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A Major New Study by Blimling and Associates
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Crossing The Border Without Crossing the Line
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Midwest Dairy Economic Advisory Council (DEAC)
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Midwest Dairy Foods Research Center 
annual meeting - proposals get evaluated 
by industry

“How do we advise this new economist 
person?”



Midwest Dairy Economic Advisory Council
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DEAC Member Discussion: 

“Why can’t we replicate the growth model 
we have along the I-29 Corridor in other 

areas of our region?” 

“We have never had the quantitative data to 
support it.” 



A Path Forward
Challenges and Opportunities for the

Midwest Dairy Industry
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Set Up

• A changing industry – both here and abroad – have 

forced a reexamination of how the Midwest fits in 

the global dairy market

• Current research provides an analytical foundation 

and assessment of the Midwest

• A “scorecard” between the Midwest and other regions

• Section I. Opportunity Facing the Midwest

• Section II. Midwest Resource Availability and Use

• Section III. Producer Perspective

• Section IV. Processor Perspective

• Section V. Conclusions/Solutions
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Base Assumptions

• Defining the Midwest

• To begin this endeavor, the Phase I analysis covers the 

five-state “I-29 corridor” region including Minnesota, 

North Dakota, South Dakota, Iowa and Nebraska

• Some conclusions will extend into other states, but we 

recognize that each milk shed is unique and those not 

covered initially can be folded into subsequent efforts

• The “Small Producer”

• Likewise there is a range of profitable dairy models 

across the Midwest

• For ease, the analysis compares new large-scale 

operations across regions…here again more work may 

be  needed in Phase II
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Global Opportunities

• Demand for dairy products continues to grow with an 

expanding population and rising incomes

• Developing nations will account for the bulk of this growth

Note: Trade data sourced from Global Trade Information Service, Inc (GTIS)
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Strong Expectations

• World population will grow to 7.5 million (+500 million) by 2020

• 1.2 billion people are expected to join the middle class

• Rising incomes translate into increased consumption
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• In 2013, accounted for:

• 33% SMP/NDM exports

• 19% cheese exports

• 16% butter exports

• 1% WMP exports

• Between 2009 and 2013:

• SMP/NDM: 22% CAGR

• Cheese: 30% CAGR

• Butter: 38% CAGR

• WMP: 19% CAGR

US As A Global Supplier



A Path Forward12

• Top US markets:

• Mexico (25% of exports)

• South Korea (15%)

• Japan (10%)

• All growing at CAGR of +15%

• Exports to East Asia and 

South America growing

• But, largely not from 

Midwest plants 

Major Cheese Markets
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A Look At The World

US Cheese and Milk Powder Exports (2013)

Thousand Metric Tons; GTIS
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Opportunities for the Midwest

• For most commodity products, freight costs and 

higher milk prices make it too expensive to export 

from the Midwest

• Primary opportunity to backfill domestic demand as 

coasts turn international

• Specialty products can work from the Midwest

• But, a value-add approach will likely require just a 

small volume of milk
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Midwest Dairy Industry

• Industry looks drastically different than 40 years ago

• Today milk output of 17 billion pounds (off 6%) and just 

834,000 cows (down 1.9 million head) 

Key

> 25,000

15,000-24,999

7,500-14,999

2,500-7,499
1-2,499

1972 Cow Inventory 2012 Cow Inventory
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Bright Spots
• Production decline reversed in 2004 – output in the region is up 

15% since that time

• Expansion in central Minnesota and along the I-29 corridor is 

offsetting losses elsewhere
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• Growth in the Midwest 

stalled following 2009

• This slow down in dairy 

investment was not 

national

• Limited growth in the 

Midwest seems tied to 

increased land prices 

(requiring more 

collateral for dairy 

expansion) and higher 

relative returns to other 

enterprises

Growth Beyond the Midwest 



U.S. Dairy Herd Growth in 2014
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Top Ten States by Dairy Herd Growth
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• Historically, the Midwest offers one of the highest milk prices 

of the manufacturing milk sheds

• 2013 a bit different, as Class IV markets pulled pay prices 

higher in other markets (Michigan, Colorado)

Relative Milk Price

2003 2008 2013

I-29 Corridor $13.43 $19.89 $20.38

Colorado $12.44 $18.39 $20.24

Idaho $11.53 $17.07 $19.20

Michigan $12.62 $19.18 $20.46

New Mexico $12.03 $17.56 $18.79

Wisconsin $12.89 $18.93 $20.31

All Milk Price



A Path Forward21

Feed Costs

• Compared to South Dakota: MN/WI +$0.25; MI +$0.50; CO 

+$0.90, ID +$1.25 per hundredweight

• Economic analysis vs. real-life practice: most producers 

transfer at cost
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Pulling It All Together

