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Profit Outlook for 2008

Kevin C. Dhuyvetter – 785.532.3527 – kcd@ksu.edu
Department of Agricultural Economics
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A look back before looking forward…

• Milk market

• Feed prices

• Ethanol situation
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Monthly Class III Announced Price
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Milk market has been on a wild ride…

$10.92 in July 2006

$21.38 in July 2007
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Monthly Nearby Corn Futures Prices
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Corn prices on the same wild ride…

$1.93 in Nov 2005

$4.11 in Feb 2007
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Monthly Nearby Soybean Meal Futures Price
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SBM prices also increased sharply…

$161 in Sep 2006

$262 in Sep 2007
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Alfalfa (avg = $84.91) Other Hay (avg = $62.15)

Kansas Monthly Hay Prices
Source: Kansas Agricultural Statistics

It’s not just grain prices…
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Annual Ethanol Production and Corn Used for Ethanol
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Ethanol has increased the demand for corn…

USDA is projecting 3.2 billion bushels of 
corn in 2007/08 marketing year (equates 
to over 9.5 bgy in 2008 calendar year)
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Existing and new ethanol plants 
Source: Renewable Fuels Association (RFA)

Current ethanol plant capacity:  132 plants, 6.93 billion gallons/year

Expansion and new construction plant capacity, 80 plants, 6.48 billion gallons/year

10/9/07 – 202 plants / capacity of 13.45 bgy
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% of Acres Needed for Ethanol Production* 
Source:  USDA NASS and KSU

Ethanol expansion is going to create some interesting dynamics…

* Based on 2002-06 avg yield and 2007 acres
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Ethanol Profitability…

If mothballing costs are high, effective breakeven prices are higher
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Harvest (CBT-Z) futures for corn, 1982-2010
harvest in October; 07-10 based on futures prices 11/09/2007

07-10 average is 75% above 82-06 average

82-06 average

Feed prices will be high for awhile…
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Harvest (KBT-N) futures for hard red winter wheat, 1982-2009
harvest in June; 07-09 based on futures prices 11/09/2007

07-09 average is 85% above 82-06 average

82-06 average

Feed prices will be high for awhile…
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Harvest (CBT-X) futures for soybeans, 1982-2009
harvest in October; 07-09 based on futures prices 11/09/2007

07-09 average is 69% above 82-06 average

82-06 average

Feed prices will be high for awhile…
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Harvest (CBT-Z) futures for soybean meal, 1982-2009
harvest in November; 07-09 based on futures prices 11/09/2007

07-09 average is 40% above 82-06 average

82-06 average

Feed prices will be high for awhile…
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Outlook for 2008 assumptions…

• Milk prices based on futures market adjusted for 
basis (plus assumed a premium of ~$1.10/cwt)

• Feed prices based on corn and SBM futures 
adjusted for basis

• Costs based on KSU budgets and adjusted where 
appropriate (based on economic costs not cash flow)

• Production based on 2008 projected value of 
22,500 (2006 values range considerably for IA,MN,SD)

• Interest rate of 8.25%, 50% equity (total investment in 
buildings and equipment of $3,750/lactating cow)
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Monthly Class III Announced Price
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Actual Forecast

Milk prices expected to soften…
Forecast is 11/09/07 closing futures prices
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Annual Class III Announced Price
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Milk prices still strong historically…
Forecast is 11/09/07 closing futures prices
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Seasonal index (97-06)

2008 Futures, 11/09/07

Historical Milk Prices in Kansas vs. 2008 Futures

2008 price seasonality…
Forecast is 11/09/07 closing futures prices
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Average Annual Basis (2007 is Jan-Jul)
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Historical basis is highly variable…

IA/MN/KS/NE Basis (Class III price less Mailbox price)
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2004-2006 Average Basis -- IA/MN/KS/NE
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Basis forecast using 3-year average…

Simple avg = $0.37/cwt
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2008 Futures Price and Predicted Cash Price
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Forecasted cash price for NW States…
Futures is 11/09/07 closing futures prices
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Monthly Nearby Corn Futures Prices
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Actual Forecast

