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Market Psychology 

The prices of dairy products have been schizophrenic in the last month. The price 

of butter has climbed 23% to $2.96/lb.  The butter inventories at the end of July 

were only 57% of last year’s levels, which means that domestic butter supplies will 

be low going into the holidays when butter usage is the highest.  The other dairy 

products are so valuable that producing butter has not been the best use of milk this 

year, and given the continuing high exports of all dairy products, may not be in 

coming months either. The possibility exists to have butter imports this fall, 

especially with the butter exports to Russia from the European Union curtailed. 

The CME block cheese price has also risen, ending 14% higher at $2.35/lb. The 

CME skim-milk powder price fell by 16% (28¢/lb.) following international prices 

down.   The dry whey price is down slightly (1.1%) since last month.  In general 

our prices are above international prices and our exports should suffer, although 

exports are still strong. 

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

all-milk price rose 40¢/cwt. to $25.80/cwt.  The latest month’s milk production 

growth was high, suggesting milk prices should fall in the remaining months of 

2014, which is the true for futures prices after September.  The August Class III 

price was $0.65 above July at $22.25/cwt. The latest Class III futures price for 

September is $24.45.  The average Class III futures prices for the remaining four 

months of 2014 are $3.53 above 2013 prices for the same months at $21.98.  The 

August Class IV price was up $0.11/cwt. from July at $23.89/cwt.  The prices for 

Class IV futures average $20.98/cwt. for the rest of 2014, unchanged from last 

month. The monthly Class IV prices are expected to drop for the rest of 2014.  

Recent PA all-milk prices and the forecast prices for the rest of 2014 and first half 

of 2015 based on the futures prices are also shown in Table 1.  The forecast all-
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milk prices for the rest of 2014 average $24.57/cwt., or $2.03/cwt. above the same 

period of 2013. Milk production is expected to continue to grow for the rest of 

2014 in response to better margins.  Whether the rapid growth of July continues 

remains to be seen, but the lower futures prices in the intermediate future should 

dampen expansion. 

The U.S. dollar is up against the Euro and the Australian and New Zealand dollars 

since my last report, especially against the Euro, no doubt reflecting the negative 

impact of the Russian embargo on many exports from the EU and the other 

impacts of the continuing problems with Russia.  Although Russia’s actions will 

impact the U.S., we are less dependent on sales to Russia than Europe is. 

Corn and Soybean Markets 

Corn prices have fallen 5.6% since the last report, ending at $3.39/bu. for the 

September 2014 contract.   Expectations are that the corn and soybean crops will 

be records for both yield and total production are depressing prices. Soybean prices 

are down 11.5% from last month, reflecting the expectation of an excellent crop on 

greater acreage than last year.  The current soybean meal price is up 15% from last 

month because meal supplies are short until new crop meal is available.  The prices 

are much lower for future months.   

Income over Feed Costs (IOFC) 

Penn State’s measure of income over feed costs rose by 4.0% in August, and 

continues to be well above last year.  Figure 1 shows how these values compare to 

recent years. This month’s feed cost decrease is 21¢/cow/day. August’s value for 

IOFC of $12.23/cow/day is $3.97/cow/day above the August 2013 value. The PA 

all-milk price was up $0.40/cwt. in August, while the feed costs fell by 4.5%, with 

lower prices for corn and hay. The soybean meal price rose. The cost of feeding a 

cow fell by 39¢/day to $4.95. 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 August PA milk margin was 4.0% higher than in July.  

