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Class Prices Was CICIiI‘)"S 2010

Federal Orders
February

III: 3.5%, $14.28/cwt.
IV: 3.5%, $12.90/cwt.
California February

4b: 3.5%, $12.95/cwt.
4a: 3.5%, $12.84/cwt.

Next week

California’s April Class
1 milk prices will be
announced March 10.
USDA releases its monthly
World Ag Supply &
Demand Estimates report,
including an updated dairy
outlook, also on March
10. Latest dairy trade esti-
mates are released March
11-12, with a feed outlook
report issued on March 12.
Check in for daily DPW
news updates at www.
dairybusiness.com.
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optimism premature?

Was dairy’s optimism at the end of the 2009 leading to the
undoing of 2010? Maybe so, suggests National Milk Producers
Federation’s Roger Cryan, writing in the February 2010 Dairy
Market Report.

Dairy markets continue to decline. Cash prices are down from
a month ago and milk futures are down for all months. Demand is
lackluster: exports are back up, but nowhere near the levels of 2008.
Milk production was down slightly in January, but milk cow numbers
were up for the first time in over a year.

Rosy projections for 2010 relied on the milk supply falling in
response to the huge 2009 dairy farmer losses. But many farmers
built equity and reduced debt during 2007-2008, entering 2009 in
a good position to weather a bad year. They are not in nearly so a
good position to weather a bad 2010.

Milk prices are modestly higher, but feed costs remain high,
too. Those producers who buy their feed and were squeezed in 2008
could be squeezed again in 2010-2011 by milk-feed margins better
than they faced in 2009, but as tight at those in mid-2002 to mid-2003.
This squeeze will find some producers at the end of their credit.

The name of National Milk Producers Federation’s (NMPF)
Cooperatives Working Together (CWT) subcommittee was
changed to the Production Management subcommittee, with its
role expanded to include a thorough review of supply-demand
approaches, as well as an examination of ways to expand CWT’s
programs. NMPF member representatives whose boards have
endorsed a supply management approach will be given the opportunity
to present those ideas. The subcommittee will develop pros and cons
for each approach, making a recommendation to NMPF’s Strategic
Planning Task Force. The NMPF board of director’s spring 2010
meeting is scheduled for March 8-9, in Arlington, Va.

While many U.S. dairy farmers and organizations try to balance
domestic milk supply/demand as a means to improve the dreadful
U.S. dairy economic picture, others are seeking to build interna-
tional markets. Dairy Profit Weekly editor Dave Natzke was part of a
U.S. dairy industry team participating in a Middle East information
mission in Dubai, in the United Arab Emirates (UAE), Feb. 20-26.
The trip included attendance at Gulfood, the region’s largest food
trade show, as well as five days of meetings with dairy product
and ingredient buyers.

Among some of the challenges facing the U.S. dairy industry’s
attempts to export to the Middle East are:

* distance and logistics add costs.

* Middle East companies would prefer to deal directly with
U.S. companies, but lower sales volumes and inexperience in world

(continued on page 2)
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W4 Class prices
Change from

Feb. Jan. Feb.
Product 2010 2010 2009
California 4a $12.84  -$0.91 +$3.44
California 4b $12.95  +$0.23  +$2.84
Federal I $15.65 +$043  +$5.40
Federal 111 $14.28  -$0.22  +$4.97
Federal IV $12.90  -$0.95  +$3.45

49 Cull cow slaughter

USDA’s National Ag Statistics Service esti-
mated 232,100 culled dairy cows were slaugh-
tered under federal inspection in January, up
about 900 head from December 2009, but
48,900 less than January 2009.

4 2 Milk-feed price ratio

The February 2010 milk-feed price ratio
is 2.38, up from January’s revised estimate of
2.31, according to USDA’s “Ag Prices” report.
It compares to 1.51 in February 2009.

The index is an indicator of milk income
relative to feed costs, representing the pounds
of 16% mixed dairy feed equal in value to 1 Ib.
of whole milk.

The February 2010 preliminary U.S.
all milk price was estimated at $15.90/cwt.,
down 20¢ from January, but $4.30 more
than a year ago. Corn averaged $3.45/bushel,
down 21¢ from January and 42¢ less than a
year ago. Soybeans, at $9.40/bushel, were
down 39¢ from January and 14¢ less than a
year ago. Alfalfa baled hay was $111/ton,
down $2 from January and $30/ton less than a
year ago.

W Ag education

According to published reports, budget-
cutting proposals could reduce agricultural
education opportunities. The University
of Georgia system is considering a plan
to eliminate 4-H programs statewide as a
means to cut $6.4 million. The University
of Nevada-Reno announced plans to
close 10 programs, including its College of
Agriculture, in about 18 months.
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(continued from page 1)

markets mean U.S. companies frequently use
brokers. Brokers representing both U.S. and
EU companies often find financial benefits by
steering purchasers to EU or New Zealand com-
panies.

