The T;C. Jacoby Weekly Market Report

WEEK ENDING AUGUST 20", YEAR

By Sarina Sharp, Market Analyst for the Daily Dairy Report
Sarina@DailyDairyReport.com
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There is an abundance of milk in both the United States and Europe, but momentum is slowing.
In Europe and the United Kingdom, June milk collections totaled roughly 30.7 billion pounds, up
just 0.7% year over year. Low-quality forage and poor on-farm economics have slowed growth in
milk output. USDA’s Dairy Market News reports that milk prices “have not kept up with higher
feed costs.” Some
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u.s. milk output
reached 19.1 billion
pounds last month. As
expected, year-over-
year growth waned
from an average of 3.7%
in the second quarter to
a still-healthy 2% in July.
Heat, humidity, and
smoke clearly took a toll
on milk vyields in the
Pacific Northwest,
California, and the
Southwest. Milk output
continues to accelerate
in the Midwest, but August temperatures have finally started to cut into milk yields in the
heartland.

The U.S. milk-cow herd remains massive, at 9.5 million head, up 128,000 from July 2020. But
contraction is underway, particularly in areas with big dairies — whose government payments fell
well short of pandemic-era losses — and high Class | or Class IV utilization. After peaking in May,
the U.S. milk cow herd declined by 6,000 head in June and another 3,000 head last month. Weekly
slaughter volumes
suggest the dairy herd
will continue to shrink
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this year. Unlike last year, most students will learn in person this year, which will presumably
enhance demand for school milk cartons. Additionally, the Biden administration announced a
permanent 27% increase in food stamp benefits, which is sure to boost dairy purchases at the
margins. In fiscal 2019, dairy accounted for 13.5% of all purchases made through the
Supplemental Nutrition Assistance Program.
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Already, cheesemakers note stiff competition from Class | bottlers and say there is no spot milk
to be had. In late July, cheesemakers in the Upper Midwest could buy excess loads of milk at as
much as $6 per cwt. below Class Ill. Today, spot milk is trading at Class Ill to a dollar over. Tighter
milk supplies are a double boon for milk powder. Balancing plants are running light, and, in the
absence of discounted milk, cheesemakers are fortifying their vats with nonfat dry milk (NDM).
Across the pond, European milk continues to flow into cheese vats, leaving driers with very little.

European skim milk
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CME spot Cheddar converged this week. Cheddar blocks tumbled 12¢ to $1.6925. Barrels climbed
2.75¢ to $1.4775. Cheese demand is reportedly steady at restaurants and at retail. Export orders
have been creeping higher, but the strong dollar is not likely to help U.S. export prospects going
forward.

CME spot whey powder
gained 1.25¢ this week and $1.35
closed at 53¢. Overall demand
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tighten. Demand is holding, but sentiment has soured. Butter makers are clearly concerned about
the impact that higher Covid counts could have on foodservice.
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Class Il futures took a big step back this week, as they erased some of the premium they held
over the spot market. An overall selloff in equities and commodities and the stronger dollar likely
also weighed. September through December Class Il futures lost between 55 and 75¢. They are
holding at $S17 or better. Class IV futures were steady to a little higher, but they are still trading
roughly a dollar below Class .

The grain and oilseed markets took a big step back this week. Export sales, ethanol production,
and the soybean crush have all slowed of late, leading to slightly lower demand projections.
Heavy rains are expected in the Northern Plains and Western Corn Belt, which will surely help
the region’s parched soybeans. It’s too late in the season for the rains to have a huge impact on
corn yields, but they surely won’t hurt. Funds hold an unusually large corn position as we head
into harvest, which could add to typical seasonal selling pressure. December corn settled today
at $5.37 per bushel, down 36¢ from last Friday. November soybeans fell more than 80g to
$12.9075. Soybean meal dropped $5.50 per ton to $354.90.

Our strategy for buying and selling
has your best interests in mind.
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It's about balancing supply and demand.

DW P@WM

Logistically speaking,
we’ve got your bottom line.
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We don’t make cheese,
we bring cheese solutions
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to the table. '
()

DAIRY PRODUCT
MERCHANTS

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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