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Market Psychology 

The prices of all dairy products have been mixed in the last month. The CME 

block cheese price fell by 3.4% since early May, having zigzagged regularly in the 

interim.  It is now $2.00/lb. This lower cheese price of course is reflected in a 

weaker May Class III price, which was well below the April Class III price, with 

June expected to be lower yet (see below). CME butter prices are up 13.5¢/lb. in 

the past six weeks at $2.235/lb. The butter price rose through much of May before 

stabilizing in June near its present level.  The CME skim-milk powder price fell by 

13¢/lb. for the second month in a row to $1.835/lb.  Dry whey prices rose 1.1% to 

$0.661/lb. 

Table 1 lists some past and estimated future milk prices. The May Pennsylvania 

all-milk price was $0.30 lower than April at $26.50/cwt., although still a near-

record price level.  Feed prices have fallen, but so the effect on margins is less. The 

May Class III price was $1.74 lower than April at $22.57/cwt. The latest Class III 

futures price for June is $21.34.  Average Class III futures prices for the remaining 

seven months of 2014 are $2.60 above 2013 prices for the same months at $20.88.  

As seen in Table 1, the April Class III price will likely be the highest for the year, 

as cheese markets are expected to fall as the year progresses.  The May Class IV 

price was down $0.69/cwt. from April at $22.65/cwt.  The prices for Class IV 

futures average $21.85/cwt. for the rest of 2014, also up from last month.  Like 

Class III, Class IV futures prices are expected to decline through the rest of 2014, 

although not as much as Class III.  Recent PA all-milk prices and the forecast 

prices for the rest of 2014 based on the futures prices are also shown in Table 1.  

The forecast all-milk prices for the rest of 2014 average $24.37/cwt., or $2.50/cwt. 

above the same period of 2013. The decreasing prices for the remainder of 2014 

reflect the expectation that milk production will grow by more than it has so far 
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this year (see below) in response to better margins, especially in the eastern half of 

the country. 

The U.S. dollar is higher in the past month against the Euro and about the same 

versus the Australian and New Zealand dollars.  The Euro zone continues to have a 

variety of challenges as it tries to manage the disparate economies of the member 

states as well as the problems with Russia’s behavior in Ukraine and elsewhere, 

which affects its natural gas supply and other things.  The Wall Street Journal 

Online recently reported that, “China’s food-safety regulators pulled production 

permits from more than a third of the country’s infant-formula makers, pushing for 

consolidation and greater control in an industry that has suffered quality scandals.”  

The same article noted that foreign brands have a 55% share of the formula 

Chinese market. 

Corn and Soybean Markets 

Corn prices have fallen 12% since last month, ending at $4.50/bu. for the July 2014 

contract.   Growing conditions are favorable in the Midwest.  Other northern 

hemisphere producers are also having good weather.  Soybean prices are down 3% 

from last month, also a reflection of the good weather in the Corn Belt.  Soybean 

meal is down 7.8% from last month.   

Income over Feed Costs (IOFC) 

Penn State’s measure of income over feed costs fell by 1.3% in May, but it is still 

very high.  Figure 1 shows how unusual these values are compared to recent years. 

This month’s decrease is 16¢/cow/day. The May value of $11.64/cow/day is near 

the highest values seen since we began calculating this measure. Although the milk 

price fell in May, so did the feed costs, by 0.7%, with lower prices for soybean 

meal, but no change in Pennsylvania corn or hay prices. The cost of feeding a cow 

fell by 4¢/day to $5.58. Income over feed cost reflects daily gross milk income less 

feed costs for an average cow producing 65 pounds of milk per day.  Figure 1 and 

Table 2 showing the monthly data follow. 

The allocation of the revenue per hundred pounds of milk is shown in Table 3.  

The milk margin is the estimated amount from the Pennsylvania all milk price that 
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remains after feed costs are paid. Like income over feed cost, this measure shows 

that the May PA milk margin was 1.3% lower than in April.  

Milk Production 

As can be seen in Figure 2, milk production for April and May was more than for 

these months in 2013.  This recent year-over-year growth (1.2% in April and 

1.35% in May) is a bit more that the past few months, but still not much, given the 

milk margins shown above.  The small increase reflects the continuing challenges 

facing western producers with drought and high hay prices.  The changes in the 

number of dairy cows are shown in Figure 3.  No cow numbers were collected 

during April and May 2013, so no year-to-year comparisons are available. High 

beef prices are affecting cull rates, which are slowing the herd expansion one 

expects in periods with good margins.  

