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For many of our readers, the events of 2008 recall the 1966 Italian epic spaghetti western film The Good, the Bad and the Ugly.The good was relatively robust milk prices
for much of the year as the 2008 Class lll average was the second highest ever. Also good was the drop in feed prices starting in the middle of the year prompted by the
global economic collapse and the realization that despite delayed plantings in the spring, the U.S.would produce decent if not spectacular 2008 corn and soybean crops.
The bad was the realization that worldwide economic contraction would be far worse than feared and lead to a dramatic retrenchment in demand for a variety of
commodities and raw goods including feed, milk, and other assorted dairy products.The ugly is the situation as it prevails now with milk prices drawing close to $9.00
per hundredweight, the lowest prices seen since 2003.This comes at a time when feed prices have rebounded after their stunning collapse earlier in the year.

The stark reality of what is being billed as the worst economic crisis since the Great Depression is being juxtaposed against a sense of optimism about a new year and a
new incoming White House administration. The bad news from last year including the housing slump, the sub-prime mortgage fiasco, the collapse of some of the most
storied names on Wall Street, Fannie and Freddie, TARP, General Motors, Madoff, etc has been well played out.Talk now centers on if and when the massive stimulative
fiscal and monetary measures implemented by the world governments and central banks will kick-start the global economy. Interestingly, the world equity markets have
stabilized since their lows were established in late November.This should be no surprise as both the stock and commodity markets are seen as leading indicators that are
more focused on what will or could happen as opposed to what has already transpired. This is one of the reasons why the U.S. dollar has rallied in the foreign exchange
markets despite the long-term inflationary impact of the various Federal rescue and bailout efforts. Eventually the still historically low world grain and oilseed stocks and
the inexorable trend to higher meat and dairy consumption in much of the developing world will manifest itself in firmer prices.This will be contingent however, on the
timing of a general macroeconomic recovery both in the U.S.and throughout the globe. One hopes that this happens sooner rather than later.

GRAIN AND COMMODITY Comments

MILK

Long-time observers of the milk and dairy markets state they have never seen conditions
in the industry so depressed. Even for a market that is used to seeing high levels of price
volatility, the fact that block cheese prices would fall from $1.79 per pound to $1.04 in a
mere 24 trading days is just shocking.While it was generally acknowledged that milk prices
would fall from the records seen for both last year and the first half of 2008, the plunge has
been far steeper than even the most pessimistic forecaster would have imagined. Basically
a perfect storm of factors have conspired to send milk prices to their lowest levels in years
highlighted by too high production in an environment where demand has completely
contracted. Though we suspect that some draconian measures are now being imple-
mented to drastically lower production, the fact remains that cow numbers are still within
5,000 of their peak set in July which, in itself, was the highest number of milking animals
since 1996.Actually demand as measured by commercial disappearance had held in pretty
well through October which is the last month that we have statistics for. It is expected
however that forthcoming data will show that consumption of dairy products during the
just passed key holiday period was very poor. Not helping the situation is the fact that
retail prices for such products as cheese, butter,and cream, albeit down from record levels
earlier in the year are still much too high for the majority of consumers who continue to
shun the dairy case.The final haymaker was delivered by a complete cessation of the brisk
export business the U.S. has enjoyed over the past two years. Until recently, milk pricing in
this country was basically an insular affair, dictated primarily by domestic supply-demand
considerations. That has changed with many developing countries seeing their populace
start to consume fresh milk and other manufactured products. The fact that major export-
ers Australia and New Zealand were mired in long-standing drought conditions helped
improve the competitive position of the U.S. aided by the long-term depreciation of the
U.S.dollar.Now as alluded to earlier, the greenback has rebounded in the foreign exchange
markets and the Oceania countries are back on track with their milk production. With
nearby milk futures hovering not that far above the $9.00 level and both cheese and dry
product values below their respective government support levels, there is little if any
downside. On the other hand, similar to other commodities, future price prospects will be
highly influenced by developments in the U.S.and global economy.

FIBERS

This group of products, while being subject to the same outside factors that are impacting
the corn and protein meals, are also being influenced by more local factors, particularly the
depressed price of milk. Despite national 2008 alfalfa production off 1.6% vs. year ago
levels and output in California down 5.4% from 2007 figures, both top quality and dry cow
hay have tumbled close to $100 per ton over the past few months as cash starved
end-users back away from purchases looking for lower priced alternatives.This has clearly
impacted the almond hull market for despite a record 2008 almond crop that turned out to
be 8% higher than year ago production; almond hulls earlier this year were fetching in
excess of $200 per ton. Now prices are $70-75 lower than that as hullers are anxious to
move still large inventories lest values drop even lower. The most curious case involves
cottonseed as prices in excess of $320 per ton are historically high and seem out of line
given alternative ingredients. Still, U.S. cottonseed production last year at 4.628 million tons
is the lowest output since 1986, off 30% vs.2007 output and down 37% from what was seen
two years ago. Estimated California production appears the lowest since the 1940's. It's
probable that cotton will continue to get the short end of the stick as far as plantings go
with net returns per acre far higher for alternative crops.This has to be counterbalanced by
the fact that although difficult, the good levels of protein, effective fiber, and energy in
cottonseed can be substituted for in other, cheaper ingredients. Furthermore, the positive
impact feeding cottonseed has on butterfat levels goes by the wayside with both butterfat
and solid component prices so low.