¢ product mix. The U.S. dairy product
price support program provides a safety net
for nonfat dry milk and salted butter, which
steers production into those two products. Many
Middle East customers prefer unsalted butter,
whole milk powder and anhydrous milkfat.

* other product specifications. Whey
derived from U.S. yellow cheddar cheese pro-
duction causes discoloration in end-user products
compared to whey derived from white cheddar
produced by other countries.

* lack of U.S. customer support for market-

ing and product utilization.

* EU companies use a central bank to
provide financing/credit to Middle East buy-
ers. Most U.S. sales are cash, and the cash must
arrive before the product is even shipped.

* U.S. products are often “commodity”
focused, while “branding” is important to the
Middle East.

Despite those challenges, the Middle East’s
growing population and social changes make
it an attractive potential dairy export market.
The population in the Middle East/North Africa
region is forecast to reach 692 million by 2050,
or more than double the current U.S. population.
The U.S. Dairy Export Council worked with
41 U.S. companies in 2009 to export products
to the Middle East, up from just 13 U.S. compa-
nies in 1999.

DPW NUMBERS

January dairy products

USDA’s January Dairy Products report
provided the following estimates (compared
to December 2009 and January 2009, respec-
tively):

¢ Butter — 162 million 1bs.; +7.5%; -7.2%.

* Mozzarella cheese — 285.3 million Ibs.
-1.6%; +6.4%.

* Total Italian-type cheese — 363 million
Ibs.; -2.7%; +4.4% .

* Cheddar cheese — 266.6 million 1bs.;
+2.5%; -2.7%.

* American-type cheese — 347.7 million
1bs.; -0.5%; -1.6%.

* Total cheese — 842.3 million 1Ibs.; -2.3%;
1+2.2%.

Beginning this month, USDA began report-
ing monthly domestic production of milk
protein concentrate and whey protein isolate,
as well as Parmesan, Provolone, Ricotta and
Romano cheeses, unsweetened, bulk condensed
skim milk, dry whole milk stocks and dry skim
milk-animal stocks.

Heifers imported from Canada

o Week ending Feb. 13: 412 head; year-to-
date (Y-T-D) total is 2,394.

Dairy cow culls
o Week ending Feb. 6: 56,200 head; ¥-T-D:
328,300, down 48,700 from a year ago.

NMPF tracks imports

National Milk Producers Federation’s
Import Watch tracks a number of dairy imports,
finding 2009 volumes were generally lower than
2008, with two notable exceptions: butter and
cheddar cheese. Imports of casein and milk
protein concentrate imports were at a five-year
low, as were butter substitutes.

Imports of butter surged during the second
and third quarters and, despite falling in the fourth
quarter, were up 35% for calendar 2009 com-
pared to 2008. Cheddar cheese imports were
up over 2,000 metric tons compared to 2008, and
500 metric tons more than 2005 and 2006 levels.
Imports of American-type and Italian-type
cheeses were substantially lower in 2009.

Misinformed about HSUS

Seventy-one percent of Americans polled by
the Center for Consumer Freedom (CFC) be-
lieve the Humane Society of the United States
(HSUS) is an “umbrella group” for local humane
societies; and 59% believe HSUS “contributes
most of its money” to local organizations that care
for cats and dogs. CFC said the federal income
tax return filed by HSUS for the tax year 2008
showed less than 0.5% of the organization’s bud-
get consisted of grants to hands-on pet shelters,
and that HSUS does not run a single shelter.

Dairy Profit Weekly

subscription questions?
Call 800-334-1904, or e-mail:
subscribe@dairybusiness.com.

One question that surfaced several times:
Why is the U.S. dairy industry using New
Zealand-based Fonterra, a global market com-
petitor, as a major marketing agent/advisor?

Fourth-quarter 2009 surveys of Chicago,
Minneapolis, Kansas City and Dallas Federal
Reserve Banks district lenders indicate ag cred-
it conditions stabilized, but dairy and livestock
producers continue to suffer. In the Chicago
district, Wisconsin was particularly chal-
lenged, with over half of the respondents noting
lower repayment rates, and more than 8% of the
volume of Wisconsin banks’ ag loan portfolios
classified as having major or severe repayment
problems. Almost 4% of district customers with
operating credit would probably not receive new
credit lines in 2010; Wisconsin, at 11%, faced
the highest level of troubled operating credit.

A “No Farms No Food” rally and lobby day
will be held March 15, in Albany, N.Y.

