Dairy Margin Watch: January @ CIH

Dairy margins continued to deteriorate through the second half of January as milk prices declined further while projected feed costs held steady.
USDA's December Milk Production report reflected a continued build in milk output, while the Cold Storage report showed increased inventories.
U.S. milk production in December totaled 18.934 billion pounds, up 0.8% from a year ago with the total milking herd at 9.4 million head. This
was down 8,000 head from November but 27,000 above a year ago. Productivity also increased, with milk per cow at 2,014 pounds up 9 Ibs.
from December 2021 which contributed to the increased milk production. Natural cheese inventories in cold storage at the end of December
totaled 1.445 billion pounds which was up 1% from November and 0.2% from the previous year to a new high for the month of December.
American cheese inventories of 825 million pounds were down 2.1% from the previous December while other cheese inventories of 596 million
pounds were up 3.3% year-over-year setting a new December record. Butter inventories of 216.3 million pounds were up 9% from a year ago as
grocers stopped buying after holiday orders were filled while exports were deterred by high prices. USDA also released the January semi-
annual Cattle Inventory report which showed 2.77 million dairy heifers expected to calve and enter the milking herd this year. That figure is down
2% from 2022 and the smallest heifer inventory since 2004. The report also showed fewer than 29 million beef cows as of January 1, the lowest
figure since 1963. There are also fewer beef heifers and cows to rebuild the herd, which will lead to a tighter cattle market over the next 2 years.
Our clients are continuing to monitor opportunities in deferred periods to add new margin coverage.
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3rd Qtr'23 [ ] 2022 [] 2023 Q3 2023: HIGH $3.39 LOW $2.26 LAST $2.28 10YR PERCENTILE 44.0%
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4th Qtr'23 [ ]2022 []2023 Q4 2023: HIGH $3.47 LOW $2.66 LAST $2.66 10YR PERCENTILE 53.4%
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The Dairy Margin calculation assumes, using a feed price correlation model, that for a typical dairy 62.4 Ibs of corn (or equivalent) and 7.34 Ibs
of meal (or equivalent) are required to produce 100 Ibs of milk (includes dry cows, excludes heifers not yet fresh). Additional assumed costs
include $0.90/cwt for other, non-correlating feeds, $1.65/cwt for corn and meal basis, and $8.00/cwt for non-feed expenses. Milk basis is
$0.75/cwt and non-milk revenue is $1.00/cwt.

The information contained in this publication is taken from sources believed to be reliable, but is not guaranteed by Commodity & Ingredient Hedging, LLC, nor
any affiliates, as to accuracy or completeness, and is intended for purposes of information and education only. Nothing therein should be considered as a
solicitation to trade commodities or a trade recommendation by Commodity & Ingredient Hedging, LLC. All references to market conditions are current as of the
date of the presentation. Futures and options trading involves the risk of loss. Past performance is not indicative of future results. Please visit
www.cihmarginwatch.com to subscribe to the CIH Margin Watch report.
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