CORN

In the space of less than five months, corn futures plunged from near $8.00 per bushel to
below $3.00.To put this in perspective, from the late 1950’s to earlier last year, the range in
corn prices was less than this stunning $5.00 collapse. Over the past month corn prices
have recovered over a dollar from earlier losses with the front month contract trading
close to $4.14 per bushel. Recent gains have come on ideas that prices are too cheap to
entice farmers to plant corn later this spring. Another factor is still very high fertilizer costs
that make planting corn far less favorable than seeding other crops such as soybeans.The
stark reality, however, is that demand for corn from all sectors is abysmal and it is difficult
to see how higher prices will improve this situation. The global recession, a higher valued
dollar, and a large amount of feed quality wheat overseas has severely crimped U.S. corn
export sales. Through the beginning of the year, sales of corn to foreign destinations are
running half of the 2.436 billion shipped out last year and USDA which has slashed it's
2008-09 export projection by 300 million bushels from the initial 2.10 billion projection
given in May and seems likely to pare its estimate even more in coming months.
Meanwhile, tumbling crude oil and gasoline prices have collapsed ethanol values and
manufacturers of this renewable fuel are seeing margins deeply in the red as the drop in
the price of their key input is more than offset by plunging revenue streams. As
consequence, the government has reduced its estimate for industrial use of corn for the
first time in years, projected demand for ethanol may fall short of production. Finally,
imploded housing values, a battered stock market,and mounting job losses result in lower
personal income levels and this has translated into reduced demand for red meat, poultry,
and dairy products. Hence, margins for producing milk, beef, pork, and broilers have
contracted and this has pared corn feed demand. The net effect has been to increase
ending corn stocks for this season to much more comfortable levels and greater supplies
now mean diminished need for higher acreage in the coming season.

PROTEIN MEALS

Though succumbing to the selling pressure that has afflicted the other members of the
agricultural complex, protein meals and oilseeds have held in comparatively better than
wheat or the course grains. This is based on a number of factors not the least of which is
that Argentina and Brazil will probably produce far less soybeans than had been expected
earlier in the season. Note that South American soy production accounts for a much larger
share of world supplies than corn and a shortfall in that part of the globe means greater
demand for U.S. product. Export sales of soybeans and products have actually been quite
good helped by robust demand from China.There has also been some support stemming
from ideas that the recent rally in corn and a modest decline in fertilizer costs may result in
some prospective U.S. acreage being switched from soybeans to corn. For both soybean
meal and canola meal, local values have also been buoyed by a number of logistical issues
that tend to occur this time of year.Wintry weather in much of Canada and the Midwest has
resulted in reduced run-times for processors limiting supplies. Also rail shipments have
been delayed linked to bad travel conditions and lack of cars.

Similar to other feed ingredients, prices for the coming months will be contingent on the
final production numbers from South America, the acreage mix for the various crops, early
season growing conditions, and of course general economic conditions.The protein meals
will also be impacted by the energy markets as falling crude oil has dragged down
vegetable oil prices resulting in a lower processing rate which tightens supplies of the
other product of the oilseed crush-protein meals. Consider also that the falling ethanol
prices have resulted in lower production of that fuel which will limit the increase in distill-
ers grain production. For beef and dairy producers, falling supplies of this ethanol
co-product could ostensibly increase demand for high protein meals such as soy and
canola.

SALES & NUTRITION TEANM

Cory Anderson............. 559.280.1365 Daniel Martin............ 559.280.7020  Carl Santos.....cccceeeevnnnnns 559.802.2375
W E ST E I'{ N M I L LI NG Pete Bekendam............ 909.214.9095 Frank Martin............. 559.280.8061 Joe SantosS....ccvevviiiininnnnn. 559.280.3484
- Bob Berczynski............ 559.280.2730 Bill Maxson................ 909.225.0977  Ken Schilz.....ccoeevieeiiiinni. 602.538.6097
U UALITY FEEDS Joel Karlin........co.oounee. 559.824.0313 Paul Maxson.............. 559.280.8001 Joe Terrible..cocoeeveineinnnl. 559.731.2358

P.O. BOX 1029 - 31120 WEST STREET . )
GOSHEN, CALIFORNIA 93227 Richard Kerr.....cccooees 559.280.8004 Jerry Murphy............. 602.684.6381 Chad Pinter....ccccooevennenn. 559.804.6605
Phone: 559.302.1000 Fax: 559.651.0246 Mark Lambert.............. 559.280.8003 Claudio Ribeiro......... 559.679.8740 Richard Van Leeuwen.....602.885.8517

www.westernmilling.com



