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By Jim Dunn 
Professor of Agricultural Economics, Penn State University 

Market Psychology 

Dairy product prices have dropped in the last month, with block cheese ratcheting 
down in stages a total of 35¢/lb. since last month, and butter dropping 
proportionately by 30¢/lb.  Each drop is 16%, and both butter and blocks are back 
at their summer levels. Both skim milk powder and whey powder are up a little 
(2.3% and 6.5%, respectively).  These lower cheese prices are important factor in 
the weaker Class III prices on the futures market (Table 1).  The premium of U.S. 
cheese prices over Oceania prices has disappeared making our products more 
competitive on world markets. 

Table 1 lists some past and estimated future milk prices. The November 
Pennsylvania all-milk price was $1.00 higher than October at $23.80/cwt. The 
November Class III price was $0.19 more than in October $20.83/cwt.  The Class 
III futures price is $18.47/cwt. for December 2012, $2.00 below its December 
value in last month’s report.  Of course the lower cheese price is the reason. The 
November Class IV price rose by $0.12 from October to $18.66/cwt.  The Class IV 
futures price for December is $18.25.  After several months of divergence of Class 
III and IV prices, they are once again at similar levels. The prices for the first half 
of 2013 show Class III futures steady at about their December level, but averaging 
$18.42/cwt., a $0.50 drop from a month ago. The forecast all-milk prices for 
December 2012 and the first half of 2013, based on the futures prices, are also 
shown in Table 1.  My forecast of the average PA all-milk price is $19.90/cwt. for 
2012 overall, down 6 cents from my November estimate.  The forecast all-milk 
price for the first half of 2013 is $21.42/cwt.  Feed costs are still very high, but 
down considerably from their August peaks. 

The U.S. dollar is largely unchanged in the past month against the Australian and 
New Zealand dollars, and is up 2.0% against the Euro.  As Congress staggers 
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toward the Fiscal Cliff, Europe continues to have its own troubles.  The U.S. Farm 
Bill has still not been passed, although the Senate version is being promoted by 
some Senators as an important part of the deficit reduction.  The House has yet to 
bring its version of the Farm Bill to a vote.  As with everything else in 
Washington, little is happening.  Dairy exports depend on the world economy, 
especially China’s.  In general, the world supply and demand situation is favorable 
for U.S. exports.  With lower prices in the United States, this should make our 
dairy exports more competitive. 

Corn and Soybean Markets 

After the volatile feed futures prices of the summer, the corn, soybean, and 
soybean meal futures prices changed little in November.  Corn is 1.6% above a 
month ago and still well below the summer highs. Soybeans and soybean meal are 
down, 2.5 and 4.2% respectively. Of course, feed prices remain very high. 
December corn is now $7.53 and January beans are $14.79.  Soybean meal is 
$453/ton.  Of course, the expected drop in the milk price will be much more 
important than the apparent stability of feed prices, especially since feed prices are 
so high. 

Income over Feed Costs (IOFC) 

Penn State’s measure of income over feed costs rose by 1.9% in November, 
making it 62% higher since its August levels.  As seen in Figure 1, the October and 
November 2012 IOFC levels were the highest for those months over the past 5 
years. Of course, the rest of 2012 was another matter, with terrible levels for IOFC.  
The November PA all-milk price rose by $1.00 over October to $23.80/cwt.  In 
Pennsylvania in November, corn and soybean meal prices fell and alfalfa hay 
prices rose 22% from their October levels.  This raised feed costs, but the milk 
price increase was even greater. Dairy futures for the coming months are lower 
than the November’s levels, and the feed price situation is stable, although at a 
high level, so income over feed cost will be less in coming months.  Income over 
feed cost reflects daily gross income less feed costs for an average cow producing 
65 pounds of milk per day.  Figure 1 and Table 2 showing the monthly data are 
appended.   
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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 
remains after feed costs are paid. As with income over feed cost, this measure 
shows that the November PA milk margin was up by 1.9% above October.   

Milk Production 

The monthly milk production report for October is 0.2% below October of last 
year.  As may be seen in Figure 2, milk production has turned back up slightly, 
ending the decline since the April peak.  This upturn is a month earlier than in 
recent years, although the higher milk prices and size of the total drop would 
suggest a correction was due. October cow numbers fell by 9,000 head from 
September and 25,000 head compared to October 2011. (Figure 3).  Milk per cow 
also increased slightly from its September level after correcting for one more day 
in October than in September.  Given the apparent peak in milk prices in 
November, I do not expect Spring 2013 milk production to be as robust as in early 
2012.  I expect the coming months will resemble the 2011 milk production more 
than 2012 levels. 

