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y Projected Milk Prices, 6/11/08
®» Daily commercial disappearance (including & Feed Cost / Cwt. of Milk
exports): skim solids up 1.6% in March though $22.00 p-- -~ —geee~l -~~~ -~~~ """~~~
May, milk fat up 2.0%. $20.00

®» Cheese prices down, butter up, from our last ~ $18.00 VP S aeeee
report: August 15" blocks were down 28¢ to $1600 pf----—-%- o=
$1.76/Ib., barrels down 45%¢ to $1.70; butter up $14.00
16%4¢ to $1.64%/lb. $12.00

®» Outlook: Dairy farm margins improve as feed $10.00
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prices fall; milk production keeps growing. CLiSoictiosoicrss oz
Dairy and feed prices will be lower, but still PEST0ZH 2302022702

Based on futures as of 6/12/2008; non-feed costs not shown.

above historical norms for foreseeable future.

Projected Milk Prices, 8/15/08

Market Outlook 522,00 & Feed Cost / Cwt. of Milk

Price expectations have shifted dramatically. g»0.00
Class Ill milk futures have dropped from their $18.00
peaks by an average of $2 per hundredweight ’
for 2009, and by over $4 for some near $16.00 Y ;
months. (See graphs at right.) Corn and soy $14.00 Al
fut_ures prices fell even more dramatically, as a $12.00 —— Ele.el(\i/mJst
brighter harvest outlook damped speculative ¢;4 09
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fervor: this summer’s flooding only affected a 555555%8388888333333
A sl share of cropland, and was accompa- 8338355838353 88383383
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. nled by rains that have bOOSted y|e|dS on far Based on futures as of 8/15/2008; non-feed costs not shown.
more.
Production continues to grow from the cow number momentum of the last year’s high
The Nutshell 9 y 9

prices. The July 1 milk cow inventory (9.25 million head) was up 1% from a year ago. The

Production v. last year: July 1 dairy heifer inventory (3.9 million) was even with a year ago (by contrast, the January
o heifer inventory was up 3.6% from January 2007); however, last year’'s was the largest July

¢ June Cheese  # 1.3% figure since 1995. This large supply of dairy herd replacements reflects the limited response
¢ June Butter 4+ 9.0% torecent poor margins, and falling feed costs are reinforcing the milk production momentum

« June NDM,SMP #23.4% of recent months. (See page 4.)
" ()
This is a continuation of a multiyear expansion to meet growing export demand. USDA pro-

e June Whey ¥ 3.0% jects a 2.1% increase in milk production in 2008, with three quarters of that increase taken up
 May Milk 4 3.0% With new commercial export demand for dairy products. Of 2007’s 2.4% increase in milk pro-

duction, about half was absorbed by commercial exports. As we've stated before, this is
e June Milk 1+ 3.0% redefining U.S. dairy markets.

Farm Prices, 1900-2010
NASS June  July  B18 rrreremrrmerseseseeseseseeeesneeeees - $18 The latest round of herd retirements by Coop-

$16 T - $16 eratives Working Together was announced at

CIEREED ks £l R L. $14 about 25,000 cows making half a billion pounds
Whey 028 026 ¢, ... —Milk, $iewt. W W g12 of milk a year. This round is nearly completed,
==Corn, $/bu. and its impacts should offset some of the milk
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5 $ —Soy, $/bu. $ production growth in August and beyond.
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CL. 1l 20.25 18.24 $2 oe-cpd \. Ve S W R graph at left shows a century of farm prices: in
CL IV 1592 16.60 g0 & $0 the big picture, the aII-mllk_pr_lce has always fol-
R EEEEEEEE lowed feed costs. In our opinion, recent extreme
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“In June the U.S.
was a net cheese
exporter, probably
for the first time

»”
ever.

Cheese and Whey

Total U.S. cheese production
(excluding cottage cheese) was
803 million Ibs. in June, up 1.3%
from a year ago, and almost even
with May’s 832 million, on an aver-
age daily basis. American types
totaled 333 million Ibs. in June, up
5.4% from last year, and down
2.2% (daily) from May. Italian
types were also 333 million Ibs.,
down 1.8% from last year and
down 0.2% from May, on a daily
basis.

