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Executive Summary 

The initiative of this paper is to develop a comprehensive tool that provides fundamental analysis of 

hedging strategies using Lean Hog, Corn, Soy Meal, and Canadian Dollar futures contracts. Given the 

current increased feed prices and rising Canadian Dollar, it is clear that hog producers are in need of a 

financial instrument to reduce their exposure to price risks. The introduction of a financial tool to hedge 

the margins for pork producers relies on an organization or individual willing to develop the product. In 

such a case, the feasibility of the product depends on the ability to sell the product with minimal risk 

exposure. In addition, this instrument should be available to all sizes of hog producers.  

Hog prices and feed costs can vary over any given period of time. With this volatility in the hog and feed 

market, forward pricing opportunities arise that are worth locking in. This report addresses the benefit of 

hedging market risk for hog producers using the futures market, to lock in hog and feed prices as well as the 

currency in advance of delivery. Its objectives are to: 

  

1. Examine the effects the use of a margin-based instrument would have had on hog producers 

between October 1999 and June 2012. 

2. Provide strategies that protect against lean hogs, feed, and currency volatility while guaranteeing 

profit. 

Our model successfully shows that hedging all feed cost as well as lean hog price can provide more 

secure and less volatile profit levels. In the scenario analyzed we identify multiple hedging strategies in 

which, given a producer’s risk tolerance, both risk reduction and increased profitability are individually 

and simultaneously possible.  
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Introduction 

With the boom and bust characteristic of the hog industry over the last ten years the need for 

financial tools to help hedge profit has become continuously more important. This result seems more clear 

through the reduction in the number of hog producers in Ontario over time. Figure 1 shows the number of 

hog producers decreased approximately 55% from the last decade. Recent changes in agriculture 

characteristics have made it harder on hog producers. For example, hog producers now have to compete 

against ethanol plants to purchase grain to use in their feed. This more competitive grain market has 

increased the need to profit hedge.  

Profit hedging looks at a producer’s cost of production and predicted revenue to lock in profit for 

a specific delivery period. In theory some would argue that a producer can hedge both hogs and feed 

separately, however, this does not protect you against all market fluctuations. For example, if a producer 

hedges lean hog prices and not corn or soymeal prices, the producer is still at risk of rising soymeal and 

corn prices which would reduce their realized profit. By creating and introducing tools margin hedging, 

producers can lock in a profit and look at the realized profit. 

Figure 1: Number of Hog Producers in Ontario between 2002 and 2012 

 
 Source: Ontario Pork Universal Services 

In the states, the Livestock Gross Margin Insurance for Swine provides insurance against the loss 

in gross margin in swine across 48 American States.  The payment at the end of a 6 month term is found 

using the difference between the expected gross margin and the cash gross margin using futures prices 

(USDA, 2011). In Ontario, existing price risk management methods include the use of Ontario Pork’s 

Forward Pricing Program (OPFPP) and the Chicago Mercantile Exchange (CME). OPFPP allows 

producers to sign over-the-counter forward contracts on a given forward price. The forward price is the 

futures price less a basis when the producers ship their hogs to determine the expected final price. The 

basis represents differences in the regional price and the CME price at a given contract close.  
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As far as we know, there has been limited literature on the creation of combined commodity 

margin hedging in Ontario. This research offers a baseline for Ontario Pork, and other interested 

stakeholders to create tools to help producers remain competitive and profitable. 

Previous Research & Economic Problem 

The swine influenza outbreak that occurred in 2009 had wide reaching consequences for the hog 

market. Some consumers reacted violently to these food safety alerts by immediately changing their 

buying patterns and reducing consumption of the affected products (Ding, Veeman and Adamowicz, 

2010). For example, in the case of the BSE outbreak, importing countries closed their doors to products 

from the US, in some cases for several years (Mutondo, Brorsen and Henneberry, 2009). Furthermore, 

major market trends such as recent increases in global ethanol demand and production have also had 

substantial impact on lean hog and related markets. (Anderson, Anderson & Sawyer, 2008). In 2007, corn 

prices went through a moment of particular drive induced by the ethanol boom which absorbed increasing 

amounts of production (about one‐fifth of the previous harvest production was used for the distillation of 

biofuel). Such major market events can affect both price levels as well as price variation for relatively 

long periods of time. Therefore, the unprecedented high levels of feed price and price volatility 

fluctuations in recent years have increased the need more complete and effective hedging methods (see 

Figure 2). 