Milk Production 

The latest milk production report showed July milk production up 3.94% from the 

year earlier, the largest monthly increase this year over the same month of 2013 by 

far (Figure 2).  This is bearish, although given the margins so far this year, the 

surprise is that the expansion took so long.  Several states had very large year over 

year growth.  Arizona, Colorado, Indiana and Michigan all produced over 6% more 

milk than in July 2013. All of the five largest dairy producing states had milk 

production increases greater than 3%. Michigan has now passed Minnesota as the 

sixth largest dairy state, having seen its milk production grow steadily for the past 

15 years from 5.5 bil. lbs. to 9.1 bil. in 2013.  The growth in milk production in 

July was in milk per cow rather than cow numbers.  Although cow numbers were 

not collected for part of 2013, the national dairy herd this July is only 0.4% greater 

than in July 2013, so the growth in milk production is almost all more milk per 

cow. The monthly cow numbers are shown in Figure 3.  Cow numbers have been 

increasing very slowly, less than 0.2% per month, no doubt reflecting the high 

value for cull cows. 

 

Russian Embargo 

On August 7 Russia imposed an import embargo in a variety of products from the 

U.S. and the European Union.  This embargo was in response to the economic 

sanctions put on Russia by these countries in response to the Russian-supported 

rebels in Ukraine shooting down the Malaysian airliner. Among the affected 

products are dairy imports. Russia is the largest butter importer and second largest 

cheese importer.  Most of these purchases have come from the European Union. 

 

This embargo could have major implications on U.S. exports, since a lot of EU 

dairy products must now find another home, potentially displacing US exports in 
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some markets.  The cheese market is a particularly interesting one, because there is 

not enough surplus cheese from countries not on the embargoed list.  Apparently 

some exports are going through Belarus from Poland.  Kazakhstan is also a 

conduit, although far less convenient.  

This embargo will have a big impact on Russian food costs.  The average Russian 

is very poor and the food price inflation from the embargo and other sanctions will 

hit the poor especially hard.  Of course anyone selling to Russia must work around 

the banking sanctions, which precludes payment through normal channels. 

Table 1.  Milk Prices and Milk Futures Prices for 2014 and 2015 

(Based on futures prices of September 8, 2014) 

2014 Class III Class IV 
PA All 

Milk 
 

2015 Class III Class IV 
PA All 

Milk 

  $/cwt $/cwt $/cwt 

 

  $/cwt $/cwt $/cwt 

 

      

  

      

Jan $21.15 $22.29 $24.90 
 

Jan $18.60 $17.90 $21.44 

Feb $23.35 $23.46 $25.90 
 

Feb $18.07 $17.60 $21.02 

Mar $23.33 $23.66 $26.70 
 

Mar $17.92 $17.61 $20.95 

Apr $24.31 $23.34 $26.80 
 

Apr $17.88 $17.61 $20.93 

May $22.57 $22.65 $26.20 
 

May $17.89 $17.48 $20.87 

Jun $21.36 $23.13 $25.10 
 

Jun $17.92 $17.47 $20.89 

Jul $21.60 $23.78 $25.40 
 

Jul 
  

 Aug $22.25 $23.89 $25.80 
 

Aug 

   Sep $24.45 $23.15 $ 26.84 
 

Sep 
  

 Oct $22.98 $22.22 $ 25.65 
 

Oct 
  

 Nov $20.74 $20.05 $ 23.51 
 

Nov 
  

 Dec $19.74 $18.49 $ 22.30 
 

Dec       

Annual $22.32 $22.51 $25.42 

 

Annual $18.05 $17.61 $21.02 

        

 

        

Annual 

change 
$ 4.33 $ 3.46 $ 3.94 

 

Annual 

change 
-$ 4.27 -$ 4.90 -$ 4.41 

         % 

change 
24.1% 18.1% 18.3% 

 

% 

change 
-19.1% -21.8% -17.3% 
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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 

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 $26.20 $5.60 $11.43 

Jun-14 $25.10 $5.34 $10.97 

Jul-14 $25.40 $4.75 $11.76 

Aug-14 $25.80 $4.54 $12.23 

 

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 
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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 $26.20 $8.62 $17.58 

Jun-14 $25.10 $8.22 $16.88 

Jul-14 $25.40 $7.31 $18.09 

Aug-14 $25.80 $6.99 $18.81 
 

 

Figure 1: PA Income over feed cost 
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Figure 2: Milk Production 
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Figure 3: Dairy Cows 
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