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The good news: prices of most feeds have fallen from their highs of last summer. The
bad news: milk prices have fallen much faster than feed prices. The result: the worse economic
situation in the U.S. dairy industry ever

As usual in this column, I used the software SESAME™ that we developed at Ohio State
to price the important nutrients in dairy rations to estimate break-even prices of all major
commaodities traded in Ohio, and to identify feedstuffs that currently are significantly
underpriced. Price estimates of net energy lactation (NEI, $/Mcal), metabolizable protein (MP,
$/Ib — MP is the sum of the digestible microbial protein and digestible rumen-undegradable
protein of a feed), non-effective NDF (ne-NDF, $/Ib), and effective NDF (e-NDF, $/Ib) are
reported in Table 1. Compared to January 2009, the cost per unit of net energy is down (-
1.5¢/1b), MP is up (+9 ¢/Ib), ne-NDF is up (2¢/Ib), while e-NDF is slightly down (-0.3¢/Ib).
Compared to historical averages (i.e., since January 2005), NE, is now priced below average
(10¢/1b). For MP, these figures stand at a premium of about 22¢/Ib, or a 110 % premium over
the 4 year average. Thus, although dietary energy has been traded at a very high premium last
year, the drop in corn and “energy” feed prices last fall has resulted in a somewhat “discounted”
energy prices in February. Over the last 20 years, dietary energy (NE.) has been priced at about
5¢/Mcal. Thus, the current dietary energy cost is still above the long-run average. The cost of
ne-NDF is currently discounted by the markets (i.e., feeds with a significant content of non
effective NDF are price discounted), but the discount is at about the four year average.
Meanwhile, unit costs of e-NDF are historically high, with a premium of about 3 ¢/Ib over the 4-
year average. Home-grown forages can be inexpensive sources of this important nutrient.
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Based on mid February wholesale prices, central Ohio, feed commodities can be
partitioned into the three following groups.

Bargains At Breakeven Overpriced

Blood meal Alfalfa hay Bakery byproducts

Brewers grains, wet Citrus pulp Beet pulp

Corn, ground, shelled Corn silage Canola meal

Distillers dried grains 41% Cottonseed meal Fish meal

Feather meal Whole cottonseed Gluten meal

Gluten feed 48% soybean meal Meat meal

Hominy Tallow Molasses

Soybean meal — expeller Wheat bran 44% soybean meal
Wheat middlings Soybean hulls

Roasted soybeans

As usual, I must remind the readers that these results do not mean that you can formulate
a balanced diet using only feeds in the bargain column. Feeds in the “bargains” column offer
savings opportunity and their usage should be maximized within the limits of a properly
balanced diet. In addition, prices within a commodity type can vary considerably because of
quality differences as well as non-nutritional value added by some suppliers in the form of
nutritional services, blending, terms of credit, etc. In addition, there are reasons that a feed might
be a very good fit in your feeding program while not appearing in the “bargains” column. For
example, molasses is often used to reduce ingredient separation in TMR. Molasses is also an
excellent source of sugars. Some nutritionists balance rations for sugars. In those situations,
molasses might not be at all overpriced.

One must remember that SESAME compares all commodities at one point in time, mid
February in our case. Thus, the results do not imply that the bargain feeds are cheap on a
historical basis.

In Table 2 we report the detailed results for all 28 feed commodities. The lower and
upper limits mark the 75% confidence range for the predicted (break-even) prices. Feeds in the
“Appraisal Set” were either deemed outliers (completely out of price), or had an unknown price
(e.q., alfalfa hay of different qualities).



Table 1. Prices of dairy nutrients, and actual, breakeven (predicted) and 75% confidence limits
of 28 feed commodities used on Ohio dairy farm.
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We can use estimated nutrient costs to benchmark feeding costs. In fact, these estimates
are used to calculate the Cow-Jones Index (CJI), an index constructed here at Ohio State to
measure the difference between milk revenues and the costs of providing the required nutrients at
a production level of 65 Ibs/cow per day. The Cow-Jones is conceptually very similar to
income-over-feed costs, but is calculated without making reference to any specific diet (Table 2).