Figure 2: Nearest month futures contract price 

 

 

 

 

Source: Barchart.com 

Corn Soymeal 

Lean Hog 
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Consequently, hog producers face both input and output price risks. Changes in costs of feed can 

suddenly increase producers’ operating expenses. Likewise, changes in market hog prices can decrease 

producers’ revenue.  The margins between the inputs and outputs are the varying indicator of a producer’s 

income. Figure 3 illustrates the change in the spread between 2003 and 2011. In this figure the margins 

are illustrated in the hog industry by comparing the difference of feed costs per hogs and the 100% 

formula (as a price baseline). These margins do not directly display profit per hog because of additional 

costs such as, building amortization, electricity, fuel, etc; however, are hog producers largest variable 

cost. 

Figure 3: Comparison of feed costs (grow to finish) and 100% formula between the years 2003 and 2011.  

 
 

                                         

 

 

 

 

 

 

 

 

 

Source: Bancroft (2010) and Ontario Pork Marketing Division  

  Research on hedging opportunities for hog farmers has historically been a topic of immense 

research.  Kenyon and Clay (1987) analyzed margin hedging strategies for hog producers in America 

using data from 1975-1980 and found a significant reduction in variance with an increase in profits. They 

also analyzed different hedging methods using corn, soy meal, and hog futures.  The use of a soybean 

cross-hedge with corn was found to increase returns; however, with the exposure to more variance in the 

margin. Conclusively, they found that the futures market between these years offered hog producers the 

opportunity to use just corn and hog futures concurrently to create positive feeding margins. Several 

publications have also found margin hedging as an optimal choice for producers (Kim, Brorsen, & 

Anderson, 2007; Gervais & Doyon, 2004). Alternatively, Kee and Kenyon (1999) analyzed the profit 

margin hedging strategy suggested by Kenyon & Clay using a longer-term evaluation data from 1983 to 

1998 and found the profit increase as well as the variance reduction to be statistically insignificant.  

Other studies focused on developing a model that can be used by pork producers of any size or 

type of operation to develop their margin and recognize possible hedging opportunities (Roberts & 

McFadden, 2010). The model was designed to project future profits of a farrow-to-finish operation by 
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using Excel tools to establish probable future prices of lean hogs and soybean meal by using futures 

prices and utilizing historical basis information as well as basis information. The objective of this tool 

was to provide an assessment of the potential margins in relation to historic margins, allowing producers 

to use their data or use as many default assumptions as necessary to make management decisions in a 

timely manner.  

The primary difficulty for most producers is the size of a future or options contracts. For an economic 

comparison of the situation let’s assume that the ratio for feed to meat in hogs is 4:1 – similar to the 

assumption made in recent publications (Horrigan, Lawence, & Walker, 2002).  Let’s also assume a 

typical hog diet consists of the ratio for corn to beans as 3:1.  The following are the sizes of options or 

futures for hogs, soy beans, and corn.  

 Hogs: 40,000lbs (CME Group, 2012)  

 Soybeans 5,000 bushels (~ 300,000lbs) (CME Group, 2012) 

 Corn: 5,000 bushels (~ 280,000lbs) (CME Group, 2012) 

  For a producer to properly use margin hedging the producer must be large enough to sustain these 

large contracts in proportion to each other (the input vs. output relationship). Using these contract sizes a 

producer could hedge using 7 Lean Hogs, 1 Soy Bean, and 3 Corn contracts. 7 lean hog contracts 

represent 280,000 pounds (~ 3000 hogs). The size of a currency future is $100,000 and producers will 

most likely never hedge a negative margin the exchange futures. 

