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MILK CHECK OUTLOOK

by Mark Stephenson

I DIDN'T realize that the “dog
days of summer™ was a real thing.
Specifically, they extend fran July
3 1o August 11,
and s when
Sirius, the Dog
Star, rises at
the same time
as the sun. It is
also typically the
hatest  stretch
of the summer.
Extreme heat
has impacted cows and milk produc-
tion in California and the Southwest
this year and that was of interest 1o
a visitor who recently stopped by my
Madison-based office.

Its winter down undar and a dairy
producer from New Zealand stopped
by the University of Wiscansin. He
was almost dreading going back
hane. Nat because it is winler there,
but because calving seasmn is just
abaut 1o begin on his farm. They have
had lots of rain and the pastures lodk
good, but calving seasmn is a very
stressful time when your entire herd
calves over the courseof a few weeks.

In years past, this would have
just been merely a sodal visit, but
ioday, opportunities like this help
to provide valuable information
about the potential milk production
in other countries.

Part of what he was ddng was
assassing the strengths and weak-
nesses of grass-based dairy systams,
like thdirs, versus the more intensive
systems, such as aurs. Part of what |1
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The dog days are over

was dding was assessing the upcoming
milk production patential in Oceania.

What do we know?

While 2017 isnt quite in the
books, its dose encugh to know that
it was a dsignificant recovery year
for milk prices. It locks to me as
though Class 111 may be up nearly
$1.40 above 2016 and Class 1V about
$2.20 for a U.S. All-Milk price dif-
ference of $1.50.

Much of the Midwest and the
Northeast have had a difficult grow-
ing season. In many areas, corn was
planied late and many acres will
make pretly sketchy silage at best.
The quality of alfalfa thal has been
put up is also questionable. Athough
it locks like thare will be enough of
a corn crop in the U.S. 1o kegp con-
centrate prices in a good range, gains
in production per cow are likdy tobe
modest for the year ahead.

The U.5. milk production growth
has been in a very normal range
for us — somewhere between 1 1o
2 percent — for the last year and a
half. 1 dont think that milk prices
and feed quality will let us get
much beyond that for 2018, The
other major exporters of the world
have also not been overly eager to
expand milk producltion. They have
cerfainly recovered from the lows
in the fourth quarier of 2016, but
the most recent data shows that the
recovery is modest and the appetite
for significant expansion is meager.

Recently, Mexico has been back
in the market for U.5. skim milk
powder, and China has been buy-
ing record levels of products on the
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warld markels. Russia has looked
interested in dairy products again,
but may keep the embargo on EU-
and U.S5.-sourced producis in place
if our sanclions are raicheted up
as a result of policy dispules. Who
knows where trade negotiations will
takeusin the year ahead.

Even with production gains being
modest and expart demand picking
up a bit, we still have significant
stocks of some dairy products on
hand. U.S. stocks of skim milk pow-
der have been creeping upward, and
the large inventory of powder that
the EU purchased within its borders
under intervention hasni budged.
Butter stocks are dearly not a prob-
lem, and even U.S. cheese stocks,
which had been growing, lodk like
they will be under contral soon.

What markets might hold

1 think that we have to assemble
all of these pieces and condude that
the forecast for milk prices is “cau-

tiously gptimistic.” Which is to say
that I think there is some more room
for 2018 prices to improve over 2017
... and those 217 prices havebeen a
prelty good improvement over 206.
1 do think that butier prices will
moderate samewhat, but skim milk
powder prices are likely to improve
and we will begin 1o work down
those world stocks.

My forecast is for 2018 Class 111
pricestobe up by about 50 cents and
Class IV by almost 80 cents, mak-
ing the U.5. All-Milk price about 50
cents higher.

1 cant put the All-Milk price up
anymae than that because | dant
think that premiums will improve
until the wald feds as thaugh its
actually moving toward tightness in
markets, and that isnt on the harizon.

The dog days of summer are over
and the trough of the last milk
price cyde is in the rearview mir-
ror. Let's take a breath and enjoy
what fall brings. "%
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Feb-18 CME Contract Prices Over Past 120 Days
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The Importance of Trade

Percent of Milk Production
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U.S. American Cheese Stocks
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Why the Long Trough?

Percent Change in Milk Production from Year Earlier
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Intervention Stocks Overhang Markets
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Nonfat Prices Have Declined

CME Spot Nonfat Dry Milk Price
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Why Do We Continue to Produce!

O Milk price hasn’t dropped 20

below the fixed portion of the 8
16
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Milk per Cow per Day

MilkPperLowkperDay
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Number of Cows
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Percent Change in U.S. Milk Production

Percent Change in Milk Production
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Regional Changes in Milk Production

Percent Change in Milk Production—first half of 2017 compared to 2016




Northern States Making More Milk?

Change in Milk Production—2016 compared to 2015
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Consider trends in top four states
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MPP Ration Value
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Consumer Confidence
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Consumer Confidence
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Dairy Products are a Good Buy
BLS —Dairy and Related Products
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Millions@f@Pounds
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Global Dairy Trade Index

GDT®riceAndex
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Index (Mar-73 = 100)
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MPP Margin
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Price Cycles

MPP Margin of Recent Price Cycles
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The Alternative to Producing Milk
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My Forecast...

Our relatively strong U.S. economy is helping consume dairy products
World supply of milkfat is tight (milkfat is a luxury item)

World supply of milk proteins is excessive

Either need to find new emergent economies (shift the demand curve) or
need to explore current demand for skim milk powder (move down
current demand curve)

Southern hemisphere is half way through their production season

Unless circumstances change significantly on the export side, it’s hard
to be very optimistic about milk prices in the shortrun.

[ am forecasting 2018 Class III down by $1.35, Class IV down by 85¢
and the All Milk Price down by about $1.55 (reflects declining

premiums)
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