Natural American
cheese stocks were
581 million Ibs. as July
began, up 3% from a
year ago. Stocks of
other cheese, including
Swiss, began were 324
million Ibs., nearly even
with a year ago. Total
cheese stocks are up
2% from a year ago,
and up 3% from June 1.
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For the three months ending May
2008, commercial disappearance
of American cheese was 977 mil-
lion Ibs., down 2.5% from a year
ago; other cheese was 1.5 billion
Ibs., down 3.0% from last year.
The total was down 2.8%.

Since our last report, CME block
cheese prices fell from $2.04 to
$1.89% on July 9, then bounced
back to $2.08v4 on July 29 before
sliding to $1.70% on August 7. On
August 12, blocks stood at $1.77%
and barrels at $1.74%. Class lll
futures markets have fallen sub-
stantially, projecting cheese prices
remaining near, but below, $2.00
indefinitely.

August 15 futures markets project
the NASS cheese price to average

July/August 2008

$2.10
just under $1.90 over the $1.80
next 6 months $1.50
(September through i;'sg
February), and justover ¢, ¢,
$1.90 for all of 2008 and  $0.30

$0.00

Projected Product Prices

2009. U.S. cheese ex-
ports in June were 27
million pounds, up 47%
from a year ago, and
equivalent to 3.3% of U.S. produc-
tion. In addition, imports were
down 21% to 26 million pounds,

Class lll Futures: Back to Earth

Mar-08
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June 12

Based on futures as of August 15, 200

Apr-08 p
< Apr-09 p

the week of August 9, according
to NASS’ survey. WPC-34
prices have fallen precipi-
tously, to about 55¢, per Dairy
Market News, almost 90¢ lower
than nonfat dry milk spot prices,
and only twice the Western
sweet whey price of 28¢. (See
graph on page 3.) The CME dry
whey futures project average
whey prices of 25¢ in 2008, 60%
below the 2007 average. The
international whey price is about

388833333332 S232 28¢perlb., per USDA’s Dairy
> = > = > = > = >N =

§3338388323258 53 Market News. dmf

so in June the U.S. was Whey Products

a net cheese exporter,

. Product May June 1
probably for the first Production Maker Stocks
time ever. (May's net : :

. Mil. Change Mil. Change
imports were reported as I b
: v 2007 S. v 2007
1760 pounds, smaller than
any margin of measure- Whey, food 91.3 -2.2 53.5 28.9
ment error.) Whey, feed 5.7 -3.9 4.2 -10.1
The retail price of cheddar WEc 20 oo e o 06
cheese in June was WPC50-90 115 4.1 151 48.9
$4.54, up 14% from last  wpI90+ 33 12 n/a n/a
year. Processed cheese gy 1365 053 o soiss
averaged $3.93 at retalil,
0 Product June July 1

up 8%. Production Maker Stocks
Total production of dry Mil. Change Mil. Change
whey for food was 86.5 e el By 0y
million Ibs. in June 2008,  whey, food 86.5 30 575 262
down 3% from a year ago. Whey, feed 6.0 9.2 5.1 79
(See box.)

WPC25-50 23.2 7.5 28.4 56.1
The manufacturers’ pricé  \ypcsp.gp 111 33 146  62.8
of whey was 25¢ per Ib.

WPI90+ 33 -0.8 n/a n/a

Total 130.1 -0.7% 105.6 34.9%
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Butter

June U.S. butter production was
120 million Ibs., up 9% from a year
ago, but down 16% from May’s
143 million pounds. July 1 butter
stocks were 256 million Ibs., 6%
lower than a year ago.

Commercial disappearance
(including exports) of butter in the
three months ending with May was
389 million Ibs., up 21% from a
year ago. Disappearance of all
milkfat was up 2.0% for the same
three months.

The retail butter price was an esti-
mated $3.22 per Ib. in June 2008,
up 5% from 2007.

Dry Milk Powders

U.S. nonfat dry milk production,
including protein-standardized
“skim milk powders” was 166 mil-
lion Ibs. in May, up 23% from a
year ago.