In Ontario, not many producers are capable to hedge accurately using 1 hog contract not to 

mention the large corn and soy bean contracts. Figure 4 (Source; Ontario Pork Universal Services) 

illustrates the inability to hedge such large amount for Ontario hog producers as more than 85% of 

producers market fewer than 5,000 hogs a year. Not to mention the fact that hog producers generally do 

not have the capital to put down the essential margins for direct future or options trading through the 

CME (Saskatchewan Pork Development Board, 2011).  

Figure 4: Percentage of hog producers in Ontario shipped in the 2010 fiscal year.   
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 The underlying economic problems consist of two key components. Firstly, the margins between 

hog prices and feed commodities put the hog industry at a detrimental risk – even more so producers who 

have no ability to hedge margins. In a sustainable agricultural sector, financial tools should be available 

for all producers’ sizes to create an environment with equal competition and preserve Ontario’s rural 

landscape. Secondly, the majority of producers in Ontario do not have the farm size or the capital 

availability to properly hedge themselves against potential changes in feed costs or hog prices.   

It is clear that hog producers are in need of a financial instrument to reduce their exposure to price 

risks. The instrument should be available to all sizes of hog producers operations. The introduction of a 

financial tool to hedge the margins for pork producers relies on an organization or individual willing to 

develop the product. In such a case, the feasibility of the product depends on the ability to sell the product 

with minimal risk exposure. From the operational standpoint, the major issue is how many producers and 

hogs would it take to make a hedging program pay for itself without exposing undue risk to the 

organization or individual operating it.  

Data and Resources  

 In our analysis we focused our attention on daily futures prices between December 1998 and June 

2012. However, taking into account the hedging strategies formulation, our analysis covers the period 

October 1999 and June 2012.  For consistency of the model, shipment dates are every Wednesday, 

contract dates start the 15
th
 of every month, and reference dates are weekdays (excluding weekends). 

Given the abundance of dates within the model, the user is encouraged to distinguish between the 

reference date, contract date and shipment date. 

 Futures prices for Lean Hogs, Corn, Soy Meal, and Canadian Dollar were obtained from Chicago 

Mercantile Exchange (CME) and Quandl website. John Bancroft, Market Strategies Program Lead for 

OMAFRA Swine Team supplied historical Pre-mix, Huron Corn and Hamilton Soy-meal prices to be 

used to calculate feed costs within the model. Historical hog pricing was obtained from Ontario Pork 

archives. Variable and fixed costs of production are obtained using the average 2011 Swine Budget 

provided by OMAFRA.  Futures prices with different maturities are traded every day. the data were 

compiled using prices from the nearby contract, but contracts are rolled over to the next contract on the 

first business day of the contract month; this is the standard procedure in the literature since the nearby 

futures contract is highly liquid and the most active (Baldi, L., Peri M., & Vandone D. 2011). Different 

countries have different non-trading days (i.e. public holidays) which result in missing values. As a result, 

we have replaced those missing values with futures prices of the previous business trading day.  
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Assumptions 

The major assumption in this research is that we assume complete liquidity and the ability to use 

a portion of a CME contract. This, in theory, is an acceptable assumption if organizations run aggregate 

hedging over multiple producers for the grains and lean hog positions. However, from an individual 

producer’s standpoint this hedging model will increase risk as hedges will be lifted at different times than 

delivery. User transactions fees have been excluded from the model. This includes brokerage fees for the 

company offering the hedging product and any producer contract costs. 

The model does not allow for the change in growth period. It is built on a 40 week cost period 

and 1 week delivery period. As the industry continues to reward higher weighted hogs through premiums 

and higher indexes, the applicability of the model will become harder to determine a producer’s absolute 

values (i.e., perhaps it take a 48 weeks to grow specified hog). We only consider profit scenarios in which 

a producer hedges his or her entire stock of hogs for each week, and thus we will not consider outcomes 

in which a portion of hog inventories is sold on the cash market and a portion is hedged. 

