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How 2016 looks: not good
Futures prices point to sub-$14 milk early, with
break-even chances not coming close until fall.

I

T IS already clear that the new
year won’t have a happy beginning
for U.S. milk producers.
As disappointing as 2015 was financially, outlook presentations at industry meetings have been unanimous
that 2016 will likely be worse. The list
of reasons is long, but last month’s forecast by the U.S. Dairy Export Council
summed up the biggest one succinctly:
The world is awash in milk.
It had previously said global dairy
markets may not fully rebound until
2017, which is a long time to wait for
anyone who is milking cows at a loss,
and that is probably most everyone,
no matter how low feed prices go.
Class III futures prices for 2016
at the Chicago Mercantile Exchange
before Christmas reflected the situation. January, February and March
were all less than $14 per hundredweight, and March, April and May
were under $15. The second half of
the year looked better, but low-$16
prices can hardly be called good.
Milk isn’t all that has soured. Cull
cow prices took a big hit during the
last half of 2015, falling roughly onethird from levels in 2014. They continued to drift even lower as this issue went to press. Beef income went
a long way toward helping producers
make it through 2015, but now it has
evaporated, too.

“Uncertain times ahead”
“The uncertain times we have
ahead of us” is how Marin Bozic, assistant professor of Dairy Foods Marketing Economics at the University
of Minnesota, sums up 2016.
He says any rebound in U.S. milk
prices will depend greatly upon international factors like rising production, embargoes, trade deals, import
cutbacks, and low prices. But the biggest factor is, will China resume its
dairy imports?
“The answer is it is working through
its inventories,” says Bozic. “Analysts
believe that China will not come back
in any major way that would change
the outlook for world markets until
about the second half of 2016.”

But he is also quick to point out that
domestic demand is important, too.
Generally good consumer confidence
helped drive cheese and butter demand in 2014 and 2015, and keep U.S.
milk prices above world levels. But
there are questions if it will continue
in 2016.

Consumer optimism waning
“For a number of years people were
saying, ‘today is good, but we don’t
feel very optimistic about the future,’
” explains Bozic. “Then we had a major crash in 2009 and for three or four
years after people were saying, ‘It’s
not really that great now, but I think
things will be better going forward.’
That tide has turned. We are now facing a situation where people are saying, ‘today is pretty good, but we are
not as optimistic about the future.’ ”
U.S. milk production is also a question. He says California’s four-year
drought has reduced its output and
the West in general is down, but “the
Upper Midwest is growing like its
life depends upon it.”
Feed is an area where there is not
much uncertainty. “What I’m hearing
from people I deal with in the feed
trading business is they expect low
and stable feed prices for the next
five to seven years,” says Bozic. Even
so, he sees little improvement in operating margins from 2015.
“My group expected margins to decline in 2015, but they went down a
little more than we expected,” says
Bozic. “They were just under $8 early
in January and February, and between $7.50 and $8 the rest of the
year. The historic average is about
$8.50, so 2015 was a lower than average year, but not by much.
“We forecast margins to be slightly
above $8 in 2016, but my personal
opinion is they will be somewhat
lower. A lot of the producers I talk
with, especially those who are not
on the cutting edge of efficiency, say
they barely broke even on milk prices
this year, and what really made them
cash flow was high beef prices. That
has changed a lot as well.”
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Monthly Class III comparison
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January

2014
2015
$21.15 $16.18

2016*
$13.59

February

$23.35 $15.46

$13.75

March

$23.33 $15.56

$14.22

April

$24.31 $15.81

$14.64

May

$22.57 $16.19

$14.95

June

$21.36 $16.72

$15.35

July

$21.60 $16.33

$15.85

August

$22.25 $16.27

$16.14

September

$24.60 $15.82

$16.36

October

$23.82 $15.46

$16.36

November

$21.94 $15.30

$16.25

December

$17.82 $14.52

$

Average

$22.34 $15.80

$15.22

* Red figures are closing Class III futures prices
at the Chicago Mercantile Exchange on December 18, 2015. The December 2015 price was
used to compute the full year average for 2015.
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