Dairy Outlook: September 2020

Class lll highs are receding, and prices in the
short term are normalizing. Unknowns of fall
consumer and restaurant demands continue to
add volatility to futures markets.
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The Mystery of Today's Milk Market
Continues

Given the turbulence of the milk markets, and the marketsin
general, it is hard to predict where things are going with any
reasonable sense of assurance. Class |11 prices have receded
from the summer spike which caused most Pennsylvania
farmsto be impacted by alarger than usual negative Producer
Price Differential. Class | and IV milk have improved from the
lows of the spring, but are still off the anticipated pace from
the end of 2020. Numerous factors continue to influence these
futures, but for the time being, it appears both Class 111 and
Class 1V are normalizing in the $17/cwt. and $14/cwt. range
respectfully for the rest of 2020. The Pennsylvania All Milk
Price should stabilize around $19.25/cwt. for the same period
(Table 3) if those prices come to fruition.

PennState Extension

The Good and Bad of U.S. Dairy
Consumption Trends

USDA recently released the 2019 dairy production
consumption data per capita. Figure 1 outlines how fluid milk,
total milk product (adjusted by milk fat equivaent), and
annual U.S. milk production per capita have trended since
1975. No surprise, fluid milk has steadily decreased over the
past 45 years, going from roughly 250 Ibs. per person in 1975
to only 150 Ibs. in 2019. Despite the drop in fluid milk, total
dairy consumption has been steadily climbing for the same
time. For the same period, average annual U.S. milk
production had kept pace with that demand, until the early
2000s. Since then, U.S. production has outpaced per capita
consumption. Thisisn't necessarily aconcern, given this data
does not reflect any export data for the same time period.
When examining the recent trends in commercial
disappearance versus milk production, the last two months
have seen slightly better disappearance than that months
production (Figure 2). However, given the continued
influences of changing consumer demands and government
interventions, supply and demand will continue to be fragile
for the foreseeable future.

Figure 1. U.S. Fluid Milk, Dairy Product, and Milk
Production per Capita from 1975-2019
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USDA Economic Research Service and USDA National
Agricultural Statistics Service, 2020.



Figure2: Monthly U.S. Milk Production vs. Commercial
Disappear ance
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USDA Economic Research Service and USDA National
Agricultural Statistics Service, 2020.

There are some positive trends from consumer markets that
exist beyond the reduced fluid milk and stagnant yogurt
trends. Figure 3 takes a closer ook at butter and total cheese
(American, other than American, and Cottage) for the past
twenty years. In that time, per capita consumption has
increased nearly 26% for total cheeses (from 32 total pounds
to nearly 42.5 |bs) and butter has increased by 38% (going
from 4.5 Ibs. in 2000 to over 6 Ibs. in 2019). Hopefully these
trends will continue to improve under the pandemic related
shiftsin eating patterns by consumers.

Figure 3: U.S. Per Capita Consumption of Butter and
Total Cheese, 2000-2019
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USDA Economic Research Service and USDA National
Agricultural Statistics Service, 2020.

Income Over Feed Cost, Margin,
and All Milk Price Trends

Table 1: 12 month Pennsylvania and U.S. All Milk Income,
Feed Cogt, Income over Feed Cost ($/milk cow/day)
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Zyravg.

PA All Milk | PAFeed breakeven [US All Milk: US Feed
Income Cost’ PAIOFC 1OFC* Income Cost' | USIOFC
Aug-19] 8 1455:5 500:i% 955 8 9.00]% 1418:% 447 5 971
Sep-19] $ 14.70iS 482:S 988 5 S5.0015 14485 4445 10.04
Oct-19] 5 1508:5 526:5 9.81 3 9.00]% 1493:5 444 5 1048
Nov-19] 5 1575 {5 5435 10325 0005 15.75i5 42835 11.47
Dec-19] § 156815 53415 1034 8 900]% 155315 4325 11.20
Jan-20] 3 1515:5 532:i5 9.83 3 9.00]% 14705 430 5 1040
Feb-20] $ 1455:S 540:S 915 5 90015 1418:S 4295 9.88
Mar-20] 3 418:5 575!5 843 38 9.00]% 13505 433 5 917
Apr-20] 5 1148 {5 528:% 6.205 50005 1080:5 42335 6.57
May-20] 5 10505 540!% 51058 900]$ 12020!% 415!5 6.05
Jun-20] § 1223:5 514:i5 7.08 5 9.00]% 13585 413 5 9M
Jul-20] 5 1448 S 498:S 950 S 50015 1538:S 4095 11.28
Aug-20] 8 1398 :S 503:5 895 5 9.00]% 1367 5 410 5 957
sep-20] 5 1312 :!$ 500:5 8115 50015 1245:5 4085 837
12 mo. Avg.| $ 1403 5 52 5 876 $ 1393 5 429 5 964
12 mo. change] § 052 $ 009 $ 043 $ 101 % (013] 5§ 113
% change 3.8% 1.7% 5.2% 7.8% -2.9%  13.3%

1Based on corn, alfalfa hay, and soybean meal equivalents to
produce 75 Ibs. of milk (Bailey & Ishler, 2007) 2The 3 year
average actual IOFC breakeven in Pennsylvania from
2015-2017 was $9.00 + $1.67 ($/milk cow/day) (Beck, Ishler,
Goodling, 2018).

