Dairy Outlook: November 2017

Markets continue to move sideways with little prospect for forecast price improvement. None of the
factors that are well known give much optimism for price improvement

Market Commentary

Markets continue to move sideways with little prospect for
forecast price improvement. None of the factors that are well
known-- cow numbers, expected domestic and global milk
production, high dairy product inventories and current trade
patterns, give much optimism for price improvement. However, a
number of very tense areas of the world could cause a future
disruption in away that would change price forecasts.

If price forecasts for 2018 are realized, the majority of
Pennsylvania dairy producers will need to have a cost of
production below $17.50/cwt in order to cash flow for the year.
Thisfact poses a significant challenge to a number of our state’s
dairies, especially as some have delayed equipment reinvestment

and repairs hoping for better years. "Open road stormy sky" Desertrose7, pixabay.com CCO
Components the Only Game in Town

Dairy producers continue to focus on shipping more components as the main way to improve income. The Northeast Market
Administrator’ s Bulletin for September contained some interesting statistics on butterfat and protein tests on milk shipped in Order
1. Over thelast 17 years, butterfat tests have increased an average of 0.14% and protein tests have increased an average of 0.11.
However, those average increases do not reflect the increases observed on many well managed dairy farmsin the state. During
many dairy advisory team meetings, the conversation focuses on the forage quality and management needed to achieve the goal of
an average of 6 Ibs of components produced daily from each cow in the herd.

The Cyber Economy’s Indirect Impact on PA Dairy

While there are dairy producers in most of Pennsylvania s counties, the majority of dairy farms are located in the southcentral /
southeast portion of our state. A recent study of Pennsylvania’'s dairy industry, commissioned by the Center for Dairy Excellence,
indicated that the industry is continuing to grow and concentrate in the areas where it is already located. This same area of PA has
atremendous transportation network, which the dairy industry has always seen as a benefit in moving milk to market.

However, over the past 10 years, this extensive transportation network has also attracted a large number of warehouses, or
“logistics centers’ to the area. Proponents of logistics centers forecast that there is no end to the amount of these structures needed,
as an increasing share of consumers purchase an increasing amount of product on-line. These logistic centers are located along this
transportation grid in Southeast Pennsylvania for the same reason that our extensive food processing industry in located
there—because half of the population of the United States can be reached within a 12 hour drive.

Somein our state' s dairy industry would say the biggest impact of these logistics centers to dairy is the amount of farmland that has
been taken out of production to build these centers. However, these logistic centers are affecting the dairy industry in amuch less
obviousway. Anecdotal information indicates that average laborers may earn awage of $14.50/hour. Asaresult, dairy farms
within areasonable commute of any of these centers find that they are faced with a minimum wage floor, not set by state
government, but by local competition for laborers. If dairies are not willing to match the wage rate offered by the logistics center,

it becomes increasingly difficult to recruit and retain employees.
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Y et, many Pennsylvania dairies have a cost structure that istoo high to compete successfully with dairiesin other parts of our
nation, mainly due to feed costs. Higher labor costs are not helpful to the need for competitive cost of production on our state’s

dairy farms.

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

3yravg.