Table 2. Calculation of the Cow-Jones Index (CJI), February, 2009.

XNTENSION
OARDC

Date: Feb-09

Animal inputs

Cow weight (Ibs) 1500
Milk (Ibs/d) 65
Fat % 3.6
Prot % 3
Other solids % 5.7

Milk component prices inputs
Fat ($/Ib) $ 1.0941
Protein ($/Ib) $ 1.9139
Other solids ($/Ib) $(0.0437)

Nutrient costs inputs

NE, ($/Ib) $ 0.0754
MP ($/Ib) $ 0.4233
e-NDF ($/Ib) $ 0.0531
ne-NDF ($/lb) $(0.0571)
Nutrient Requirements Calculations
NE, (Mcal) 31.33
MP (lbs) 4.64
e-NDF (Ibs) 10.15
ne-NDF (Ibs) 3.38
Milk Income $/cow d $lcwt
Fat $ 256 $ 3.94
Protein $ 373 % 5.74
Other solids $ (0.16) $ (0.25)
TOTAL $ 613 $ 9.43
Nutrient Costs $/cow d $lcwt
NE, $ 236 $ 3.64
MP $ 196 $ 3.02
e-NDF $ 054 % 0.83
ne-NDF $ (019 $ (0.30)
TOTAL $ 467 $ 7.19

Income over nutrient costs
$ 146 $ 224
(Cow-Jones Index) $ 224



From this table, one can see that the cost of supplying the nutrients required to produce
65 Ibs/d amounts to a sizeable portion of milk income. We currently estimate that it costs on an
average $7.19/cwt ($4.67/cow/day) — or about 76% of the milk income - to provide all the
nutrients required by a 1,500 Ib cow producing 65 Ibs of milk per day at 3.6% fat and 3.0%
protein. The result is a disastrous Cow-Jones at $2.24/cwt — the lowest value for this profitability
index since January 2000 when the index was first calculated.
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Figure 1. The Cow-Jones Index from January 2005 through February 20009.

The depth of the current financial mess in dairy production becomes evident when one
looks at the Cow-Jones over the last 4 years (Figure 1). When the Cow-Jones falls below
$8.00/cwt, dairy farmers loose money; when it exceeds $9.00/cwt, most dairy farms are
profitable. In between $8.00 and $9.00/cwt is the grey area (some make money, others lose
money). The year 2005 was a good year in dairy industry: the Cow-Jones averaged $9.60. We
all remember 2006 when the Cow-Jones averaged $7.28, reaching its lowest point in June 06 at
$6.30/cwt. The year 2007 was an excellent year in dairy, albeit that most of the “extra” profits
were used to fill the financial holes left from 2006. The Cow-Jones averaged $11.98/cwt, close
to $4.00/cwt above the lower profitability limit of $8.00/cwt. Although milk prices were
historically very good in 2008, feed costs were also very high, resulting in a break-even year as
the Cow-Jones averaged $8.60/cwt. From January 2005 through December 2009, the Cow-Jones
never dropped under $6.00/cwt. This puts in perspective the $2.24 index value for February.
The only comforting aspect is that the situation is so bad that it cannot last very long. We
estimate that OH dairy producers are currently loosing between $5.75 and $6.75 per



hundredweight of milk shipped. A 100 cow herd shipping 1,800 Ibs/cow per month is currently
losing between $10,350 and $12,150 per month. A large 1,000 cow herd is loosing over
$100,000 per month. Unfortunately, we will quickly loose some very good dairy farms not
because of their inability to profit in the long-range but solely because of cash-flow and liquidity
issues. We are just not big enough to require a Citibank-type bailout, and there is nothing wrong
with our products that would require a GM-type bailout. Good thing that spring is coming; there
IS hope.



