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Black Swan - An event that comes as a surprise, has a major 
effect, and is often inappropriately rationalized after the fact 
with the benefit of hindsight
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DEALING WITH COVID-19

DEALING WITH COVID-19

3

4

(C
) M

ari
n B

oz
ic 



2020/05/02

3

The Great Lockdown (2020) Will Be Worse than the Great Recession (2009)

DAIRY RETAIL SALES HAVE DRAMATICALLY INCREASED

FLUID MILK
• Fluid milk volume sales are up +33.6%. For perspective, fluid milk sales were down -3.8% at the end of 2019.
• Looking at San Francisco/Oakland, California, an area that has much greater spread of COVID-19, fluid milk
volume sales have increased +42.8%. This may mean our region has more sales growth to come.
• Extended shelf life milks (Fairlife is an example of an extended shelf life milk) have an increase of +70.3% in
volume sales.

SHELF-STABLE MILK
•We are also tracking shelf-stable milk volume sales, which are up +64.2%. Again, this is even higher in the
areas with greater COVID-19 impact (increase of +142% in New York, NY).

POWDERED MILK
•Has an increase of +366.8% in volume sales.

OTHER DAIRY FOODS
•Butter has increased +85.2% in volume sales (in 2019, had an increase of +2.3%).
•Natural cheese is up +62% in volume sales (In 2019, had an increase of +2.2%).
•Processed cheese is up +72.1% in volume sales (In 2019, had a decrease of -2.5%).
•Yogurt is up +41.3% in volume sales (In 2019, had a decrease of -1.2%).
•Refrigerated alternative beverages are up +68% in volume sales and shelf stable alternative beverages have
grown +173% in volume sales.

5

6

(C
) M

ari
n B

oz
ic 



2020/05/02

4

FOODSERVICE SALES HAVE PLUMMETED

DOMESTIC DAIRY CONSUMPTION BY CHANNEL

Segment Retail Food 
Service Other

Fluid Milk 65% 15% 20%
Cheese 45% 45% 10%
Butter 45% 45% 10%

Ice Cream 70% 20% 10%
Yogurt 80% 5% 15%

Domestic Sales Before COVID-19

Source: Industry estimates by Blimling and Asssociates, 
INTL FCStone and Matt Gould.

Retail After COVID-19 
(Weekly, Year-on-Year Growth)

Segment March 
15

March 
29

April 
5

Fluid Milk +33% +3.4% +14%
Cheese +62% +26% +33%
Butter +85% +59% +73%

Pizza +46% +52%
Yogurt +41% -7% -2%

Source: IRI, published by Midwest Dairy Association 
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PERCENT OF U.S. MILK SOLIDS EXPORTED
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PERCENT OF EU-28 MILK SOLIDS EXPORTED
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Source: Understanding Data & Markets
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EVOLUTION OF EXPECTED PRICES: APR-JUN 2020

CLASS III MILK CLASS IV MILK

PROCESSORS ARE IMPOSING SUPPLY MANAGEMENT PROGRAMS

• Cooperatives implementing two-tier pricing
• Base tradeable?
• Overbase milk paid for?

• Private buyers pooled on FMMOs cannot do two-tier pricing – no pay for 
overbase milk

• Long term impacts: 
• More buyers will have base systems in place
• “Efficiency” will be somewhat traded off for “robustness”
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The Great Lockdown (2020) Will Be Worse than the Great Recession (2009)

DAIRY POLICY RESPONSE

NMPF/IDFA – Milk Balancing Plan
$3/cwt on 90% of March production 
if milk production is reduced 10%
Monthly, for 6 months. 

MN Milk Producers Assoc. – Dairy CORE Plan
$9/cwt on 100% of March production, no strings attached
One-time payment, reassess in June. 

What will (most likely) actually happen? 
• Direct payments
• Payment limitations per farm (at 250K or 500K)
• $3-$3.5 billion for dairy support (purchases + direct payments)
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DAIRY REVENUE PROTECTION IS A GAME CHANGER

Covered production: 50 bil lbs

Calendar Year 2020 Projected Indemnities

• California: $242 mil
• Wisconsin: $137 mil
• Idaho: $101 mil
• Texas: $95 mil
• Minnesota: $40 mil
• New York: $39 mil
• Pennsylvania: $13 mil
• Vermont: $4 mil

U.S. Projected Indemnities for Calendar Year 2020: 1.1 billion

CRITICAL MASS ACHIEVED, NO MORE BAILOUTS
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WHAT TO DO NOW? 

