Margin Management
Since 1999

MARGIN M ANAGER
The Leading Resource for Margin Management Education
Learn more at MarginManager.Com

August 2015

Dear Ag Industry Associate,

INSIDE THIS ISSUE

There has been a proliferation in the use of swaps contracts over the years as
both a speculative and risk management tool, and this includes the agricultural
space as well. Many producers and end users have been exposed to these
instruments by various parties as an alternative to futures contracts on the
exchange as well as forward contracts in the cash market. While swaps have
been around for a number of years, they have garnered increased attention
recently – particularly in the financial markets. For many, these are new instruments and perhaps not as well understood as the traditional contracts they are
familiar with such as futures and forwards.

Feature Article
Contract Comparisons
(First in new series!)

In the next few Margin Manager installments, we will devote a series of articles to
discuss each of these various contracting alternatives in depth. We will explore
their features, benefits, advantages and disadvantages to discern how these
contracts differ from one another. The conclusion of the series will compare the
various alternatives against one another, so that producers and end users can
better understand how and when they may choose to include these contracting
choices as part of a comprehensive margin management plan.

Pg 2

Margin Watch Reports
Hog ... Pg 3
Dairy ... Pg 4

In addition to this special feature, we also review current forward margins for the
crop, hog, dairy and beef cattle industries in our regular Margin Watch reports. A
recent focus on macroeconomic events as they relate to China’s growth deceleration has reverberated back to our shores and affected the equities market in
particular. Despite relative margin stability over the past month, this economic
slowdown for a major producer and consumer of agricultural goods should have a
profound impact on the forward margins of crop and livestock producers in the
U.S. for some time to come.

Beef ... Pg 5
Corn ... Pg 8
Beans ... Pg 9
Wheat ... Pg 10

Sincerely,
Chip Whalen
Managing Editor
Managing Editor, Chip Whalen is the Vice President of Education and Research for CIH, a
leader in Margin Management. He teaches margin seminars throughout the country and
can be reached at cwhalen@cihedging.com
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Futures and options trading involves the risk of loss.

Exploring the Margin Approach

Contracting Comparisons

One of the fastest growing areas of derivatives is the world of swaps. While these instruments have been around for
some time now, they have received increased attention in recent years. Perhaps the biggest focus has been on the
financial side of the market, specifically credit default swaps that took much of the brunt for helping fuel the financial
crisis in 2008. As a result of the fallout from that crisis, there has been a push to standardize many of these instruments and have them centrally cleared. There has also been more attention paid to how these contracts are executed
and the regulation of swap execution facilities or SEF’s. Outside of the financial realm, swaps are also widely used in
the agricultural markets to facilitate hedging activities and risk management for a variety of different businesses
including producers and end users. These contracts function similarly to futures and forward contracts, but differ in
certain respects with regards to cost, margining, and counterparty risk.
In the next few editions of Margin Manager, we will explore swaps in greater detail and compare their features,
benefits, advantages and disadvantages to those of futures contracts as well as forward agreements in the cash
market. We will look at the structure and mechanics of a typical “vanilla” swap contract, or one that is built to essentially mimic a futures contract, and explore how these contracts function with respect to cost, margining and counterparty exposure. With a fuller exploration of how a swaps contract works, we will then devote separate articles to
review the features of both a futures contract and a forward contract to highlight how they differ from a swap. From
there, we will follow up with a final article to compare the different contracts against one another, and try to draw some
conclusions on where each contract might fit into a particular operation’s margin management plan.
As with any contracting alternative, it is important to understand how a contract works and where it may help a
business achieve its goals and objectives. Not all contracts are right for all producers, and it is up to the individual
operation to determine what contracting choices best help achieve their unique goals in light of their particular situation. No single contracting alternative is necessarily better than another and it may very well be the case that a mix of
different contracts over various timeframes and margin opportunities represents the best fit for a particular operation in
a given year. At a minimum, having a better understanding of how these contracts function should help an operation
determine where and when they may want to consider using them, and how they fit in to a comprehensive margin
management plan.

Futures and options trading involves the risk of loss. Past performance is not indicative of future results.
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Hog Margin Watch: August
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Dairy Margin Watch: August
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Beef Margin Watch: August
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Futures and options trading involves the risk of loss. Past performance is not indicative of future results.
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Register Now:
(866) 299-9333
www.cihedging.com/education

Margin Management
for Lenders
October 21-22, Chicago
Earn 16 CPE Credits!
Register now

Beef Margin
Management
November 17-18, Chicago
Learn how actively managing
margins helps you make better decisions.

Register now
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: August
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Soybeans Margin Watch: August
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Wheat Margin Watch: August
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