• While the Midwest faces higher capital requirements, 

it benefits from high milk prices and low feed costs

• Over a 20-year period, a net present value analysis shows 

an edge over both Michigan and Idaho 

• The size of the advantage varies with milk prices

• Model only true if relative pricing relationships hold  

• Still, upfront costs matter because if producers cannot  

get a large enough loan, they may go elsewhere

I-29 Corridor Advantage Over: Michigan Idaho

Scenario 1: Higher Class III 0.52$    1.23$    

Scenario 2: Higher Class IV 0.15$    0.88$    

Dollars Per Hundredweight

20-Year Net Present Value Analysis
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• Milk production about 

the same as 1992 with 

30% fewer cows

• At today’s yields, 1.2 

million cows increases 

output by about 8 billion 

pounds of milk

• While the land has 

supported this many 

cows before, getting 

there seems like a 

daunting task

Back to the Future

1992 Cows 1,232,000

1992 Milk Per Cow 14,402

1992 Production 17,743,000,000

2012 Cows 834,000

2012 Milk Per Cow 20,390

2012 Production 17,005,000,000

Production of 1992 Cow 

Numbers at 2012 Yields
25,120,095,923

Pounds; USDA

Back to the Future
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Business Climate

• On most all accounts, the I-29 states compare well to 

others in terms of business climate

• Midwest:  SD: 8th; IA: 12th; MN: 16th

• Other major milk sheds: ID: 19th; WI: 27th; MI: 41st

• All Midwest states also have highly ranked economies 

and score in the top half for regulatory environment

• South Dakota scores particularly well in terms of tax 

environment, while Minnesota is highly taxed

• Governmental incentives vary by state…with many 

examples of support for dairy construction/expansion

• SD commitment key in winning new plants
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Key Findings

• Midwest farmers enjoy many profitable options for 

their capital

• Not universal in key milk producing regions

• Pulls dollars and resources away from cows

• Land prices and lending requirements can make 

Midwest dairy expansions particularly challenging

• Land purchase now encouraged with a dairy loan, and 

land costs more than double other regions

• Capital requirements for a new Midwest dairy have 

doubled in the past decade…other regions have not 

seen similar inflationary pressures



A Path Forward27

Key Findings

• Environmental burdens vary, but some Midwest 

states are easier to navigate than others

• Dairy friendless certainly a factor in attracting new 

investment

• Midwest farm-gate milk prices are typically higher 

than in other milk sheds

• Upfront costs not withstanding, the region is one of 

the most profitable areas for dairy producers

• Prices paid by manufacturers are also some of the 

highest in the country

• A critical factor for attracting new investment

• Makes commodity focused investment a challenge
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Takeaways

• The Midwest is considered one of the best milk 

markets for dairy producers

• Local producers fearful that rapid expansion could 

degrade milk price; capital requirements and other 

alternatives stymie local investment

• External producers face a different decision 

criteria…even at a lower milk price it might still be 

the best alternative

• New dairy investment likely to be disproportionately 

skewed to non-Midwest entrants
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Takeaways

• Continued processing investment is needed to 

sustain industry viability

• A milk market 10 or 20 years from now depends on 

processing investments made in the next 5 years

• Two paths forward: reduce milk production as older 

assets taken off line; or, invest in capacity to sustain 

current or even larger market
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Takeaways

• Specialty or value-add manufacturers appear best 

suited for the Midwest

• Large commodity plants have passed on the region

• Specialty plants thrive and are growing

• The Midwest will remain at a disadvantage when 

serving export markets

• Geography benefits the western US processor

• Still, the Midwest is well positioned to meet growing 

domestic demand  

• To effectively serve the world market, there will need 

to be a focus on making the right mix of products at 

the right specification
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• Back in 2000, Idaho and 

New Mexico accounted 

for 7.4% of US output

• By 2013, had grown to 

take a 10.7% share

• But – as measured by 

cow numbers –

investment has certainly 

slowed

Why This Matters Now
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• Once the defacto growth 

engine of the US 

industry, challenges are 

mounting in the Golden 

State

• Water, environmental 

regulations, land 

resources and business 

climate all have 

contributed to a material 

slowdown

California: A Similar Tale
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• The “market” has 

changed dramatically, 

playing now to the 

Midwest’s strengths

• There are opportunities 

in the market waiting to 

be exploited

• Other “Midwest” states 

and regions already 

capitalizing on the 

opportunity

What Does It All Mean?



Dairy Economic Advisory Council Recommendations
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 Pursue a “growth and prosperity” strategy, targeting individual 
state growth rates at a minimum of maintaining share of the US 
milk supply while paying producers a nationally competitive milk 
price. 

 Start or enhance state dairy economic development plans 
engaging all relevant dairy stakeholder groups. 

 Identify pre-competitive domestic and global value-added 
product marketing challenges/opportunities and product 
development needs. 

 Implement a regional “social license” plan to protect producer 
and processor’s freedom to operate and enhance their ability to 
thrive and grow. 



What Next? Three Big Buckets of Work
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Market Assessment

• Cheese Study

• Transportation 

• Secondary processing

• Value-added 
opportunities

Social License 

• Message 
development

• Spokesperson 
training

• Crisis 
preparedness

• Thought leader 
influence

Dairy Development
• New production 

models/all levels

• Availability of capital 

• Infrastructure 
support

• Technology

• Leadership

• Regulatory
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