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MAJOR MARKET THEMES

® Trade flow will be critical, especially pertaining to butter and
powder. Talk of drought in New Zealand has the industry on
edge, as performance there is critical (not a lot of margin for
supply-side error in the world)

® But: cheese market still must contend with massive rolling
supply overhang, decent near-term supply prospects and
only fair domestic demand.

® Higher grain prices are going to put a squeeze on producer
profitability, with likely consequences at some point in 2011.

® The “food inflation” story has legs and could give dairy a
direct and indirect boost.

® Domestic economic conditions are moderate. Tensions
between deflation and inflation persist.



CHEESE MARKETS




LOTS TO LUG AROUND

CHEESE STOCKS: DAYS' SUPPLY IN STORAGE (OCT) The cheese
40 market is
confronting an
3 issue that has

lingered all year:
heavy stocks.
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CHEESE EXPORTS
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Exports have
already been
solid in
2010... how
much more can
we do in 20112



BIG ENOUGH GAP?
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It would appear
that US cheese
prices are at a

level that would
accommodate
export activity.



CME BUTTER MARKETS




GLOBAL PRICES
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US butter is
seemingly
competitive
again in the
world market.



COMPONENTS

BUTTERFAT TEST (ALL MILK)

Source: USDA

On-farm fat test
has averaged
3.62% so far this
year compared
to 3.65% for the
same period in
2009. So: fat
output is up by
only about half
of the overall
milk production
gain.



NDM/SMP

NONFAT DRY MILK/SKIM MILK POWDER

$1.70
Source: USDA e AMS Central States

$1.60 / \ e Furope

. \ e==(ceania
$1.50

$1.30 ! /

(O

=

$1.20

$1.10

$1 00 T T T T T T T T T T T
Nov-09 Dec-09 Jan-10 Feb-10Mar-10 Apr-10 May-10 Jun-10 JuI 10 Aug-10 Sep-10 Oct-10 Nov-10

10



CHINA APPETITE
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ON THE DRY SIDE

Rainfall in New

Zealand over the
past few weeks
has been well
below normal,
spurring
concerns about
drought and
(another) early

end to the milk
season.

12



350

300

250

200 ~

150 ~

100 -

50 -

US NDM/SMP EXPORTS (JAN-SEP)

Thousand Metric Tons
Source: USITC Data

2004 2005 2006 2007 2008 2009 2010

NEW ZEALAND IN, US OUT

If New Zealand
milk production
hangs on, there
will be less room
for the US in
world markets.
If it doesn’t, we
can ship a lot of
powder...
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MARGIN SQUEEZE

Were grain
prices to remain
high, the margin

pressure on
dairy producers

could mean
more liquidation
at $13-$14 milk
than was
previously likely.
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GETTING TIGHTER

“IMPLIED MARGIN OVER FEED"

With grain
prices up and
dairy prices
down, implied
margins are
below the line
that has
historically
separated
expansion and
contraction.



MILK PRODUCTION

US MILK PRODUCTION: YEAR-OVER YEAR CHANGE
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Our milk
production
model shows
+1.7% for 2010
and +1.3% for
2011.
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FOOD INFLATION

CRB FOODSTUFFS INDEX
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“Resource realignment
from developed
economies to emerging
economies has the
potential to slow
economic growth in the
developed economies,
as the emerging
markets are willing to
pay more for natural
resources given the
greater value they add
to their economies.”
-- Goldman Sachs
December 2009
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CPI-FOOD WORLDWIDE

Food price
inflation is
hardly
homogenous in
the current
environment...



SUPPLY OR DEMAND?

It seems to us
that it is possible
that we are
prone to
interpret supply
issues as
demand
issues...and
underestimate
productive
capacity.



GOOD STORY FOR SPECS
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BLIMLING

Spec money has
moved back into
agricultural
commodity
markets in a big
way. In corn, the
long position is
bigger than it
was in 2008.
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STAGES OF A BUBBLE

It is difficult to
tell where the
“food inflation”
story falls in the
life cycle of a
bubble market.
Perhaps early in
the mania
phase?




