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Events during the month of September have shaken the global financial world to its very core, precipitating what many are calling the largest economic crisis since the
Great Depression. In sum, the worst housing slump in decades has caused a huge spike in the mortgage default rate. This in turn has imploded the market for all the
repackaged mortgage backed securities being held by some of the largest financial firms in the world. As the value of these securities tumbled, those firms which owned
an enormous amount of this paper realized huge dollar losses as these instruments were brought to the market.The list of companies caught up in this disaster reads like
aWho's Who of the investment and banking community.The net result has been financial panic with global stock and commodity markets crashing amid a massive flight
of capital into what is preceived as the safest of investments, U.S. Treasury debt, especially shorter dated maturities, and to a less extent gold. The most devastating
development has been the complete collapse of credit as lending institutions pull in their horns. As consequence, the Federal government is trying to put together a
massive bailout project, in excess of $700 billion, or 6% of national GDP to help thousands of financial firms clean up their balance sheets.In order to further assuage the
finacial markets, world central banks have pumped billions into the banking system to help improve liquidity. Readers of this have many questions about how such a
fiasco transpired, what can be done, and how to ensure that such a meltdown not happen again. As for the impact on feed and dairy prices, they along with most other
commodity markets have posted steep declines for a variety of reasons. First off is the so called “demand destruction” where a deepening global recession suppresses
demand for meat and dairy and the feeds needed to generate their production. Adding to the selling pressure, especially for the grain and oilseeds complex has been
massive liquidation of long futures positions by the managed money funds as they conserve cash and head to the sidelines. Where values ultimately bottom is at this
point unknown. Suffice to say, until the global financial markets show some signs of stabilization the path of least resistance appears lower. When some semblance of
normality does return, it should be recognized fairly soon that both the feed and dairy markets potentially have some compelling bullish fundamentals. World grain and
oilseed stocks remain at critically low levels despite record production this past year. Furthermore, while the U.S.economic weakness has spilled over into areas of Europe
and Asia, many of the world’s fastest growing economies continue to chug along. This should translate into continued demand for a variety of agricultural products
including meat, dairy, and feed. Finally we hope that key policymakers and regulators will react to the current crisis with wisdom, courage, and conviction to help right

the ship.

GRAIN AND COMMODITY Comments

MILK

After holding at record levels for the first half of the year, the bottom has dropped out for
milk prices with values off $5-6.00 per cwt.since the middle of June.There are a number of
reasons why this has happened including the very profitable prices for the past 18 months
that led to a huge increase in cow numbers.In addition, despite very spotty forage quality
and record high concentrate values, milk per cow numbers have held in surprisingly well.
Due to reduced output in Australia, New Zealand, and the European Union in recent years,
all major milk producers, these countries have seen their export volumes of cheese, butter,
and various milk powders decline. This slack has been taken up by the U.S.as our products
have helped fill the void. Accentuating this trend has been rising demand from a number
of fast growing developing countries that are seeing big increases in the consumption of
dairy products. Also, the six year slide in the foreign exchange value of the U.S. dollar has
enhanced our competitiveness in the export markets. Now the EU and Oceania have seen
milk production increase as they are now competing more aggressively in the global
markets and the three month rally of the greenback has also played into this situation.
Though the developing world economies continue to exhibit strong growth, there has
been some curtailment of demand with the resultant higher dairy prices. Finally, the
imploding U.S. economy and sharply higher food prices are delivering a one-two body
punch to domestic demand for dairy. This could not come at a more critical time, heading
into the key fourth quarter holiday period when a disproportionate amount of cream,
cheese, and butter are consumed. Economists are already forecasting a very weak Christ-
mas season and word continues to filter out with regard to declining restaurant traffic. All
of these factors have no doubt contributed to the collapse in milk and dairy product
values.

Going forward, the milk and dairy markets face an uncertain future. Though producers
have benefited from the mentioned decline in feed prices, this has not been nearly enough
to offset the pain from the tumble in milk prices. This is linked to the fact that the feed
needed to supply a cow’s maintenance requirements decline as a percentage of total feed
intake as milk production increases. With many operators at or below the costs of produc-
tion we should see an increase in the cull and a more forage intensive ration being fed.This
will ultimately reduce milk production and help firm up prices. More helpful would be a
restoration of public confidence in the nation’s economy as that would contribute to
increased consumption of key dairy products. It is also hoped that the dramatic drop in
wholesale prices will work their way over to the supermarket aisles and help reduce retail
dairy prices which have jumped by the steepest amount in over 17 years.