June 1 manufacturers’ stocks of
(only) nonfat dry milk were 127
million Ibs., up 22% from last year.

The CME price of grade A nonfat
dry milk was down 4¢ to $1.42%,
extra grade was down 2¢ to $1.44,
on August 15, about a nickel
above the average surveyed U.S.
manufacturers’ price of $1.40 the
week of August 9.

The CME butter price was up
16%4¢ to $1.64% on August 15.
Futures project NASS butter at
$1.61 for the six months through
February, $1.46 for all 2008, and
$1.63 for 2009.

Net butter exports totaled 107 mil-
lion pounds in the first half of 2008,
compared with net imports of 22
million pounds in the first half of
2007. These exports have contin-
ued even as the price gap between
the U.S. and the world narrowed to
about 40¢ in June. USDA reports
international butter spot prices 20¢
to 35¢ above U.S. domestic prices.

Skim powder prices are near $1.60
in Oceania and $1.50 in Western
Europe, per USDA. U.S. powder
continues to be competitive: In
June 2008 exports of nonfat dry
milk and skim milk powders were
101 million pounds, double last
June’s total, and over 60% of pro-
duction. Overall U.S. commercial
disappearance of nonfat dry milk
(including exports, but excluding
modified “skim milk powders”) in
the three months ending June
was 422 million Ibs., up 26% from
a year ago, according to USDA.
For the same quarter, average

Yogurt, Ice Cream, and Fluid Milk

U.S. yoqurt production was 293
million Ibs. in June, up 3.0% from
last year. For the year to date, it
is up 2.5% to 1.8 billion pounds.

June ice cream production was
even with a year ago at 134%
million gallons. Ice cream mix
production was 49 million gallons,
down 0.3%. For the year to date,
ice cream production is down
2% and mix is down 4%. (May
ice cream production was down

4%:% from last year; mix was
down 5%. June’s retail ice

Volume 11, Number 6

0.40

World - U.S. Price, $/Ib.

Page 3

Butter Prices and Trade

e===\Norld price - U.S. price
—Net U.S. Exports (right axis

As the U.S. becomes a steadier sup-
plier of the world market, this gap
might be sufficient to maintain export
volumes. dmr

daily commercial disappearance of all
skim solids was up 1.5%. dm¢
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Product

Whole Milk

cream price was $4.07 per %2
-gallon, up 5% from last year.

Flavored Whole Milk
Organic Whole Milk
Reduced Fat Milk (2%)
Low Fat Milk (1%)
Fat-Free Milk (Skim)
Flavored Fat-Reduced
Organic Fat-Reduced
Buttermilk
Total (including “ Other”)
Total (calendar adjusted)

June fluid milk sales were
down 0.2% from a year ago
(calendar-adjusted), though
the retail price of whole milk
rose 10%, to $3.77. May’s
retail price was $3.76, up
15% from a year ago. dmf

Source: Dairy Market News, USDA

U.S. Fluid Milk Sales

May 2008 June 2008

Mil. Ibs. % Mil. Ibs. %
1,269 -41 1,207 -84
54 -53 45 -134
31 336 31 245
1539 44 1,437 -1.0
573 29 503 -14
695 2.8 642 -2.2
344 -2.0 170 -0.7
107 26.6 102 169
45 3.1 39 -36
4,665 1.4 4,184 -3.2
4599 0.3 4,254 -0.2

Year to Date

Mil. Ibs.
7,526
293
189
9,035
3,335
4,084
1,931
647
283
27,391
27,234

%
-6.2
-14.4
29.1
1.4
15
0.4
0.2
27.7
9.4
05
0.7

Source: USDA/AMS, Dairy Market News
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Milk and Feed

U.S. milk production in June was
15.93 billion Ibs., up 3% from a year
ago. (May production was 16.67
billion Ibs., also up 3% from a year
ago.) We project continued growth.
(See below.)

The CWT program announced that it
will retire some 25,000 dairy cows
and 300 heifers in its fifth round of
herd retirements. These retirements
will be nearly completed by the end
of August, and should have its full
impact on production in September
and October.