PA Al Milk | PA Feed breakeven JUS All Milk: US Feed
Income Cost’ PA IOFC 10FC* Income Cost' | USIOFC
Oct-16] 3 13.20 : & 482:5 838 8 23715 1253:5 3.64: 5 8.89
Mov-16] 3 13.28 | § 472:5 856 8 839718 13.35:85 3.55:5 9.80
Dec-16] § 1478 ¢ 487:% 930 § 897|s 1412i% 354:% 1064
Jan-17] § 1500 1 ¢ 476 % 1024 3 8973 1412:% 358:% 10060
Feb-17] ¢ 14705 4593 1011 & 897|3 1382:% 3608 1027
Mar-17] 8 1410 ¢ 457:% 95338 897|3 1292i¢ 3708 927
Apr-17| 8 1320 % 471 % 849 8 897|¢ 1238i% 3.88 % 850
May-17] ¢  13.05:$ 458:i% 847 8 897|¢ 1253i¢% 398 % 854
un-17] ¢ 1365 % 448i% 917 8 897|¢ 1298i¢ 392 % 905
Jul-17] 5 13.95 | & 489:5 9.06 8 89715 1293:5 3.95:5 9.02
Aug-17] 5 1440 45513 985 8 897|s 135018 376 % om
Sep-17] § 1425 & 4421% 983 8 897|% 133513 3808 955
Oct-17] 8 14.30 : § 425:5 10,05 8 85718 13.64:5 3.81 5 9.83
Nov-17] 5 14,60 i S 405:5 1055 : 8 &57)s 13.93:5% 33835 10.10
12mo.Avg|$ 1396 & 466 $ 930 § 13.23 5 374 S 9.49
12 mo. change| $ 0.87 & (0.26) § 1.13 § 101 § (0.13) § 114
% change 6.6% -5.3% 13.9% 23.3% -3.2% 13.6%

1 Based on corn, alfalfa hay, and soybean meal equivalents to produce 75 Ibs. of milk (Bailey & Ishler, 2007)

2 The 3 year average actual IOFC breakeven in Pennsylvania from 2014-2016 was $8.97 + $1.76 ($/milk cow/day) (Beck, Ishler,
Goodling, 2017).

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

3yravg.

PAAIMIl | PAFeed | PaMilk | breakeven |"SAMIK: o reed | Us milk

Price Cost’ Margin  Milk Margin* Price Cost’ Margin

Oct-16] 5 17.60 : & 6.43:5% 1117 ' 5 12415 1670:% 4855 1185
Nov-16] 5 17.70 © & 6.29:5% 1141 : 5 12415 17.80:% 4735 13.07
Dec-16] 5 19.70 © & 6.50 ;% 13.20 | 5 1241)s 1890:3% 47235 1418
Jan-17| 5 20,00 & 6.35:% 1365 5 12415 1890:% 47735 1413
Feb-17] S 19.60 : S 6125 1348 5 1241|S 1850: 5 4.81:5 13.69
Mar-17] § 18801 &% 6.09i8 1271 & 12418 173018 4938 12.37
Apr-17| 8 1760 % 628 8 1132 8 12418 16503 5178 1133
May-17] & 1740 % 6105 11.30 & 1241]% 167013 5318 1139
Jun-17] 8 1820 % 597 1% 1223 8 12418 17308 523¢ 12.07
k7] 1880 % 653 % 12.07 S 1241|% 1730 % 527 $ 12.03
Aug-17]$ 19.20 0% 6065 1314 8 1241]% 1800:3% 501 % 12.99
Sep-17] ¢ 19.00 0 & 58915 1311 8 1241]$ 1780 % 5.06 5 12.74
Oct-17) 5 19.06 | S 5.66 % 13.40: 8 12415 1819:% 508:5 13.10
Nov-17] § 19.47 : & 540 : % 14.07 : 8 1241)% 1857:% 5105 13.47
12mo. Avg.|$ 1862 $ 622 $ 1240 $ 17.64 5 499 S 1265
12 mo. changel| % 116 § (0.35) 5 151 $ 135 § (0.17) § 152
% change 6.6% -5.3% 13.9% 8.3% -3.2% 13.6%

1 Based on corn, alfalfa hay, and soybean meal equivalents to produce 75 Ibs.

of milk (Bailey & Ishler, 2007)

2 The 3 year average actual Milk Margin breakeven in Pennsylvania from 2014-2016 was $12.41 + $2.38 ($/cwt) (Beck, Ishler,
Goodling, 2017).

Figure 1: 12 month PA Milk Income and Income over Feed Cost
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2 The 3 year average actual IOFC breakeven in Pennsylvania from 2014-2016 was $8.97 + $1.76 ($/milk cow/day) (Beck, Ishler,
Goodling, 2017).

