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USDA LOOKS FOR MORE SOYBEANS, LESS CORN FOR 2008

Volatility continues to be the name of the game for many commodities, milk and feed included. Readers of this publication are aware that over the past
year, many markets including milk, corn, protein meals, cottonseed, and a whole host of other products have moved to record highs.The reasons behind
this are myriad, but include stagnant global production of course grains and oilseeds in the face of increased demand over the past two decades, rising
income growth in many developing nations such as China and India that has translated into increased demand for meat and dairy protein, and more
recently, the greater production of renewable fuels. Since the beginning of the year, the appreciation in commodity prices has accelerated with many
markets climbing at a near vertical pace.This surge has been spawned by massive buying by the managed money funds as they seek higher returns and
look to diversify away from the more traditional credit and equity markets. Accentuating this trend has been the fervent easing of monetary policy by the
Federal Reserve Board to combat the worsening credit crisis, and this has sent the foreign exchange value of the U.S. dollar to record lows. Since almost
all commodities are measured in dollars, these markets have to move higher in order to retain their value in real exchange terms.

Going forward, in addition to the influence of the outside markets and fund participation, milk and feed ingredient values will be determined by the
outlook for crop production in the northern hemisphere as the growing season is just about to start. Along those lines, the USDA did release a couple of
major reports this week including the prospective plantings report.This is a farmer based survey that asks 86,000 producers what they intend to plant for
the coming year and gives the markets a first sense of how many bushels of corn, soybeans, and other grains will be produced for the upcoming season.
We look at the individual commodities in more detail below but the prospective plantings report does indicate a reversal from last year, as corn acreage
is seen down 7.6 million acres from a year ago while prospective soybean seedings are pegged 11.2 million acres higher. Though new crop corn and
soybeans were both record high, this year soybeans will apparently take acreage away from corn. This is linked to more favorable relative prices for
soybeans, the high input costs for corn, and a desire among some producers to return to a more traditional crop rotation. Of course Mother Nature will
have a large say in what actually gets put in the ground and ultimately weather, will also undoubtedly increase the volatility over the next year.

GRAIN AND COMMODITY Comments

MILK

Despite some trepidation among producers that milk prices would recede sharply from the record
prices posted in 2007, values have held in quite well with many of the 2008 futures contracts
recently establishing new highs. Ironically, part of this is linked to the rise in corn and other feed
ingredients with sentiment being that escalating feed costs will prompt producers to feed a less
expensive, less productive ration and this will lower milk per cow. Furthermore, rising feed and
other expenditures have dramatically hiked the costs of production where total costs are now
estimated at close to $17.00 per hundredweight.This has accelerated the culling of cows along with
the recent decision by some cooperative and creameries in the state of California to impose
mandatory caps on production. Adding to the positive tone is the growing realization that the
export markets are important to the U.S. dairy industry and the trends here are quite favorable. It
was reported that U.S. dairy exports grew by 24% in volume terms and 59% in value terms last year
and accounting for at least 11% of total domestic milk production. Factors behind this are some
already discussed, including the drop in the dollar’s value which makes our exports more
competitive internationally and the growth in demand for dairy products overseas, particularly in
some of the fast developing nations of the globe. Add to this the fact that production in some of the
other major dairy exporting blocs such as the European Union and Oceana (Australia and New
Zealand) has been slow to rebound.

There are some clouds on the horizon however, foremost being that the U.S. milk cow inventory is
at its highest level in 14 years and this can more than offset a decline in milk per cow figures.
Though culling has increased, there is a large contingent of replacement heifers ready to take their
place. Also the dry products, non fat dry milk and whey, have come down dramatically from the
record highs hit last year and they are no longer giving the upward impetus to milk prices that was
seen in 2007. Questions abound about the demand side of the equation, especially with talk that
the U.S.economy is now in or is headed toward a recession. Such conditions would not be good for
consumption of dairy products especially with so much butter, cheese, and milk consumed in away
from the home establishments, as restaurant traffic is projected to be lower. Finally, human nature
being what it is, with the higher milk prices and the possibility of lower feed prices down the road,
if the U.S. produces good crops this fall, milk production may not be ratcheted back by as much as
the markets are projecting and that could result in a correction in milk values from levels that are
projected to be $18.00 for the second half of the year.