Poland’s Dairy Industry 

I just returned from two weeks in Poland.  Poland was admitted to the European 

Union (EU) in 2004.  At that time, its dairy industry included large numbers of 

backyard cows, with most rural residents having one or two cows.  This is an 

aftermath of Poland’s inability to feed itself under communism. The EU dairy 

regulations required bulk tanks and since Poland’s EU entry most of these 

backyard cows have disappeared.  The average herd size in still small by US 

standards, but the industry is very different than a decade ago.  A similar 

consolidation happened in the processing industry with many small milk plants 

disappearing and considerable investment from western European countries.  With 

EU Dairy Quotas ending in 2015, Poland could see considerable outside 

investment in dairy production by farmers from Britain and the Netherlands that 

seek access to the lower labor and land costs and the opportunity to expand without 

the quotas.  The end of quotas could change the EU’s dairy surplus as price 

supports are reduced and less intervention to support milk prices should reduce its 

subsidized dairy product exports.   
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Table 1.  Milk Prices and Milk Futures Prices for 2013 and 2014 

(Based on futures prices of June 19, 2014) 

2013 Class III Class IV 
PA All 

Milk 

 

2014 Class III Class IV 
PA All 

Milk 

  $/cwt $/cwt $/cwt 

 

  $/cwt $/cwt $/cwt 

 

      

  

      

Jan $18.14 $17.63 $21.40 

 

Jan $21.15 $22.29 $24.90 

Feb $17.25 $17.75 $21.10 

 

Feb $23.35 $23.46 $ 25.90 

Mar $16.93 $17.75 $20.70 

 

Mar $23.33 $23.66 $ 26.70 

Apr $17.59 $18.10 $20.80 

 

Apr $24.31 $23.34 $ 26.80 

May $18.52 $18.89 $21.00 

 

May $22.57 $22.65 $ 26.50 

Jun $18.02 $18.88 $21.00 

 

Jun $21.34 $22.87 $ 25.05 

Jul $17.38 $18.90 $20.70 

 

Jul $21.61 $22.87 $ 25.20 

Aug $17.91 $19.07 $21.00 

 

Aug $21.31 $22.57 $ 24.91 

Sep $18.14 $19.43 $21.70 

 

Sep $21.26 $22.01 $ 24.64 

Oct $18.22 $20.17 $22.00 

 

Oct $20.76 $21.32 $ 24.07 

Nov $18.83 $20.52 $23.00 
 

Nov $20.22 $20.89 $ 23.60 

Dec $18.95 $21.54 $23.40 
 

Dec $19.68 $20.42 $ 23.10 

Annual $17.99 $19.05 $21.48 

 

Annual $21.74 $22.36 $25.11 

        

 

        

Annual 

change 
$ 0.55 $ 3.05 $ 1.45 

 

Annual 

change 
$ 3.75 $ 3.31 $ 3.63 

         % 

change 
3.1% 19.0% 7.2% 

 

% 

change 
20.8% 17.4% 16.9% 

  

Table 2: PA Income over Feed Costs  

Month 

All Milk 

Price 

Feed 

Cost per 

65 lbs. 

Milk 

Income 

over feed 

cost 

Jan-13 $21.40 $6.01 $7.90 

Feb-13 $21.10 $6.16 $7.56 

Mar-13 $20.70 $6.06 $7.39 

Apr-13 $20.80 $6.30 $7.22 

May-13 $21.00 $6.24 $7.41 

Jun-13 $21.00 $5.99 $7.66 

Jul-13 $20.70 $6.00 $7.45 

Aug-13 $21.00 $5.39 $8.26 

Sep-13 $21.70 $4.96 $9.15    
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Oct-13 $22.00 $4.75 $9.55 

Nov-13 $23.00 $4.70 $10.25 

Dec-13 $23.40 $4.83 $10.38 

Jan-14 $24.90 $4.90 $11.29 

Feb-14 $25.90 $5.00 $11.84 

Mar-14 $26.70 $5.15 $12.20 

Apr-14 $26.80 $5.62 $11.80 

May-14 $26.50 $5.58 $11.64 
 

 

Table 3: PA Milk Margin 

 

All milk 

price per 

cwt. 

Feed 

cost per 

cwt. 

Milk 

margin 

per cwt. 

Jan-13 $21.40 $9.25 $12.15 

Feb-13 $21.10 $9.48 $11.62 

Mar-13 $20.70 $9.33 $11.37 

Apr-13 $20.80 $9.69 $11.11 

May-13 $21.00 $9.59 $11.41 

Jun-13 $21.00 $9.21 $11.79 

Jul-13 $20.70 $9.23 $11.47 

Aug-13 $21.00 $8.30 $12.70 

Sep-13 $21.70 $7.63 $14.07 

Oct-13 $22.00 $7.30 $14.70 

Nov-13 $23.00 $7.24 $15.76 

Dec-13 $23.40 $7.43 $15.97 

Jan-14 $24.90 $7.53 $17.37 

Feb-14 $25.90 $7.68 $18.22 

Mar-14 $26.70 $7.93 $18.77 

Apr-14 $26.80 $8.65 $18.15 

May-14 $26.50 $8.59 $17.91 
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 Figure 1: PA Income over feed cost 
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Figure 2: Monthly Milk Production 
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Figure 3: Cows 
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