Figure 2: 24 month Actual and Predicted* Class|II, Class1V, and Pennsylvania Average Mailbox Price ($/cwt)

$20.00
$18.00 a0t
Il'l....ll. .....
LT ®eesc®”®
$16.00 ettt
¥ 514.00
(=]
£
v
$12.00
$10.00 - - —
e (|35 Il Price — 355 IV Price — /\yorage PA Mailbox Price
S ------ Predicted Class Il sssese Predicted Class IV~ esesse Predicted PA Mailbox
8.00
I N R R RS N N4
c_)Q‘Q %0 \;2}(\ @fo @’S\ \\) C.JQ'Q e() \’bo k‘\’b @12,‘\ \\)

* Predicted values based on Class Il and Class IV futures regression (Gould, 2017).

Table 3: 24 month Actual and Predicted* Class|l1, Class |V, and Pennsylvania Average Mailbox Price ($/cwt)

Month ClassllII Price Class |V Price Average PA Mailbox Price

Sep-16 $16.39 $14.25 $16.95
Oct-16 $14.82 $13.66 $16.48
Nov-16 $16.76 $13.76 $17.04
Dec-16 $17.40 $14.97 $18.53
Jan-17 $16.77 $16.19 $18.86
Feb-17 $16.88 $15.59 $18.24
Mar-17 $15.81 $14.32 $17.91
Apr-17 $15.22 $14.01 $16.43
May-17 $15.57 $14.49 $16.32
Jun-17 $16.44 $15.89 $17.17
Jul-17 $15.45 $16.60 $17.40
Aug-17 $16.57 $16.61 $18.21
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Sep-17 $16.36 $15.86 $17.74
Oct-17 $16.72 $14.89 $18.32
Nov-17 $16.58 $13.98 $17.81
Dec-17 $15.98 $14.04 $17.52
Jan-18 $15.65 $14.11 $17.34
Feb-18 $15.55 $14.27 $17.37
Mar-18 $15.40 $14.54 $17.41
Apr-18 $15.35 $14.69 $16.63
May-18 $15.50 $14.84 $16.79
Jun-18 $15.74 $15.01 $17.00
Jul-18 $16.01 $15.21 $17.25
Aug-18 $16.14 $15.40 $17.40

* |talicized predicted values based on Class Ill and Class IV futures regression (Gould, 2017).

To look at feed costs and estimated income over feed costs at varying production levels by zip code, check out
the Penn State Extension Dairy Teams DairyCents or DairyCents Pro apps today.

Data sources for price data:
All Milk Price: Pennsylvania and U.S. All Milk Price (USDA, 2017)

Predicted Class 111, Class IV, and Pennsylvania Mailbox Price (average of the Eastern and Western PA mailbox Price) (Gould,
2017)

Alfalfa Hay: Pennsylvania and U.S monthly Alfalfa Hay Price (USDA, 2017)
Corn Grain: Pennsylvania and U.S monthly Corn Grain Price (USDA, 2017)

Soybean Meal: Feed Price List (Ishler, 2017) and average of Decatour, Illinois Rail & Truck Soybean Meal, High Protein prices,
National Feedstuffs (Gould, 2017).
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https://extension.psu.edu/dairycents-mobile-app
https://extension.psu.edu/dairycents-pro-mobile-app
https://extension.psu.edu/dairy-risk-management-education-tracking-milk-prices-and-feed-costs
http://retro.drms.org/DairyMetricsRun.aspx
http://future.aae.wisc.edu/predicted_mailbox/?state=Eastern+Pennsylvania
http://future.aae.wisc.edu/data/monthly_values/by_area/2601?tab=feed
https://extension.psu.edu/dairycents-mobile-app
https://support.office.com/en-us/article/FORECAST-ETS-function-15389b8b-677e-4fbd-bd95-21d464333f41
https://quickstats.nass.usda.gov/
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