Feed prices not backing down…
Forecast is 11/09/07 closing futures prices
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Average Nearby Corn Futures Price
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Corn prices expected to strengthen…
Forecast is 11/09/07 closing futures prices
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Monthly Nearby Soybean Meal Futures Price

50

100

150

200

250

300

350

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

SB
M

 p
ric

e,
 $

/to
n

Actual Forecast

Feed prices not backing down…
Forecast is 11/09/07 closing futures prices
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Average Nearby Soybean Meal Futures Price
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SBM prices expected to strengthen…
Forecast is 11/09/07 closing futures prices
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Feed Cost per Cwt of Milk Produced
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Feed costs per cwt of milk…
Based on 11/09/07 closing futures prices for corn and SBM and adjusting for basis

27

Projected Costs and Returns for Midwest Dairy in 2008

PRODUCTION LEVEL Cashflow Economic Cashflow Economic
Total pounds milk sold/cow/year 22,500 22,500 22,500 22,500
Daily milk production, lbs. 72.1 72.1 72.1 72.1

RETURNS $ per cow $ per cwt
Milk Sales $3,983 $3,983 $17.70 $17.70
Other Income 519 519 $2.30 $2.30

A. GROSS RETURNS $4,501 $4,501 $20.00 $20.00
VARIABLE COSTS

Feed $1,703 $1,703 $7.57 $7.57
Other operating 805 885 3.58 3.93
Labor 348 348 1.54 1.54
Replacements and breeding charge 755 989 3.36 4.40
Facilties and equipment 221 390 0.98 1.73

TOTAL COSTS $3,832 $4,315 $17.03 $19.18

RETURNS OVER TOTAL COSTS $669 $186 $2.97 $0.83
BREAKEVEN MILK PRICE, $/cwt $14.73 $16.87 $14.73 $16.87
ASSET TURNOVER 80.7% 80.7%
NET RETURN ON ASSETS 11.29% 11.29%
RETURN ON EQUITY 14.62% 14.62%

In spite of high feed costs, 2008 has potential…
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2008 has potential, but…

• Margins are positive, but they are relatively tight 
so it is important to recognize where your major 
risks are

• Risk of market prices is always important
– Milk price
– Feed costs

• Production risk
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Figure 1. Sensitivity of Return on Assets to Milk Production & Milk Price

Region/year => Midwest (2008)

Milk Average Milk Price, $/cwt

production $15.07 $15.57 $16.07 $16.57 $17.07 $17.57 $18.07

64.6 0.75% 2.56% 4.36% 6.17% 7.98% 9.78% 11.59%

67.1 2.25% 4.12% 6.00% 7.88% 9.75% 11.63% 13.51%

69.6 3.74% 5.69% 7.63% 9.58% 11.53% 13.48% 15.42%

72.1 5.24% 7.25% 9.27% 11.29% 13.30% 15.32% 17.34%

74.6 6.73% 8.82% 10.91% 12.99% 15.08% 17.17% 19.25%

77.1 8.23% 10.38% 12.54% 14.70% 16.85% 19.01% 21.17%

79.6 9.72% 11.95% 14.18% 16.40% 18.63% 20.86% 23.08%

Production and milk price risk…

ROA is positive everywhere, but anytime it is below the  interest 
rate this could lead to cashflow concerns (depending on equity 
position).
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Figure 2. Sensitivity of Return over Total Cost/Cow to Milk Production & Milk Price

Region/year => Midwest (2008)

Milk Average Milk Price, $/cwt

production $15.07 $15.57 $16.07 $16.57 $17.07 $17.57 $18.07

64.6 -$397.44 -$296.64 -$195.85 -$95.06 $5.73 $106.52 $207.31

67.1 -$315.51 -$210.82 -$106.12 -$1.43 $103.27 $207.96 $312.65

69.6 -$233.59 -$124.99 -$16.39 $92.20 $200.80 $309.40 $418.00

72.1 -$151.66 -$39.16 $73.34 $185.84 $298.34 $410.84 $523.34

74.6 -$69.74 $46.66 $163.07 $279.47 $395.87 $512.28 $628.68

77.1 $12.19 $132.49 $252.80 $373.10 $493.41 $613.71 $734.02

79.6 $94.11 $218.32 $342.53 $466.74 $590.95 $715.15 $839.36

Production and milk price risk…

Economic returns per cow start going negative with fairly small 
drops in prices, or as production declines.
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Figure 2. Sensitivity of Return over Total Cost/Cow to Milk Production & Milk Price
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Production and milk price risk…

