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Market Comments Milk Futures Pull Back Sharply:

Class Il Milk Futures, CME June 2010 Contract

Dairy cow slaughter was a topic of much discussion in

2009 and judging by the action in the CME Class Il milk futures i F16.00
this January, it is likely that we will again hear about dairy }lll’l M 1‘ rm{'ﬂp‘mﬁm”h I 15.80
cow buyback programs in 2010. As we noted in our report yes- ] [ }1 Wﬂ W‘ ﬂ L15.60
terday, futures were likely to view the dairy heifer retention num- LH .1 ‘ }IJ{ "1[“ L15.40
bers as negative...and they did. For those that did not look at the Il[ﬂ,-[ i Illpl‘.{ " } L1520
cattle inventory numbers we showed yesterday, the USDA report ' ]]IH] H j} h | 1500
indicated that the number of heifers held back for dairy herd re- | "I H “‘ ”L Ul ’
building was 4.516 million head, 106,000 head or 2.4% larger than ] {l k ‘ H | ,ﬂ\’lq 1480
the previous year. Pre-report estimates were looking for a 2.5% | ﬂ]J F14.60
reduction in replacement dairy heifers, so this was a 5% swing in r14.40
what the market was anticipating and what the actual number F14.20
ended up being. Milk futures dropped sharply on Monday trading,
deferred futures bearing the brunt of the decline. Nearby milk 1380
futures already had been under a lot of pressure given continued T
weakness in cash markets. It appears that a number of market un09 |uros  |augos sep09 |oct09 |Nov-09 |pecos [san10 |repal : 2=
participants finally gave up on prospects of tighter milk supplies in ~ 000HeAD US WEEKLY DAIRY COW SLAUGHTER, 000 HEAD
2010. The January USDA WASDE report forecast 2010 US milk 75.0

production at 188.4 billion pounds, just 0.4% lower than the 2009 0 — =5rAve, 200509 —O— 2009 =———=2010
production level. And that report was released before the herd 70.0

rebuilding numbers came out. So far the industry has reduced 650

dairy cow numbers (January 1 inventory was down 252,000 head or ' ﬁ

2.7%) but much of the reduction in inventory has been offset by 60.0 ) %

improvements in productivity. With more heifers being held back, CV\ / ‘\O 74 \

the industry now also has to contend with herd rebuilding at a time
when the demand picture has yet to improve. As we have noted
before, dairy prices will greatly depend on what happens with US
foodservice sales. Pizza, sandwiches and burgers all have cheese in
them and until we see a recovery in sales at fast food and casual
dining restaurants, the dairy industry will find it difficult to gain
traction. The latest foodservice sales forecasts from the National
Restaurant Association point to an expected 2.5% increase in nomi-
nal sales growth but a 0.1% decline in real (inflation-adjusted)
sales. It is a sobering forecast given that real (inflation-adjusted) restaurant sales were down 2.9% a year ago. If the current
forecast materializes, it would represent the third consecutive year of declines in inflation-adjusted foodservice sales.
In the four recessions of the last forty years, inflation adjusted foodservice sales never declined for more than one year (they did
not decline in 2002). Rebuilding the dairy herd in this environment is a truly courageous or foolish thing to do. Dairy cow
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slaughter in the last three reported weeks has been on average 15% lower than a year ago, but that may quickly change.
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The Daily Livestock Report is published by Steve Meyer and Len Steiner. Please forward to others that may benefit from this information.
To subscribe/unsubscribe visit www.dailylivestockreport.com.

Disclaimer: The Daily Livestock Report is intended solely for information purposes and is not to be construed, under any circumstances, by implication or otherwise, as an offer to sell or a solicitation to buy or trade any
commodities or securities whatsoever. Information is obtained from sources believed to be reliable, but is in no way guaranteed. No guarantee of any kind is implied or possible where projections of future conditions are
attempted. Futures trading is not suitable for all investors, and involves the risk of loss. Past results are no indication of future performance. Futures are a leveraged investment, and because only a percentage of a con-
tract's value is require to trade, it is possible to lose more than the amount of money initially deposited for a futures position. Therefore, traders should only use funds that they can afford to lose without affecting their life-
style. And only a portion of those funds should be devoted to any one trade because a trader cannot expect to profit on every trade.
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