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European Dairy Crisis and MPP‐Dairy as a Potential Policy Intervention
Introduction
 In 1970s and early 1980s, European milk production vastly
exceeded domestic demand due to guaranteed price levels that
were higher than world dairy commodity prices. To address the
growing public stocks and structural oversupply, the milk quota
regime was introduced in 1984.
 The Luxembourg Agreement of 2003 envisioned abolishing milk
quotas by April 1, 2015 to allow EU dairy producers to benefit
from rising world demand for dairy products. As a result EU
dairy exports increased by nearly 50% over 2009-2014 period.
 In response to a worldwide macroeconomic and dairy recession
in 2009, both EU and United States introduced new dairy policy
instruments. In EU, the measures have focused on increasing
producer bargaining powers and public support for private
storage of dairy commodities. In the US, after many years of
policy debates, the Margin Protection Program for Dairy
Producers (MPP-Dairy) was introduced in 2014.
 This poster evaluates MPP-Dairy after one year of operation and
examines broadly the relevance of such a program for the EU.
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Figure 7. Milk Income over Feed Costs Margin Basis
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Figure 8. Milk Production Costs, Excluding Feed
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 U.S. dairy sector is highly diverse.
Farms in the Northeast and Upper
Midwest tend to be smaller (under 100
cows), and most often grow forages
needed for their herds. In contrast,
farms in the western, southwest and
southeast U.S. are larger, and purchase
most of their feed needs.
 For many decades, milk production in
the Midwest and Northeast has been
declining in relative importance, with
western share of U.S. milk production
growing rapidly. This trend has recently
been reversed as availability of water
and quality forages became more
important location factors.
 We define margin basis as the difference
between
state-level
milk-over-feed
income margin and the MPP-Dairy
margin. Using accounting data from
Genske, Mulder and Co. we find that
basis tends to be more positive in the
Upper Midwest, and negative and large
in California and Idaho. This has caused
some concerns about using a single
national MPP-Dairy margin formula.
 What is critical to understand is that
lower basis in western U.S. can persist
only because dairies in the western
states are more efficient and have lower
non-feed costs of production. Non-feed
costs (excluding herd replacement and
depreciation) are up to $2.00/cwt lower
in California then in the Upper Midwest,
mostly offsetting Midwest’s advantage in
basis.
 A larger point to be made here is that
insurance policies like MPP-Dairy can
only address short-term inadequacies of
profit margins. MPP-Dairy cannot solve
long-term structural disadvantages.
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Margin Protection Program for Dairy Producers (MPP-Dairy) was introduced in
the Agricultural Act of 2014.
MPP-Dairy is a voluntary risk management program, with no production
quotas or penalties for overproduction.
All U.S. dairy producers can enroll up to 90% of their production history,
based on their milk production in 2011, 2012 and 2013. There are no
production-size or income-level eligibility constraints.
Production history is updated annually, but adjustments are decoupled from
individual farm expansion or contraction decisions.
MPP-Dairy Margin formula is a single national formula, it does not account for
regional or farm-level heterogeneity in feed costs or milk composition:
U.S. All-Milk Priice
MPP-Dairy Premiums
- 1.0728 x NASS Corn Price ($/bu)
- 0.00735 x AMS Soybean Meal ($/ton) Coverage
First 4
Above 4
- 0.0137 x NASS Alfalfa Hay ($/ton)
million
million
Level

 Once per year, producers can elect a
coverage level for the next calendar
year, between $4.00/cwt and $8.00/cwt,
and receive payments when a twomonth MPP-Dairy margin falls below the
coverage level selected.
 Premiums are fixed thrugh 2018
coverage year, and do not depend on
the relative risk environment. This
opens doors for adverse gaming, where
producers may annually select coverage
level to maximize implicit subsidies.
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MPP-Dairy Counterfactual Historical Performance and 2015 Adoption Rates
Figure 4. Percent of Enrolled Dairy Herds Buying
Above Catastrophic ($4.00/cwt) Coverage Level

Figure 3. Percent of Expected 2015 Milk Production
by MPP-Dairy Coverage Level (Cumulative)
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Figure 5. Counterfactual Historical MPP-Dairy Payments
for Selected Coverage Levels
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% of milk covered at a
certain level or higher

Figure 6. Purchased Feeds as Percent of Total
Feed Costs
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Addressing Farm-Level Heterogeneity

Figure 2. Historical MPP-Dairy Margins

Figure 1. Composition of MPP-Dairy Feed Ration
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Figure 10. EU country-level milk prices vs. EU-28 Weighed Average
Conclusions
 Recently introduced MPP-Dairy program has yet to
70.00
demonstrate its effectiveness in the U.S. Only a very
60.00
small fraction of U.S. milk production is protected at a
coverage level comprehensive enough to offer
50.00
meaningful support in very low margin environments
40.00
such as experienced in 2009 and 2012.
 By itself, farm-level heterogeneity in milk prices and
30.00
feed costs need not present an insurmountable
20.00
obstacle for implementing a program similar to MPPDairy in the EU. Other than a few countries (Malta,
10.00
Cyprus, Greece, and Finland) most EU countries have
0.00
very similar dynamics of farm-level milk prices.
However, expectations regarding the forthcoming
consolidation and spatial restructuring of EU dairy
sector necessitate complementing short-term risk
management program like MPP-Dairy with supports
for gradual transition towards more market-friendly
environment.

Introducing MPP-Dairy

51% of producers enrolled in MPP-Dairy for 2015,
accounting for 67.6% of expected 2015 milk production.
However, only 10.3% of U.S. milk production is protected
at $6.50/cwt coverage level or high.



Western U.S. states tend to have larger
dairy herds which are subject to more
expensive Tier 2 premiums.
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Counterfactual historical MPP-Dairy payments
reveal $4.00/cwt coverage would pay out only 6%
of time, $6.50/cwt would pay 17% of the time,
and $8.00/cwt would pay 41% of periods.

