The T.C. Jacoby Weekly Market Report

WEEK ENDING SEPTEMBER 13TH, 2019

By Sarina Sharp, Market Analyst for the Daily Dairy Report
Sarina@DailyDairyReport.com
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CME Spot Cheddar Blocks The spot cheese markets blasted
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of nearly 6¢ per month. But though the bulls made headway, their progress was laborious. Each
week it seemed they needed to make their case anew, arguing that tighter milk supplies and
falling cheese inventories should lift prices. Now,

the bulls are clearly in charge. Blocks have jumped 32.75¢ in the last two-and-a-half weeks. The
market has long acknowledged that Cheddar blocks are in short supply, but, judging by ever
high bids, at least some buyers are concerned about securing barrels as well. For much of the
year, Cheddar barrels and Class Ill futures dragged their feet even as blocks ran higher. Now
they’re all racing upward together.
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plants. Strong pizza sales have
pulled more milk away from
Cheddar and into mozzarella
vats. Through July, U.S. Cheddar production was down 3.1% from a year ago, while mozzarella
output was up 4.1%. Excellent domestic demand shrunk the U.S. cheese stockpile throughout
the summer. Schools are back in session and football season is in full swing, lifting consumption
further. Buyers are clearly anxious about contracting their supplies ahead of the holiday
demand season.
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Industry insiders told USDA’s Dairy Market News that the cheese market rally is likely overdone,
as “stronger milk prices and cheap feed may incentivize more milk production and,
subsequently more cheese production.” With October Class Il futures above $19 per cwt., dairy
producers will certainly do what they can to add milk, keeping their barns and bulk tanks as full
as possible. But it will take time for the industry to add a lot of cows and new facilities. Lenders

are likely to approach the industry
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beef genetics, and sold heifers to beef feedlots. Now that some may be looking to expand, they
may find heifers to be scarce and unappealingly pricey.
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Compared to last Friday, October Class Il settled $1.48 higher, and November was up 99¢. All
2019 futures established life-of-contract highs. First-half 2020 contracts finished 27¢ to 57¢
above last Friday’s closing prices.

The Class Il markets got a boost from whey as well. CME spot whey powder gained 0.25¢ this
week and closed at 39.75¢. Whey futures moved sharply higher after China rolled back its tariff
on U.S. whey permeate imports from a punitive 25% to the most-favored nation rate of just 2%.
Chinese whey imports have suffered as African swine fever has decimated the world’s largest
hog herd. Under the new tariff rates, the U.S. is likely to regain its share of the shrinking
Chinese whey market.

CME spot nonfat dry milk (NDM) climbed 0.75¢ this week to $1.055, its highest price since June.
Dairy Market News characterizes export demand as “a bit livelier” while domestic sales are
mixed.

The butter markets bounced back from last week’s disappointingly low prices. CME spot butter
jumped a nickel to $2.2225. Enthusiasm is lacking. There is plenty of butter in the world.
However, European butter prices are finally starting to perk up.

Higher butter and milk powder prices helped Class IV futures to respectable gains this week.
October 2019 through April 2020 Class IV contracts posted double-digit increases. Fourth-
quarter contracts were particularly strong; they settled in the mid-$16 range.

It was a wild week in the grain markets as well. USDA updated its crop balance sheets, trimming
its corn and soybean vyields as expected. USDA projects the corn crop to yield an average of
168.2 bushels per acre, 1.3 bushels less than then agency’s August estimate and 8.2 bushels
lower than last season. For soybeans, USDA dropped the yield by 0.6 bushels to an average of
47.9 bushels per acre. That’s down 3.7 bushels from last season to a six-year low. Many traders
assume that USDA will lower vyields further next month. Much depends on if the crops are
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allowed to fully mature before a frost arrives. But demand is lower too, and end-of-season
stockpiles of both corn and soybeans are likely to be plentiful.

Corn futures moved lower initially after the crop report, but then followed soybeans upward.
The oilseeds rallied after signs that the icy U.S.-China trade relationship was starting to thaw.
Chinese firms purchased several cargoes of U.S. soybeans for the first time in months, and
Beijing promised to exempt U.S. soybeans and pork from tariffs while the two sides negotiate.
The government also promised to encourage Chinese businesses to buy “a certain amount” of
U.S. agricultural products. With that, the markets turned higher. November soybeans settled at
$8.9875 per bushel, up 41¢. December corn closed at $3.6875, up 13.25¢.
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Call 314-822-5960
For our latest market reports, articles and podcasts visit the Learning Center at www.jacoby.com.

Utilizing farm to market expertise to create

a profitable future for the dairy industry.
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