Table 2: 12 month Pennsylvania and U.S. All Milk Price,
Feed Cost, Milk Margin ($/cwt for lactating cows)

Zyravg. .
PA Al Milk | PAFeed | PAMIlk | breakeven USAI_I Milk Us Feed | US Milk
Price Cost’ Margin  Milk Margin® i Cost' Margin
Aug-19] § 1940:S 667:5 1273 8 1232]5 1890:% 596 5 1294
Sep-19] 5 19.60 |5 643 (5 1317 | & 12335 19.30:5 59135 13.39
Oct-19] § 20105 70115 13095 1232]5 1990:!% 592 35 13.98
Nov-13] § 21005 72435 13.76 S 12325 2100:% 571 35 1529
Dec-19] $ 20905 712:S 1378 S 1233]|S 2070:S 5765 1494
Jan-20] 3 2020:5 710:5 1310 § 123215 19.60:% 574 5 13.86
Feb-20] 5 1940 {5 7.20:S 1220 5 12335 1890:i% 57235 13.18
Mar-20] 3 1890!5 766:5 11245 1232]5 1800!% 577 5 1223
Apr-20] § 1530:S 7035 827 8 12325 1440:3% 563 5 877
May-20] S 1400:S 721:S% 6795 1233]% 1360:5 5545 B.06
Jun-20] § 1630:5 686:5 944 8 123215 1810:8% 551 35 12.59
Jul-20] 5 19.30 |5 663 .S 1267 | 5 12335 2050:5 5465 1504
Aug-20] § 1863!5 67015 1193 3 1232]5 1823!% 547 § 1277
Sep-20] § 1749 :5 6.68:5 10.81 S 1233]5 1660:% 545 35 1115
12 mo. Avg.| § 1870 5 7.01 5 11.69 $ 1858 § 572 5 12.86
12 mo. change| $ 069 S 012 S 058 5. 1324 35 (03] S (151
% change 3.8% 1.7% 5.2% 7.8% -2.9%  13.3%

1Based on corn, alfalfa hay, and soybean meal equivalents to
produce 75 Ibs. of milk (Bailey & Ishler, 2007) 2The 3 year
average actual Milk Margin breakeven in Pennsylvania from
2015-2017 was $12.33 + $2.29 ($/cwt) (Beck, Ishler, Goodling,
2018).

Figure 4: Twelve month Pennsylvania Milk Income and
Income Over Feed Cost ($/milk cow/day)

Dairy Outlook: September 2020



$18.00

$16.00

14.00 .
$ e

$12.00

$10.00

$/milk cow/day

$8.00

S600 T

. PA Forecast Milk Income5 5% C1
—— P OFC @000 DAIOFC Forecas!

PA IOFC Forecast 95% CI

IR S S

SRR

o
N

AR AP VA,
& @

Q,'\/ O ] O D ,'19 :\’Q
«@

é\’b‘ﬁ’ VQ‘:L & \\>°:L S
2The 3 year average actual IOFC breakeven in Pennsylvania
from 2015-2017 was $9.00 + $1.67 ($/milk cow/day) (Beck,
Ishler, Goodling, 2018).

Figure5: Twenty-four month Actual and Predicted* Class
[11, Class 1V, and Pennsylvania All Milk Price ($/cwt)
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*Predicted values based on Class Il and Class IV futures
regression (Goodling, 2020).

Table 3: Twenty-four month Actual and Predicted* Class
[11, Class 1V, and Pennsylvania All Milk Price ($/cwt)

Classll| Class|V PA All Milk

Month Price Price Price

Aug-19 $17.60 $16.74 $19.40
Sep-19 $18.31 $16.35 $19.60
Oct-19 $18.72 $16.39 $20.10
Nov-19 $20.45 $16.60 $21.00
Dec-19 $19.37 $16.70 $20.90
Jan-20 $17.05 $16.65 $20.20
Feb-20 $17.00 $16.20 $19.40
Mar-20 $16.25 $14.80 $18.90
Apr-20 $13.07 $11.40 $15.30
May-20 $12.14 $10.67 $14.00
Jun-20 $21.04 $12.90 $16.30
Jul-20 $24.54 $13.76 $19.30
Aug-20 $19.77 $12.53 $18.63
Sep-20 $16.84 $12.85 $17.49
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Oct-20 $18.79 $13.82 $19.72
Nov-20 $17.48 $14.34 $19.41
Dec-20 $16.62 $14.62 $19.18
Jan-21 $16.14 $14.79 $18.85
Feb-21 $16.13 $15.02 $18.97
Mar-21 $16.25 $15.32 $19.18
Apr-21 $16.31 $15.44 $18.55
May-21 $16.44 $15.64 $18.71
Jun-21 $16.64 $15.94 $18.96
Jul-21 $16.80 $16.22 $19.26
Aug-21 $16.86 $16.38 $19.37

* |talicized predicted values based on Class Ill and Class IV
futures regression (Beck, Ishler, and Goodling 2018; Gould,
2019).

Tolook at feed costs and estimated income over feed costs at
varying production levels by zip code, check out the Penn
State Extension Dairy Team's DairyCents or DairyCents Pro

apps today.

Data sources for price data

¢ All Milk Price: Pennsylvaniaand U.S. All Milk Price
(USDA National Ag Statistics Service, 2020)

* Current Class|ll and Class 1V Price (USDA Ag
Marketing Services, 2020)

¢ Predicted Class I, Class 1V Price (CME Group, 2020)

* AlfdfaHay: Pennsylvaniaand U.S. monthly Alfalfa Hay
Price (USDA National Ag Statistics Service, 2020)

* Corn Grain: Pennsylvaniaand U.S. monthly Corn Grain
Price (USDA National Ag Statistics Service, 2020)

* Soybean Meal: Feed Price List (Ishler, 2020) and average
of Decatur, Illinois Rail and Truck Soybean Meal, High
Protein prices, National Feedstuffs (USDA Ag Marketing
Services, 2020)
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