 For simplicity, the model accounts for a constant weekly delivery of one hog. We assume the one 

hog sold rule to allow for easily comparable figures in the analysis section; however in the Results tab this 

assumption can be altered. Recalculations can be automatically done and users should be allowed to either 

accept the assumptions of the model, or use their customized data and analysis into the model. 

Model Growth Stages 

  The profit of a hog producer requires many assumptions. Feed costs, for instance, change 

significantly depending on the domestic availability of feed. In addition to feed costs, hog producers face 

many variable costs to produce one market hog. In our model we assume a 40 week growth (from 

breeding date to day hog is marketed) period of a hog with three distinct periods. Each period contains 

different feed conversion rates and feed allocation. The conversion rates are defined as kilograms (kg) of 

feed needed to grow 1kg of hog. The feed for each stage changes the proportion of corn, soymeal, and 

premix in the ration.   

  Growth stage 1 is the breeding growth stage. This stage includes the costs of housing a sow and 

growing the piglet to a 7kg size. The piglets are weaned at 7kgs of weight. Until this point, the sow 

consumes all feed. This period is assumed to last around 20 weeks; approximately 16 week’s gestation 

and nursing for around 4 weeks. Sow feed contains premix, corn, and soymeal and is allocated per piglet 

based on litter size. After weaning, the piglets begin to consume their own feed. The 2
nd

 nursery growth 
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stage includes a feed conversion rate and feed allocation. This period is assumed to take 7 weeks and the 

hog grows 18kg. This feed conversion is high in this stage because the hog is growing at a faster rate per 

day than when it is older. The main difference in this stage is the introduction of a conversion factor. In 

stage 1 the piglets feed cost was dependent on the litter size and allocation of sow feed costs. It is also 

dependent on the conversion factor – more specifically the amount of feed it takes for a 1kg growth in 

hog. Growth stage 3 is the growth to finish stage. The components are similar to growth stage 2 except 

that the conversion factor is less as hogs are growing at a slower rate. This last stage is presumed to take 

13 weeks to grow to a marketable weight.    

Procedure 

Before any hedging projections and analysis can be made, hog characteristics and costs of 

production must be taken into account by going to the Change of Values tab (see Figure 5). These 

characteristics cover the breakdown of growth to finish costs as well as expected index, premium, and 

weight to calculate feed consumption. This makes our model extremely flexible and allows for producer 

specific production changes.  It is assumed that the feed cost stated for each week is the cost of feed for 

the pig sold that week. The early wean stage is based on a 20 week rolling average, nursery on a 7 week 

rolling average and the grow finish stage on a 13 week rolling average.  

Figure 5: Hog Characteristics in Each Stage of Production  

 

  Figure 5 breaks down the percentage and ratios of feed used in each stage of production, the feed 

costs stated in each week is the cost of feed for the pig sold that week. In this scenario, all the values 

depicted are given by John Bancroft from OMAFRA to be used as a baseline for comparison purposes. 
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The user can easily change any variable highlighted in red to fit any production information and the 

model automatically adjusts accordingly. 

Figure 6:  Summary of production costs variables and hedging variables 

   

  Figure 6 illustrates the operation costs which are building and production costs of the farm 

allocated to an individual market hog. The Futures Variables shows a summary of the total percentages of 

expected feed cost using both corn futures and soymeal futures in each stage of growth. For ease of 

viewing, this table depicts the figures from Figure 5 and automatically displays the expected feed costs in 

all growth stages. Operational Variables depict the sum of building and production costs of the farm 

allocated to an individual market hog. Operational costs can also be adjusted based on individual producer 

financial information. In this instance we show values based on 2011 averages, however it should be 

noted that these costs can be extremely variable depending on production facilities and farm efficiency. 