RELUCTANT CONSUMER

GALLUP CONSUMER SPENDING

Gallup polling
data shows
consumers
spending an
average of

$64/week so far
in 2010. That’s

flat versus 2009
and down 33%
versus 2008.



MEDIOCRE SALES

15%

10%

5%

0%

-5%

-10%

-15%

DAIRY RETAIL SALES
= Milk Butter ~ ===Cheese ==Yogurt e|ce Cream
N —~
N N
——T \
— N\ 7N
>, L — —~
N L T
\\

Four-Week Period/YOY Volume Change

Source: JP Morgan/AC Nielsen
Excludes Wal-Mart, club stores

26-Dec 24-Jan 20-Feb 20-Mar 17-Apr 15-May 12-Jun 10-Jul 7-Aug 4-Sep 2-Oct 30-Oct 27-Nov

Going into 2010
we thought
resistance to
higher prices
would be
formidable. So
far, we have
been largely
right - and
believe the same
holds into 2011.
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FOOD SERVICE: BETTER

Dominos Pizza
Chipotle

Pizza Hut
Panera

BJ's
McDonald's
Chuck E Cheese
Taco Bell
Cheesecake Factory
Olive Garen
Buffalo Wild Wings
PF Changs
Famous Dave's
LongHorn
Ruby Tuesday
Maggiano's

Pei Wei

Red Robin
IHOP
Applebee's
Denny's
PapaJohn's
Red Lobster
Chili's

Sonic

KFC

RESTAURANTS: SAME STORE SALES Q3'10VS Q3'09
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Restaurant
performance in
Q3 showed
continued
improvement in
both quarter-to-
quarter and
year-over-year
terms.
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LESS TAXING

So far,
consumers have
not been
pinched too
hard at the
pump. A crude
oil run to the
2008 highs
would obviously
change that (and
have
consequences).
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INEVITABLE...

Two years ago,
we noted that
that inflation
would surely

follow deflation
and that the Fed
was going to be
involved. What
we don’t know:
how far along is

the process?
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WHERE’S THE INFLATION?

CPI: EATING IN VERSUS EATING OUT

Month-to-Month Change in Consumer Price Index e Meals At Home
Source: Bureau of Labor Statisics Meals Away From Home
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Competition for
the consumer
dollar is keen -
and few are
especially eager
to “take price”
and risk losing
precious market
share.
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CURRENCY CLASHES

Currency
remains a hot
area... the
medium-term
fundamentals
for the US Dollar
are not
especially...




CRUDE EVALUATION

The crude oil
market remains
something
worth watching
most days - it is
going to provide
a lot of clues
about global
economic
conditions
and/or inflation.
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DAIRY FORECASTS