MINIMIZE REGRET

Now is the time to start hedging 2021:

1) Every two weeks, look at the available prices.
2) If you like the prices, hedge at least 5% of projected

marketings. If you really like the prices, hedge more.
3) If you do not like the prices, hedge at least 2% of projected

marketings
4) Target having 65% of milk declared covered 3-4 months

before the start of the quarter, with PF = 1.5
5) Leave 35% for ‘opportunistic hedging’ in the last 3-4 months.
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DAIRY CONSOLIDATION IN UPPER MIDWEST

Wisconsin: 9.5%

Minnesota: 11.9%
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Upper Midwest Dairy Farm Exit Rates, Year-on-Year %

HOW WILL MINNESOTA DAIRY LOOK LIKE IN 2030?

Year 3% 7% 10% 15%
2019 2,730 2,730 2,730 2,730
2020 2,648 2,539 2,457 2,321
2021 2,569 2,361 2,211 1,973
2022 2,492 2,196 1,990 1,677
2023 2,417 2,042 1,791 1,425
2024 2,344 1,899 1,612 1,211
2025 2,274 1,766 1,451 1,029
2026 2,206 1,642 1,306 875
2027 2,140 1,527 1,175 744
2028 2,076 1,420 1,058 632
2029 2,014 1,321 952 537
2030 1,954 1,229 857 456
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HOW WILL U.S. DAIRY LOOK LIKE IN 2030?

Year 3% 7% 10% 15%
2019 34,187 34,187 34,187 34,187
2020 33,161 31,794 30,768 29,059
2021 32,166 29,568 27,691 24,700
2022 31,201 27,498 24,922 20,995
2023 30,265 25,573 22,430 17,846
2024 29,357 23,783 20,187 15,169
2025 28,476 22,118 18,168 12,894
2026 27,622 20,570 16,351 10,960
2027 26,793 19,130 14,716 9,316
2028 25,989 17,791 13,244 7,919
2029 25,209 16,546 11,920 6,731
2030 24,453 15,388 10,728 5,721

Consolidation pace over time
22
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U.S. Dairy Herd by Size of Operation
23
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Dairy Herd Composition in 2016
25

Source: IFCN

Recent U.S. political and foreign policy surprises

• Donald J. Trump elected President
• Withdrawal from Trans-Pacific Partnership
• Withdrawal from Paris Climate Agreement
• Conciliatory overtures to North Korea
• Leaving Iraq, Syria, Afghanistan
• Trade war with China
• Not reacting to attacks on global oil supply chain
• Implements the most generous dairy safety net since  late

1970s
• Impeachment inquiry ahead of 2020
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Most-favored-nation (MFN): treating other 
people equally. Under the WTO 
agreements, countries cannot normally 
discriminate between their trading 
partners. Grant someone a special favor 
(such as a lower customs duty rate for one 
of their products) and you have to do the 
same for all other WTO members.

Does U.S. still have a primary 
strategic adversary?

If that is China, what is strategy for 
the new Cold War? 

27

28

(C
) M

ari
n B

oz
ic 



2020/05/02

15

Net energy trade

quadrillion British thermal units

-40

-30

-20

-10

0

10

20

30

40

1990 2000 2010 2020 2030 2040 2050

2017
history  projections

Low Oil and Gas 
Resource and 
Technology 
Low Oil Price
High Economic 
Growth
Reference 
Low Economic 
Growth
High Oil Price
High Oil and Gas 
Resource and 
Technology

net imports

net exports

U.S. is Energy Independent

29

30

(C
) M

ari
n B

oz
ic 



2020/05/02

16

World is graying…
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Meanwhile in China…
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Dairy Farmers Get a a Safety Net Cocoon to Withstand the Trade Wars
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APRIL LIKE YOU’VE NEVER SEEN IT BEFORE

In normal times, statistical value of life is
7-9 million USD.

How much is one life worth, when 30% of
population is unemployed? 

SHORT-TERM SHOCK OR A TRIGGER TOWARDS A NEW ERA?
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NOW IS THE TIME TO LOCK IN 
Q1-Q3 2021

Source: https://cropinsurance.farmcredit.com

DFA/Glanbia Plant Under Construction in Michigan

THE NEXTBUBBLE: CHINA

38Source: Seeking Alpha
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DRP Declared Covered Milk Production by Sales Month
39
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Class Price Option as % of All Covered Pounds
41
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RISK STRATEGY FOR ‘NORMAL TIMES’

LOSS MITIGATION BREAK-EVEN PROTECTION
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HEDGING DISTANT MONTHS  CLUSTERED PAYMENTS

Source: https://cropinsurance.farmcredit.com

HEDGING NEARBY MONTHS  DISPERSED PAYMENTS

Source: https://cropinsurance.farmcredit.com
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APRIL LIKE YOU’VE NEVER SEEN IT BEFORE

APRIL LIKE YOU’VE NEVER SEEN IT BEFORE

In normal times, statistical value of life is
7-9 million USD.

How much is one life worth, when 30% of
population is unemployed? 
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SHORT-TERM SHOCK OR A TRIGGER TOWARDS A NEW ERA?

RISK STRATEGY FOR ‘VIRAL DEPRESSIONS’

LOSS MITIGATION
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