The Hedging Variable is a user specific historical hedging preference used for Hedging Strategy 2 

through 7. Please refer to the Hedging Strategies and Results section for a more detailed description. 
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Model Explanation in Depth  

Multiple macro functions for corn, soymeal, Canadian dollar, and lean hogs are incorporated into 

the model to allow the user to easily accumulate the futures data into tables. These are denoted as Lookup 

buttons. On the Macro tab (see Figure 7) an additional macro entitled Margin Calculation is a macro that 

compiles all the data from the aforementioned macros and calculates a nearby margin for each reference 

date. These nearby margin values are calculated by converting all prices to the same units and taking 

weighted averages across the commodities while accounting for feed usage costs. The last macro, 

Hedging Strategies is very important as it allows for results to be generated and must be ran after every 

modification to Hedging Variables. For convenience this macro is also located under Hedging Variables 

in the Change of Values tab. 

Figure 7 – Macro Buttons  

 

 

 

 

   

 

 

 

The model also uses combinations of IF, IFERROR, MATCH, and ISNA functions to 

compensate for months in which futures contract for corn, soymeal, Canadian dollar, and lean hogs do not 

trade. VLOOKUP functions are used to ensure that the prices carry over from their respective tables 

based on the trading months. This is evident in the formula used in the Lean Hog Futures tab in Figure 8. 

Figure 8 – Lean hog futures based on shipment dates and reference dates 
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The Margin Calculation Nearby tab uses VLOOKUP functions to compile all futures 

commodities prices and the exchange rate for all shipment dates. We then convert the US dollar corn and 

soymeal prices to Canadian dollars to be used to obtain feed costs. Expected hog revenue is given by the 

100% formula price multiplied by expected hog weight. The nearby margin is simply expected hog 

revenue minus feed costs. 

All data relevant and useful for analysis of the model are brought in together in the Shipment 

Outcomes tab. The Feed Costs is the sum of all 3 distinct growth stages. The feed cost stated for each 

week is the cost of feed for the pig sold that week. Each growth stage is based on the rolling average 

period of feed costs: early wean is based on 20 weeks rolling average, nursery is based on a 7 week 

rolling average of feed costs, and the grow finish stage is based on 13 week rolling average. The Cash 

Margin is the difference between Hog Price, Feed Costs and Total Operation Costs. The Hedgeable 

Margin is the difference between evaluated hog price adjusted for index minus feed cost adjusted for 

premix percentages. Using all this formulation, the margin and profit results for various hedging strategies 

are then calculated.  

 The HS Results tab displays statistical measures and comparisons between the hedging strategies 

as displayed in Table 1 under the Results section. The figures will be automatically adjusted as the user 

changes cost and production values.  Similarly, the Graphs tab shows graphs comparing realized profits 

of the hedging strategies to not hedging.  Exhibits in the appendix illustrate volatility throughout the 

hedging strategies. 

Hedging Strategies  

We developed seven hedging methods to determine the overall effectiveness, and realized 

producer profit. In Hedging Strategy 1 we simply hedge 10 months out, and there is no decision whether 

or not to hedge (i.e. we opt to always hedge). The logic behind using 10 months out is to take into account 

the approximate gestation period for hogs, this means the producer would be able to lock in a profit 

margin at the start of a breeding cycle. 

Hedging Strategy 2 through 7 differ from 1 in that they include a decision whether or not to hedge 

based on a specific margin value. In Strategy 2 the margin value is determined based on user preference. 

Whereas in Strategies 3 through 7 the margin value is determined through user specified percentiles of 

nearby – this has been calculated and displayed on the Shipment Outcomes tab. The nearby margin is the 

profit margin the producer would have received for the nearest futures contract had he/she hedged for 

their entire production. For instance, if a percentile of 50 is chosen the margin value returned will be the 
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median. The idea behind Strategies 2 through 7 is to allow a user to hedge once a certain margin value is 

reached and if it is not reached there will not be a hedge. In our scenario, the 50
th
 percentile was chosen 

for Strategy 3 and a 10 percentile incremental increase throughout Strategy 4 to 7.  

After a value is input into the Change of Value tab it is important to return to the Macro tab and 

run the Hedging Strategies macro. This instructs the model to search through all the historical daily 

margin values and choose the next highest value over the user’s inputted value for each shipment period. 