CME CME CME NDM Whey NDM NDM Central West
Blocks Barrels Butter (NASS) (NASS) Class3 Class4 Class1l Class2 West Central Whey Whey WPC
Jan-10  $1.45 $1.47 $1.39 $1.19 $0.39 $14.50 $13.85 $15.03 $1522 $ 131 $ 137 $ 038 S 041 S 0.92
Feb-10 $1.45 $1.42 $1.36 $1.08 $0.39 $14.28 $1290 $1484 $1565 S 107 S 121 S 038 S 041 S 0.93
Mar-10 $1.30 $1.28 $1.46 $1.05 $0.38 $12.78 $12.92 $1434 S$S1446 S 106 S 111 S 037 S 040 S 091
Apr-10 $1.42 $1.39 $1.55 $1.12 $0.36 $12.92 $13.73 $13.22 51378 $ 117 § 123 S 035 S 040 S 0091
May-10 $1.44 $1.42 $1.59 $1.25 $0.36 $13.38 $1529 $1380 $1490 S 128 S 132 S 035 S 040 S 0.92
Jun-10  $1.40 $1.36 $1.64 $1.26 $0.37 $13.62 $1545 $1528 $16.01 S 130 S 132 S 035 $ 039 $ 094
Jul-10 $1.55 $1.52 $1.78 $1.23 $0.36 $13.74 $15.75 $1566 $17.10 $ 121 S 126 S 034 S 038 S 094
Aug-10 S1.64 $1.60 $1.99 $1.16 $0.36 $15.18 $15.61 $1577 $1698 S 112 S 122 S 035 $ 038 S 0.96
Sep-10 $1.74 $1.71 $2.23 $1.14 $0.36 $16.26 $16.76 $1550 $1760 S 1.17 S 123 S 034 S 037 $ 0.96
Oct-10 S$1.72 $1.71 $2.19 $1.17 $0.37 $16.94 $17.15 $1658 $1757 S 119 S 124 S 035 $ 038 $ 0.98
Nov-10 $1.46 $1.45 $1.93 $1.20 $0.37 $15.44 $16.68 $17.24 $1721 S 119 S 123 S 036 S 039 $ 1.00
Dec-10 $1.50 $1.46 $1.53 $1.20 $0.38 $14.05 $1494 $1696 $1556 S 1.19 S 123 S 036 S 039 $ 0.99
2010 Avg $1.51 $1.48 $1.72 $1.17 $0.37 $14.42 $15.09 $1535 $1600 S$ 119 $ 125 $ 036 $ 039 $ 095
CME CME CME NDM Whey NDM NDM Central West
Blocks Barrels Butter (NASS) (NASS) Class3 Class4 Class1l Class2 West Central Whey Whey WPC
Jan-11  $1.43 $1.41 $1.50 $1.14 $0.37 $14.01 $1399 $1494 $1522 S 113 S 118 S 035 $ 038 S 094
Feb-11 $1.42 $1.39 $1.51 $1.08 $0.36 $13.42 $13.45 $1419 $1478 S 108 S 113 S 034 S 037 $ 0.89
Mar-11  $1.41 $1.38 $1.55 $1.03 $0.35 $13.32 $13.25 $1353 $1445 S 104 S 109 S 033 S 036 S 0.83
Apr-11  $1.41 $1.38 $1.53 $1.01 $0.34 $13.24 $13.05 $1337 $1395 S 103 S 108 S 033 $ 036 $ 0.80
May-11  $1.40 $1.37 $1.50 $1.03 $0.35 $13.23 $13.03 $13.23 51358 $ 106 S 111 $ 034 S 037 S 081
Jun-11  $1.42 $1.39 $1.53 $1.04 $0.35 $13.28 $13.23 $13.25 $1375 S 107 S 112 S 034 S 037 S 0.82
Jul-11 $1.44 $1.41 $1.54 $1.07 $0.36 $13.48 $13.54 $1322 $1398 S 112 S 117 S 035 S 038 $ 084
Aug-11  $1.51 $1.48 $1.57 $1.12 $0.37 $13.91 $14.04 $13.54 S$1428 $ 118 $ 123 $ 037 S 040 S 0.89
Sep-11 $1.61 $1.58 $1.72 $1.18 $0.38 $14.79 $15.00 $1395 $1517 S 125 S 130 S 037 S 040 S 0.92
Oct-11  $1.79 $1.76 $1.74 $1.22 $0.38 $16.18 $15.75 $1501 $1608 S 127 S 132 S 037 S 040 S 0.93
Nov-11 $1.81 $1.78 $1.64 $1.18 $0.39 $17.60 $15.17 $1595 $1621 S 120 S 125 S 038 S 041 $ 0.91
Dec-11 $1.64 $1.61 $1.47 $1.11 $0.38 $16.76 $13.86 $1753 $1530 S 110 S 115 S 036 S 039 $ 0.85
2011 Avg $1.52 $1.49 $1.57 $1.10 $0.37 $14.44 $1395 $1431 $1473 S$ 113 $ 118 $ 035 $ 038 $ 0.87
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THE FINE PRINT

This information is carefully compiled but not guaranteed to be complete or free from error, nor
does it constitute a solicitation to buy or sell futures/options contracts.
Past performance is not indicative of future results.

This has been prepared for the exclusive use of clients of
Blimling and Associates, Inc.
Reproduction in part or in whole without written permission is strictly prohibited.

Want a copy of a slide or graphic?
Contact Dallas Sipes Chapman at 800-726-9928 or by email at dsipes@blimling.com
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