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Markets soften again. Both cheese and butter were down on the Chicago Mercantile
Exchange this week, but the drops weren't nearly as precipitous as last week. Forty lb.
blocks of Cheddar closed today at $1.22/lb, off 1 _ cents from last Friday. Barrels closed
at $1.1875, off 1 _ cents for the week. Butter took the bigger hit, dropping 10 cents this
week and closing at $1.20/lb. On the futures market, all contracts suffered losses. Near-
term Class III contracts suffered most, with February down 23 cents; March and April
both down 19 cents. The good news is that May through December contracts are still
trading at $12 or more, with July, August and September contracts above $13. Class IV
also took hits this week, with most down 20 to 30 cents/cwt.

My picks for this week
Quota Overbase Class 4a Class 4b

February $12.55 $10.85 $11.04 $10.35
March $12.65 $10.95 $11.04 $10.65
April $12.82 $11.12 $11.17 $11.14

Bush budget blows. The Bush Administration released its $74.4 billion FY 2003 ag
budget Monday. There's little in it for dairy, because the dairy price support is scheduled
to end this spring. In FY 2001, the Commodity Credit Corporation spent $1.14 billion on
dairy. If the dairy price support is not renewed (despite assurances that it will be), the
government would spend just $48 million on dairy in 2003.

Cell counts rising. Somatic cell counts are getting worse, not better, according to data
summarized from Federal Milk Marketing Orders. Stephen Ott, a USDA economist based
in Fort Collins, Colo., summarized data from 7,000 herds which had 60 months of cell
count data.  "At least among these 7,000 producers, we have not gotten any better over
the last five years, and that's disturbing," he says. "More were getting worse than getting
better."

$1 billion opportunity. Ott calculates that if U.S. herds could lower their cell counts
below 200,000, they'd gain another $1/cwt. Ninety percent of that would come from
increased milk production, and 10% from higher premiums. Extrapolated across the
entire U.S. industry, that equates to $1 billion. "This is lost productivity, and it's being
left on the table," he says.

SCC task force. The National Mastitis Council, at its annual meeting in Orlando this
week, established a task force to develop strategies to lower the U.S. somatic cell count
limit. NMC has tried and failed twice to lower the U.S. count from 750,000 to the world
standard of 400,000 over the past four years. The National Conference on Interstate Milk
Shipments, where such a proposal must pass, meets again 2003.

California cheese growth. If present trends continue, California could become the number
one cheese- producing state by 2005. That's according to Mary Ledman and Alan Levitt,



Chicago-based dairy consultants. California cheese production jumped 10% last year, or
nearly 150 million lb. In contrast, Wisconsin cheese production fell 65 million lb.

FDA bans topical nitrofuran. The Food and Drug Administration announced yesterday it
was prohibiting the extra-label use of topical nitrofuran in food-producing animals.
Various forms of nitrofuran are used to treat pinkeye and wounds. But carcinogenic
residues from such use have been found in milk and meat. Common trade names of
nitrofuran are Topazone, Furox, NFZ Puffer and P.E. 7.

Death rates double. Death rates of cows within the first two weeks after calving have
doubled in the past 20 years, says Jesse Goff, with the National Animal Disease Center in
Ames, Iowa. Extra care of these transition cows is critical, he says. "We might need to
drench these animals with amino acids and first-limiting minerals at the time of calving to
ensure adequate nutrition," he says.

Retail spreads aren't widening. When you compare the farm-to-retail price spread for
fluid milk, the gap tracks fairly parallel from 1987 to the present, says Ken Bailey, Penn
State agricultural economist. Bailey, speaking at meetings this week sponsored by
Monsanto Dairy Business/University of Minnesota, says it's a myth that retailers and
processors soak up profits. "Retail [prices] follow the inflation trend," he says. Processors
are in the middle, competing with each other amid farm-market consolidation. As dairy
producers get more efficient at producing milk, there's always a source of cheaper milk.

Dutch quota leases skyrocket. The cost of leasing milk quota in the Netherlands has
jumped 60% this year, reports Wilfried Wesselink, Dairy Today's European
correspondent. "The explosion [in price] is caused by Foot and Mouth Disease and low
beef prices," he says. Beef prices fell 45%. That, in turn, has caused less culling and has
resulted in higher milk production. But in order to market that milk, producers must have
quota. Dutch producers are also reporting an 11% decline in income in 2001.