66.9 lbs @ $17.57 = 72.4 lbs @ 
$16.50 Focus your efforts 
on what you can best manage.
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Figure 3. Sensitivity of Return over Total Cost/Cow to Milk Production & Feed Price

Region/year => Midwest (2008)

Milk Average Lactating Cow Feed Price, $/cwt*

production $9.63 $9.88 $10.13 $10.38 $10.63 $10.88 $11.13

64.6 $24.91 -$15.08 -$55.07 -$95.06 -$135.05 -$175.04 -$215.03

67.1 $121.25 $80.36 $39.47 -$1.43 -$42.32 -$83.22 -$124.11

69.6 $217.60 $175.80 $134.00 $92.20 $50.41 $8.61 -$33.19

72.1 $313.94 $271.24 $228.54 $185.84 $143.14 $100.44 $57.74

74.6 $410.28 $366.68 $323.07 $279.47 $235.87 $192.26 $148.66

77.1 $506.62 $462.12 $417.61 $373.10 $328.60 $284.09 $239.58

79.6 $602.96 $557.55 $512.15 $466.74 $421.33 $375.92 $330.51
* Feed prices for dry cow diets and heifer pre-calving diets change proprionately.

Production and feed cost risk…

Higher feed prices are not devastating so long as production 
remains high.
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Monthly Class III Milk and Nearby Corn Futures Prices

6

8

10

12

14

16

18

20

22

24

19
90

19
91

19
92

19
93

19
94

19
95

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

M
ilk

 p
ric

e,
 $

/c
w

t

1

1.5

2

2.5

3

3.5

4

4.5

5

5.5

C
or

n 
pr

ic
e,

 $
/b

u

1

Monthly Class III Milk and Nearby Soybean Meal Futures Prices
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Input and output price relationships…

While these relationships are positive (i.e., prices tend to move in the 
same direction), they are not particularly strong.  Thus, be careful 
locking in one price and not the other…

Correlation between:
Corn & milk prices = 0.317;  SBM & milk prices = 0.317;  Corn & SBM prices = 0.622

34

World Dairy Cow Inventory
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Location of world’s dairy cows…

Source:  USDA Foreign Agricultural Service (FSA)
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Location of world’s milk production…

World Milk Production

0%

5%

10%

15%

20%

25%

30%

35%

40%

Arg
entin

a
Austra

lia
Bra

zil
Canad

a
China
EU-25
India
Ja

pa
n

Mex
ico

New Zeala
nd

Russia
n Fed

.
Ukrai

ne

Unite
d S

tat
es

ROW

Pe
rc

en
t o

f T
ot

al

1999 (380,277 1000 MT)

2007 (434,616 1000 MT)

Source:  USDA Foreign Agricultural Service (FSA) 36

World Dairy Productivity
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Summary…

• Based on current futures market prices
– Milk prices in 2008 will be lower than last year
– Feed prices in 2008 will be higher than last year

• Profit outlook is positive assuming you are getting 
average or better production and capturing 
economies of size regarding overhead costs

• Price risk will likely be a major factor in 2008, 
especially on the feed price side

Feedstuffs, October 22, 2007

38

Summary…

• Based on current futures market prices
– Milk prices in 2008 will be lower than last year
– Feed prices in 2008 will be higher than last year

• Profit outlook is positive assuming you are getting 
average or better production and capturing 
economies of size regarding overhead costs

• Price risk will likely be a major factor in 2008, 
especially on the feed price side

• Strong prices globally will lead to production 
changes pressuring milk prices longer-term
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Questions? 
Kevin C. Dhuyvetter
785-532-3527
kcd@ksu.edu


