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Class III futures at $9.  
Class III contracts were again battered at the Chicago Mercantile Exchange. March contracts 
closed at $9 even! Class III prices don't climb above $10 until June, and not above $11 until 
August. Class IV contracts are all still trading in the $10 range. Forty pound blocks of cheddar 
continued to lose value this week, closing at $0.9925 per lb. today and losing 2 ¾ cents for the 
week. Barrels were off just a penny, closing today at $1.0250/lb. There was a bit of good news in 
the butter pit, with butter gaining 2 ¾ cents this week, closing at $1.0275.  

My picks for this week: Given the recent declines in the butter and cheese markets over 
the last two weeks, the huge inventories of butter, powder and cheese, and increasing milk 
production, dairy prices do not look like they are going to improve anytime soon. If prices were to 
remain at levels they are currently, March quota and overbase prices would be even lower than 
projected here.  

 Quota Overbase Class 4a Class 4b 
February $11.19 $9.49 $9.38 $9.35 
March $10.81 $9.11 $9.17 $8.64 
April $11.18 $9.49 $9.38 $9.63 
May $11.46 $9.76 $9.38 $10.13 
MILC payment at $1.74.  
USDA released its classified prices for March last Friday, pegging the Class I mover at just 
$9.81/cwt. That's the lowest Class I price in more than 20 years. Ouch. But that does put the 
March Milk Income Loss Contract payment rate at $1.74/cwt, the highest rate in the 16-month 
history of the program. That's good news for qualifying producers, no news for producers already 
capped out, and bad news for the federal deficit. 

Lower prices.  
According to USDA's recent Livestock, Dairy and Poultry Outlook, the 2003 all-milk price will 
average $11.25 to $11.95 in 2003. That's compared to $12.12 for 2002. The agency is also 
projecting a Class III average of $9.80 to $10.50 for the year (best price prospects are third 
quarter). And it says the Class IV average will range from $9.90 to $10.70. 

LOL posts shaky profits.  
As we reported February 7, Land O'Lakes is reporting a profit of $98.9 million on sales $5.9 billion 
in 2002. However, had it not been for a vitamin price-fixing settlement of $156 million, the co-op 
would have lost money last year, Jack Gherty, LOL's CEO, reported Wednesday at the co-op's 
annual meeting.  

Dairy partly to blame.  
LOL's industrial dairy division was responsible for $79 million in losses last year. Those included 
$32 million from low commodity prices, $30 million in start-up costs of LOL's joint venture 
mozzarella plant in Tulare, Calif., and $17 million in dairy plant closings and employee severance 
costs. Nevertheless, Gherty says LOL is "determined to be part of a sustainable, profitable dairy 
industry in the Upper Midwest." 

California milk growth.  
Two new, large cheese plants, Leprino and LOL's Cheese and Protein, International, have come 
on line in California this year. Each is capable of processing three million lb. of milk per day in just 
Phase I. But don't worry about where the milk is coming from, says Jack Prince, LOL's Sr. VP of 
the Western region. Growth in milk production has been averaging 4% per year in California, or 3 
million lb. of more milk per day, he says. 



Retail consolidation.  
The three largest grocery chains-Wal-Mart Superstores, Krogers, and Costco--now account for 
25% of U.S. grocery sales. Wal-Mart Superstores and Sam's Clubs account for more than 17% of 
sales by themselves. The top 10 chains now sell half the nation's groceries, according to Chris 
Policinski, COO of LOL's Dairy Foods Division. 

Trucking inefficiencies.  
A study of milk hauling in Wisconsin reveals $20 million in possible savings in route consolidation. 
The study was conducted by four state co-ops. That translates to nearly $1,200 per farm per 
year. Another $20 to $30 million in processing plant consolidation is conceivable, says Fernando 
Palacios, LOL's VP of operations. 

Daughter pregnancy rates.  
USDA's February sire release includes preliminary estimates of sires' daughter pregnancy rates 
(DPR). A +1% change in DPR equates to four fewer days open. But use of the trait is a 
conundrum. Heritability is only 3.8%. On the other hand, the genetic correlation between DPR 
and productive life is more than 0.50. 

$23 million for Johne's?  
Though no one has seen it in black and white, Johne's control programs reportedly received $23 
million in the Omnibus Budget Bill signed by President Bush this week. The money will be used 
for testing, and jump starting Johne's control programs across the country. No cash for 
indemnities, however. 
 