A decision whether to hedge is then made by checking if the margin returned by the model is greater than 

the user chosen or percentile based margin value. For example, if the user chose a margin of 75 and the 

model returns a margin of 90.79 for that contract period the decision would be to hedge. However if the 

model returned a margin of 0 it would mean that a value over the user margin of 75 was not reached for 

that contract period and thus the decision would be to not hedge.  The “next highest margin value” is then 

subtracted from the nearby margin to find the profit of the hedge. Realized profit for each hedging 

strategy is the total profit made at any given shipment date. Simply put, it is the profit from a hedge, 

assuming a hedge was made, plus the cash margin. 

Results 

The results presented below use various methods of evaluating the performance of hedging 

strategies. Most notably, variance and standard deviation are used as risk assessment measures. In our 

scenario, standard deviation is simply a measure of how far profit is spread out from the mean in units of 

dollars per hog. Variance measures the spread of profit margins and is primarily used for our mean-

variance analysis. We use this mean-variance analysis as one method to identify the best hedging strategy. 

This attempts to account for risk and average realized profit to help the producer find a hedging strategy 

with the minimum amount of risk given their preferences. The total margin over the period and average 

weekly margin per hog provide dollar estimates as to how the producer will benefit financially from a 

given strategy. Average weekly margin per hog is the net profit margin after feed costs and other fixed 

costs.  For analytical simplicity we fix the number of hogs delivered per week to one, this gives us a total 

of 663 hogs sold over the 13 year period. 

 Through the rest of this paper, hedging strategies will be denoted as “HS” ending with a number 

signifying the strategy used. For instance, the no hedge strategy will be “NH” and the always hedge 10 

months out strategy will be “HS1”, refer to Table 1 for complete guidelines. HS2 is completely based on a 

profit margin level input by the user, thus we exclude this strategy from our analysis. 
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 The basic goal of our HS analysis is to reduce risk while potentially increasing profit. We 

accomplish this through the following chain of reasoning: lower standard deviation and variance implies 

reduced variability, spread, and volatility which implies less risk which implies the HS is beneficial to the 

producer. For profit we use larger total profit margin and higher average weekly margin per hog to imply 

the HS is better for the producer. 

 Figure 10 shows the mean-variance analysis graph of profit margin. It is easily seen that any HS 

in the top left quadrant is strictly better than the NH strategy, as there is lower variance and higher mean. 

Correspondingly, any HS in the bottom right is worse off than that of the NH, as there is higher variance 

and lower mean. Thus HS6 can be said to be strictly better than NH, hence hedging is a better option than 

not hedging. However, if a producer is flexible to the level of risk they can potentially find themselves 

with a different best strategy. For example, a completely risk averse producer would chose HS3 as it has 

the lowest variance and a completely risk loving producer would chose HS7. A decision regarding a 

producer’s level of risk would be based on individual preferences and risk tolerance, for our analysis this 

level displayed as variance. If a producer has a fixed risk level the choice as to which HS is best is simply 

to choose the HS with the highest mean (i.e. HS7). However if a producer has a flexible risk level, that is 

to say they consider a ratio between profit and risk the best HS choice is more complicated. For instance, 

a producer may be willing to forgo the small loss on mean profit from HS3 to HS4 in exchange for a more 

substantial reduction in risk.  

Figure 10, Mean-Variance Analysis of Hedging Strategies 
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  A producer who values reducing risk will chose any HS between 1 and 6 over NH. Based on 

lower total margin and lower average weekly margin per hog, it is evident that HS1 is strictly worse-off in 

terms of profit. The reasoning behind this could be that feed and lean hog prices are not always as 

favourable 10 months out. Meaning, market conditions 10 months from the time of breednig could 

potentially be worse than at farrow and this will clearly be reflected in futures prices, thus profit. Hence, 

exclusively and always hedging 10 months out may not be the best idea.  

HS7 however presents a different story. Figure 10 and Table 1 shows both total profit margin and 

variance are larger than in NH, meaning there is a large reward for a not quite so large addition in risk. 