Table 1.  Milk Prices and Milk Futures Prices for 2012 and 2013 

(Based on futures prices of December 5, 2012) 

2012 Class III Class IV 
PA All 
Milk 

2013 Class III Class IV 
PA All 
Milk 

  $/cwt $/cwt $/cwt   $/cwt $/cwt $/cwt 
            

Jan $17.05 $16.56 $21.10 Jan $18.27 $18.41 $ 21.35 
Feb $16.06 $15.92 $19.60 Feb $18.30 $18.51 $ 21.41 
Mar $15.72 $15.35 $19.00 Mar $18.42 $18.43 $ 21.44 
Apr $15.72 $14.80 $18.40 Apr $18.52 $18.30 $ 21.45 
May $15.23 $13.55 $17.90 May $18.52 $18.35 $ 21.47 
Jun $15.63 $13.24 $17.50 Jun $18.49 $18.15 $ 21.38 
Jul $16.68 $14.45 $18.10 Jul 

  
Aug $17.73 $15.76 $18.90 Aug 

  
Sep $19.00 $17.41 $20.80 Sep 

  
Oct $21.02 $18.54 $22.80 Oct 

  
Nov $20.83 $18.66 $23.80 Nov 

  
Dec $18.47 $18.25 $21.40 Dec       
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Annual $17.43 $16.04 $19.94 Annual $18.42 $18.36 $21.42 
                

Annual 
change 

-$ 0.94 -$ 3.00 -$ 2.17 
Annual 
change 

$ 0.99 $ 2.32 $ 1.47 

% 
change 

-5.1% -15.8% -9.8% 
% 

change 
5.7% 14.4% 7.4% 

  

Table 2: PA Income over Feed Costs  

All Milk 
Price 

Feed 
Cost per 
65 lbs. 
Milk 

Income 
over feed 

cost 

Jan-11 $18.90 $4.93 $ 7.36 
Feb-11 $20.70 $5.26 $ 8.20 
Mar-11 $22.00 $5.20 $ 9.10 
Apr-11 $21.50 $5.40 $ 8.58 
May-11 $22.10 $5.21 $ 9.15 
Jun-11 $22.90 $5.66 $ 9.23 
Jul-11 $23.50 $6.18 $ 9.09 
Aug-11 $24.20 $6.07 $9.66 
Sep-11 $23.80 $5.30 $10.17 
Oct-11 $22.20 $5.48 $8.95 
Nov-11 $22.20 $5.37 $9.06 
Dec-11 $21.40 $5.45 $8.46 
Jan-12 $21.10 $5.39 $8.33 
Feb-12 $19.60 $6.11 $6.63 
Mar-12 $19.00 $6.16 $6.19 
Apr-12 $18.40 $6.02 $5.94 
May-12 $17.90 $5.81 $5.83 
Jun-12 $17.50 $5.37 $6.00 
Jul-12 $18.00 $5.95 $5.75 
Aug-12 $18.90 $6.63 $5.66 
Sep-12 $20.80 $6.01 $7.51 
Oct-12 $22.80 $5.89 $9.01 
Nov-12 $23.80 $6.29 $9.18 

 

Table 3: PA Milk Margin 
All milk 
price per 

cwt. 
Feed cost 
per cwt. 

Milk 
margin per 

cwt. 
Jan-11 $18.90 $7.58 $11.32 
Feb-11 $20.70 $8.09 $12.61 
Mar-11 $22.00 $8.00 $14.00 
Apr-11 $21.50 $8.30 $13.20 
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May-11 $22.10 $8.02 $14.08 
Jun-11 $22.90 $8.70 $14.20 
Jul-11 $23.50 $9.51 $13.99 
Aug-11 $24.20 $9.34 $14.86 
Sep-11 $23.80 $8.15 $15.65 
Oct-11 $22.20 $8.44 $13.76 
Nov-11 $22.20 $8.26 $13.94 
Dec-11 $21.40 $8.38 $13.02 
Jan-12 $21.10 $8.29 $12.81 
Feb-12 $19.60 $9.40 $10.20 
Mar-12 $19.00 $9.47 $9.53 
Apr-12 $18.40 $9.25 $9.15 
May-12 $17.90 $8.93 $8.97 
Jun-12 $17.50 $8.26 $9.24 
Jul-12 $18.00 $9.15 $8.85 
Aug-12 $18.90 $10.19 $8.71 
Sep-12 $20.80 $9.25 $11.55 
Oct-12 $22.80 $8.94 $13.86 
Nov-12 $23.80 $9.68 $14.12 
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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: Number of Dairy Cows 