July’s Class Il price was announced
at $18.24 per hundredweight, down
$2.01 from June, and down $3.14
from a year ago. August will be
down again, to about $17.00. Class
Il futures prices for the next six
months (September through Febru-
ary) averaged $17.30 per hundred-
weight on August 15, and project
averages of $17.80 for 2008 and
$18.12 for 2009. The Class lll price
is the minimum price paid for cheese
milk pooled on Federal orders.

The July Class IV price was $16.60
per hundredweight, up 68¢ from
June, but down $5.04 from a year
ago. August’s Class IV is projected
to be up about 20¢. Futures markets
project Class IV milk to average
about $16.30 for the next six
months, $15.85 for 2008 and $16.40
for 2009. The Class IV price is the
minimum price for pooled milk used
to make butter or milk powder.

July component prices: $1.6774 per
Ib. (up 6¢ from June) for butterfat in
Class lll, Class IV, and producer

Contact: Roger Cryan,
National Milk Producers
Federation
rcryan@nmpf.org
www.nmpf.org

nMPF
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milk; $4.0025 (down 72¢) for protein
in Class Il and producer milk;
$1.2358 (up 5¢) for total nonfat sol-
ids in Class IV milk; and $0.0707
(down 1¢) for other solids in Class IlI
and producer milk. August butterfat
is projected at $1.76.

July’s Class Il price was up 62¢ to
$16.81 per hundredweight. This is
the minimum price for pooled milk
used to make soft dairy products and
in most food processing. August is
projected at about $17.50.

August’s Class | base price is
$18.47, based on cheese/whey val-
ues. This is $3.29 lower than last
August and down $2.31 from July.
We project September’s Class |
base price at $16.95. The Class |
base price plus a location differential
is the minimum price processors pay
at the plant for bottling milk pooled
on a Federal order.

July’s all-milk price was $19.40, up
10¢ from June and down $2.30 from
a year ago. We project August’s all-
milk price at $18.30. Futures project
the next six months at $18.30, 2008
at $18.70, and 2009 at $18.70.

Anticipated feed costs are
moderating. Futures for corn
and soybeans fell dramatically.
September corn futures peaked
above $7.70 per bushel in early $15
July, but fell below $4.90 on
August 12. Similarly, Septem-
ber soybean futures peaked
above $16.30 in early July be-
fore falling below $11.75 on
August 8. Both have bounced
back—to $5.30 and $12.11,

$20

$10

$5

$0

Dairy Management Inc.™ and state, regional,
and international organizations work together to
drive demand for dairy products on behalf of

respectively, and could rise further to
be more in line with recent cash
prices. These prices are well above
pre-2008 records; however, they put
much less cost pressure on dairy
farmers for the next year than was
anticipated only 45 days ago,

A large share of dairy feed in 2008
seems to have either been grown on
the dairy or contracted in advance.
This has muted the supply response
in 2008 to theoretical cost of produc-
tion increases.

Perhaps the clearest indicator of
dairy farm profitability, at least on a
cash-flow basis, is that prices for
milk cows are rising again: USDA
reported the average back up to
$1990 per head in July, just $30
below last October’s record.

With feed prices coming down
modestly, with milk prices remain-
ing relatively high, with large in-
ventories of dairy herds replace-
ments still commanding record
high prices, we now anticipate
little or no slowdown in milk pro-
duction growth through 2008 and
for as long as growing export de-
mand can absorb it. ¢

Class Price Breakdown

20.25
_18.24

W Whey 16.60
1526 1992
I - B Cheese| |
<1 (&R
© 5 o
i NIV =1 Rl o0 it el
B - OButter 77:77?7
5 2 18 |2
S S © ©
May Jun July May Jun July
chiur crue cr ClIv ClIv ClIvV

America's dairy farmers, through the programs of the American Dairy Associa-
tion®, the National Dairy Council®, and the U.S. Dairy Export Council®.

The National Milk Producers Federation (NMPF) is a farm commaodity organization
representing most of the dairy marketing cooperatives serving the U.S.
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