PROTEIN MEALS

Despite 2008 soybean production that will be lower than estimated usage, both soybean
meal and canola meal prices have been in full scale retreat over the past three months.This
is based on declining protein meal demand as pork and poultry production is scaled back
and beef and dairy cattle consume more distillers’grain.In September, the USDA estimated
this year’s soybean crop at 2.934 billion bushels with a yield of 40.0 bushels per acre, down
from the September estimate of 40.5 bushels per acre. Similar to corn, the growing season
for soybeans has been less than auspicious with a cold wet spring delaying both plantings
and emergence and then much of the Midwest seeing a very dry August with heavy rains
and winds from Hurricanes lke and Gustav inflicting further damage in September.Despite
expectations of fewer bushels, this market has been pressured by more macro factors such
as commodity fund liquidation, ideas that a weakening global economy will pare demand
for feed, and increased production from South America easing the supply situation.On a
per unit of protein basis, canola meal prices have fallen even more than soybean meal.One
main reason is a huge rebound in Canadian canola production this year with output seen
at least 11.0 million metric tons and perhaps up to 12.0 million vs. year ago production of
9.529 million. Prices for these products at least in the short-term will be guided by action in
the outside markets. Longer-term, values will be dictated by animal protein demand,
vegetable oil consumption for both food, and industrial purposes, and how much planted
area soybeans lose corn to next year.

CORN

At the beginning of July corn futures were close to $8.00 per bushel and now at the
beginning of October they are below $5.00.This is a stunning 37% drop in mere three
months spurred in part by ideas that while 2008 U.S. corn production may be less than
anticipated earlier in the year, the decline in the quantity of bushels demanded will be
even greater. In September, the USDA estimated this year’s corn crop at 12.072 billion
bushels based on a yield of 152.3 bushels per acre. This was down from the 155.0 yield
estimate given in August but a very wet and cold spring followed up by dry August
through much of the Midwest hampered production potential. The crop is developing late
so subsequent crop reports may lower the size of the crop but demand this year is also
seen down vs.year ago levels. Feed usage is seen lower with reduced red meat and poultry
production while increased world wheat supplies and a rebound in foreign corn output
will result in a sharp drop in U.S. corn exports for the coming year.The USDA is projecting
that corn demand by the ethanol industry will be 4.1 billion bushels for the 2008-09
season, a substantial 37% rise from the past season. Given the poor profitability of the
industry right now, the fact that plant capacity utilization rates are trending lower, a
number of facilities are being delayed or never getting off the ground, and the issue of
mandates looking to be taken up again in Washington many suspect the usage will fall
well short of this projection. As noted in the overview, the action of the outside markets
will continue to trump the fundamentals which at current price levels may be seen as
supportive. That is domestic and world stocks of corn remain very tight amid growing
demand for feed grains. Forward corn prices will also have to remain enticing enough for
producers to expand acreage next year which will be needed to accommodate at least
another forecasted increase in ethanol production. With farmers unwilling to sell after a
$3.00 per bushel break in prices, basis levels will remain firm and many analysts suspect
futures will also appreciate to some extent after the harvest concludes.

COMMENTS ON FINANCIAL SITUATION

We continue to note that the fundamentals for a variety of commodities including feed and
dairy are being shunted aside with more influence seen from the “outside markets” By this
we mean the impact of the stock market, the foreign exchange value of the U.S.dollar, gold,
and crude oil. The stock market has taken a huge beating including the single largest one
day slide measured in points ever. With equity being drained from stock portfolios at an
alarming rate this makes people, already reeling from the slide in the value of their homes,
feel poorer and this cannot help buying power. The U.S. dollar has worked higher and is
trading at its loftiest levels vs. European currencies in more than a year. Technically the
greenback looks strong and the mere fact it has been able to hold in during this crisis is even
more remarkable. The main impetus for the dollar’s upward ascent is ideas that the U.S.was
the first economic power to fall into recession and it will be the first to emerge.Keep in mind
a higher valued dollar makes our goods more expensive overseas which will suppress both
feed and dairy exports. Gold has had a very volatile period., coming off the all-time highs
scored earlier in the year in excess of $1000 per ounce helped by the depreciation of the
dollar and rising industrial demand. Now that the dollar has staged a remarkable reversal
from post-war lows, gold’s allure has been tarnished.Some support has been seen from the
yellow metal’s reputation as being a safe haven for funds in times of turmoil and we
certainly have been in tumultuous times. If the dollar continues to firm as we suspect it will,
that should weigh on the value of gold and many other commaodities. Finally, crude oil has
reversed course by 180 degrees, tumbling as much as 39% from the $147 per barrel peak
seen earlier this year.This lends credence to the old adage that the best cure for high prices
is high prices as production will be increased and demand will be rationed back. That is
exactly what is happening with both domestic and overseas consumption of various energy
products off sharply and even lower prices will not help bring that back which is the so
called “demand destruction” we had referenced earlier.
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