SOYBEAN MEAL

Prices have eased over the past month linked to the start of the South American harvest and indica-
tions that farmers would plant quite a bit more soybeans in the U.S.than a year ago.True enough
the USDA did report that producers intend to plant 74.8 million acres of soybeans in 2008, up 18%
from the prior year and just below the record seedings in 2006. Many Midwest farmers that had
expanded their corn acreage over the past two years were responding to the record high soybean
prices, the high price of nitrogen fertilizer needed for corn,and a desire to bring soybeans back into
their normal crop rotation. If weather in the Corn Belt continues its current wet and cold pattern,
some intended corn acreage may not get in the ground, and that could result in even greater 2008
U.S. soybean acreage. Adding to the bearish tenor is the fact that South America has a decent
soybean crop this year and increasingly they will be supplying the export market. Supportive
factors for soybean meal include a farmers strike in Argentina that has kicked some late season
export demand back to the U.S., very large hog and poultry inventories that continue to consume
both corn and soybean meal at much higher levels than had been projected, and a need for
soybean prices to retain some value in order to entice South American farmers to plant more
soybeans for next year.

ALMOND HULLS

Old crop Hulls have come off $7-$10 the last couple weeks of March, mainly due to the fact that the
Huller is putting pressure on the broker/reseller to get “caught up” and move their contracted
tonnage. In spite of the recent down turn in the old crop (trading in the $172-$175 del HTV) new
crop remains stout (trading in the $179-$182 del HTV). The month of March brought perfect
weather for the almond bloom, the cool nights and highs in the low to mid 70s were ideal for the
bees during pollination. A few dates to keep in mind: May 1st we have the almond acreage report
coming out. Rumor has it there will be an additional 40,000 to 50,000 new acres coming into
production this year. The next important date is May 9th; this is the day that the Almond Board
comes out with their subjective forecast for next year’s crop. Even with the additonal new acres and
the ideal weather during pollination, analysts are predicting the same size crop statewide as this
past year (1.3B meat pounds, & 1.3M tons of hulls). It appears that this size crop is needed in order
to meet the demand for a“cheap”fiber feed.

WHOLE COTTONSEED

Continually declining inclusion rates (most specifically in the Western states) have finally begun to
take their toll on price, as prices have come off $5-10 past 2 weeks. Generally speaking, however,
prices are still very very stout, led by bids at the Texas and MidSouth crush facilities. Extremely strong
oil values have continued to drive crush economics. Cottonseed stocks at oil mills at the end of Feb
totaled 1.671million tons, and were above the 5 yr average for this time of year by more than 100
thousand tons.The net value of cottonseed for crush has actually declined by $3-4/ton the past two
weeks, but there is still a dramatic incentive to crush.

A relatively small amount of new crop material has traded, and values have actually declined a bit
from earlier trading levels. At this writing, OND offers are in the high $350’s delivered and '08-'09
Clock offers at in the $370-375 range delivered.

The March 31 USDA prospective plantings report has pegged U.S. planting intentions at 9.39 myn
acres, a reduction of 1.44myn from last year. With the recent decline of lint cotton futures, and the
rather strong values for competing crops, it is difficult to think that even in a best case scenario we
will find many more acres to plant to cotton this upcoming crop year.

CORN

This market remains close to the all-time highs established last month and it appears that values will
stay at lofty levels until it can be ascertained that the U.S. will produce a good crop for 2008. As noted,
the USDA reported that farmers intend to plant 86.0 million acres of corn, down 8% from last year
when the largest amount of corn was seeded since 1944.Though this level of plantings is historically
high, it is unlikely to generate enough production to offset projected demand for the coming year
resulting in lower corn stocks for the 2008-09 season. In addition to the prospective planting
numbers, the quarterly grain stocks report was also released, and that showed supplies about 200
million bushels less than anticipated.This implies that feed demand in the Dec-Feb period was quite
a bit higher than projected quite an accomplishment given the record corn prices and waning
profitability in all animal sectors. Add to this the increased demand for corn from the ever expanding
ethanol industry and record exports helped by the depreciated U.S. currency. Going forward, the
function of the market may be to have prices rally in order to stimulate more corn plantings for the
coming season and to ration demand. Though the growing season is just commencing, Midwest
weather remains cold and wet and this has thwarted any early planting progress.Should such condi-
tions persist, it will necessitate even more weather premium being added to prices for a market that
is already on pins and needles about the upcoming year.
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