Interestingly the frequency of hedges is less than in any other strategy, and HS7 can be said to be cherry 

picking the most profitable hedges, as the profit margin to be hedged above is so high. This leaves it with 

a large number of un-hedged weeks that must take the cash margin and thus it adopts the inherent risk of 

the NH strategy.  

Table 1; Strategy Results ($) 

 NH HS 1 HS 3 HS 4 HS 5 HS 6 HS 7 

Total Margin* 4769.63 3592.14 3223.69 4328.95 4419.18 5962.88 6651.33 

Min. Margin** -60.83 -51.15 -50.71 -55.73 -60.83 -60.83 -60.83 

Max. Margin** 88.48 70.48 51.30 56.47 62.20 103.44 140.06 

Avg. Margin** 7.19 5.42 4.86 6.53 6.67 8.99 10.03 

Variance 961.39 403.29 272.04 443.49 598.75 810.15 1164.61 

Std Deviation 31.01 20.08 16.49 21.06 24.47 28.46 34.13 

Observations 663 663 663 663 663 663 663 

Total Weeks Hedged 0 663 554 444 330 231 108 

* based on 1 hog delivered per week 

** based on assumed constant delivery of 1 hog per week 

 

  Just like the mean-variance analysis (see Figure 10) depicts a story about the best HS, Table 1 

also provides supporting conclusions. Total profit margins are seen to decrease from HS5 to HS1; this can 

be considered to be the cost of reducing risk or guaranteeing a weekly profit. Similarly average weekly 

margin per hog shows the same thing. Both HS6 and HS7 have larger average per hog weekly margins 

than NH. Interestingly the standard deviation is lower in HS6 than NH while at the same time average 

weekly margin per hog increases by $1.90, meaning less risk and more reward. This is a significant result; 

essentially by choosing HS6 a producer would have increased profit margins on average by almost 25% 

per hog while incurring substantially less risk.  

 



16 

 

Limitations & Future Research Prospect 

The ability to utilize the futures market is a sound risk management tool. Often an individual may 

not want nor need to lock in 100% of production, thereby limiting the use of the futures market as a 

pricing or risk management alternative. Use of the futures market for a smaller quantity can be a valuable 

alternative for future research. Another limitation of the model is the assumption of fixed weekly hog 

deliveries; practically this is rarely the case. Questions regarding the legality of offering a product that 

includes non deliverable commodities should be explored in further depth before such a hedging package 

is purposed.   

For practical purposes, future additions to this research should include: 

 More variability regarding weekly hogs delivered 

 More choice over portion of commodities hedged in a given week 

 Inclusion of transaction costs 

 Use of regression based analysis to better evaluate hedging strategy performance 

 More diverse hedging strategies for analysis and comparison 

 Feasibility of launching the combined commodity hedging program 

 Development of producer User Guide for the Excel model 

 Simulation of results with hedging over fewer grain periods  

Conclusion 

There are two basic reasons for producers to hedge. First, producers may have the opportunity to 

lock-in a selling price. This offers a greater opportunity to protect a profitable price than relying solely on 

the cash market. In practice, producers are oblivious to the fact of whether they are going to profit or lose 

from the hedge. However, hedging does provide a secure measure of realized profit. Second, producers 

are able to minimize risk through hedging as price and production volatility increase their revenue 

variability.  

Even though one commodity market is risky and volatile enough, this research has focused on 

utilizing historic information on futures prices to hedge three commodity markets and a currency market. 

By using combined commodity hedging, we have shown that producers’ exposure to spot markets have 

been limited, thus protecting producers against commodity and currency volatility. Our model coincides 

with several recent findings that margin hedging is an optimal choice for producers. Of all seven 

strategies, HS6 proved to provide an increase of $1.80 in average weekly margin and lower risk than that 
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of  NH.  Specifically, in the scenario we identified and examined multiple hedging strategies between 

October 1999 and June 2012 in which given a producer’s risk tolerance, both risk reduction and increased 

profitability are individually and simultaneously possible.  
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