This week on DairyLine
www.dairyline.com

Log on to www.dairyline.com to read —
and hear — conversations with these dairy’s
newsmakers:

* Market analyst Mary Ledman,
Principal of Keough Ledman and Associates,
warned that additional cheese capacity com-
ing on line from Southwest Cheese could
put continued downward pressure on prices,
but said active cheese trading means people
are finding value in the market. In contrast,
butter is climbing. Most people are cautious
about trading butter early in March because
they want to maintain inventories through
the Easter/Passover holidays, and then build
inventory for the second half of the year.

* Vivian Godfrey, marking her one-year
anniversary as CEO of MilkPEP, said the
fluid milk promotion program will target
two main groups — mothers with children at
home, and teen-agers. The message to moth-
ers, using the “Building Strong Families”
theme, features two 30-second TV commer-
cials, one in Spanish. The “teens” campaign
uses “Milk Mustache” celebrities on posters
in schools, magazines and on the Internet.
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DPW WASHINGTON

USDA issued its final decision to limit
pricing exemptions for large “producer-
handler” milk bottlers. Under rule changes
published in the March 4 Federal Register, the
producer-handler definitions in all federal milk
marketing orders will be amended so that only
farms with bottled milk sales of 3 million
Ibs. or less per month remain exempt from
the pooling provisions. Producer-handlers with
sales more than that will be treated the same
as other bottling operations and will have to
pay Class I differentials into the shared pro-
ducer revenue pool effective in their respec-
tive federal orders. Each amended federal
order must be approved either by two-thirds
of producers supplying milk to the order or
by producers who supply two-thirds of the
milk to that order. If approved, USDA will
issue a final rule, probably in April or May.
Visit www.ams.usda.gov.

Dairy Management Inc. CEO Tom
Gallagher issued a statement regarding the
Memorandum of Understanding (MOU)
signed last December by the Innovation
Center for U.S. Dairy and USDA. The
agreement, signed in Copenhagen at the time
of an international climate conference, has
drawn controversy, with some interpreting it
as an endorsement for federal and internation-
al “climate change” policies and an admission
that the dairy industry is a major contributor
to carbon emissions. Gallagher said the goal
of the MOU is to provide the dairy industry,
including producers, with access to funds for
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innovative projects related to sustainability.
Many of those projects are already underway,
aimed at reducing costs, increasing revenue
sources and providing another marketing
advantage with consumers who are con-
cerned about climate change. He said the
Innovation Center’s 2020 goal of a 25%
carbon reduction was not part of the agree-
ment. Visit www.usdairy.com/sustainability.

A group of U.S. Representatives — mostly
Democrats in manufacturing states — co-spon-
sored a bill to repeal the North American
Free Trade Agreement (NAFTA). The bill
requires the president to alert Mexico and
Canada that the U.S. planned to exit the pact
within six months after the law took effect.
Rep. Gene Taylor (D-Miss.) said NAFTA and
other free trade agreements have led to a
steep drop in U.S. manufacturing jobs.

Citing melamine contamination of
milk powder in China, New York’s Sen.
Gillibrand joined an effort to extend country
of origin labeling (COOL) to dairy prod-
ucts. The bill, introduced last fall, extends
the 2008 COOL requirement to milk, cheese,
yogurt, ice cream and butter.

Fifty-six members of Congress, sent
a letter to Transportation Secretary Ray
LaHood and U.S. Trade Representative
Ron Kirk asking that they address tariffs
imposed by Mexico on U.S. ag and manu-
facturing products. Mexico imposed import
duties on more than 90 products after
Congress terminated funding of the cross-

border trucking pilot program in the fiscal
year *09 Omnibus Appropriations Act. The
Obama Administration indicated a plan is
being pursued to fulfill U.S. obligations to
Mexico under NAFTA, but action has been
slow, according to the National Association
of State Departments of Agriculture
(NASDA).

U.S. ag secretary Tom Vilsack com-
menced USDA’s Trade Adjustment
Assistance (TAA) for Farmers
Program. The program is available for
producers of raw ag commodities who can
demonstrate — due to a sizeable increase in
imports — a greater than 15% decrease in
their national average price; the quantity of
production; the value of production; or in cash
receipts, when compared to the average of
the three preceding marketing years. Petition
deadline is April 14, 2010. Visit www.fas.
usda.gov/itp/taa/taa.asp.

USDA’s Office of Food Safety will hold
a public meeting, March 23, in Washington
D.C., to preview issues to be discussed at the
26th Session of the Codex Committee on
General Principles, set for April 12-16, in
Paris, France. Codex develops food standards,
guidelines and codes of practice to protect
consumer health, ensure fair food trade prac-
tices and promote international coordination
of food standards. Visit www.
codexalimentarius.net/current.jsp?lang=en.
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