It’s
very fascinating how you can change the delta
and slide up and down with the amount of risk
you want to accept. I didn’t think adjustments
were needed but you can see after this class
that adjustments really can make or break a
position. Knowing this is very helpful.
To hear the entire interview with Russ
please visit:
www.cihedging.com/testimonials.
CIH will be conducting a full slate of educational programs in 2014. Learn more:
www.cihedging.com/education.

Visit MarginManager.Com to access free articles, tutorials, videos and more.
Know someone who might benefit from the margin approach? Call CIH at
(866) 299-9333 or you can sign them up for this newsletter on our site.
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Corn Margin Watch: February




















May 2014 Corn

HIGH $0.95 LOW ($0.74) LAST ($0.30) 5YR PERCENTILE 36.4%

FEBRUARY




 

Dec 2014 Corn

HIGH $1.34 LOW ($0.04) LAST $0.26 5YR PERCENTILE 37.3%

FEBRUARY
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INTRODUCING
MARGINMANAGER.COM

Tutorials
Study the basics of margin management
with our introductory tutorials.

Articles
Experts from CIH explore the
practical application of margin management.

Simulations
Pratice margin management with
interactive simulations.

Events
Find out about CIH programs,
presentations and more.

An interactive, educational website designed to help
producers learn how to effectively manage forward profit margins.

Soybeans Margin Watch: February



















May 2014 Soybeans

HIGH $2.69 LOW $0.33 LAST $2.69 5YR PERCENTILE 83.7%

FEBRUARY




 

Nov 2014 Soybeans

HIGH $2.22 LOW $0.23 LAST $0.95 5YR PERCENTILE 42.9%

FEBRUARY
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Wheat Margin Watch: February


















May 2014 Wheat

HIGH $0.39 LOW ($1.75) LAST ($1.29) 5YR PERCENTILE 26.2%

FEBRUARY




 

Jul 2014 Wheat

HIGH $0.11 LOW ($2.03) LAST ($1.54) 5YR PERCENTILE 23.3%

FEBRUARY
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