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The title for this article is taken directly from the ERS-USDA publication “Livestock, Dairy and Poultry Situation and Outlook.” Need to give credit where credit is due. I use it because it sums up exactly what I want to do in this month’s article. In addition, the ERS report provides an excellent year-to-year summary, and month-by-month changes in a variety of sectors within the dairy industry.


National milk production in 2000 totaled 167.6 billion pounds, up 3.0% from the year before [2.8%, corrected for leap year]. Much of the increase came from a 2% increase in milk produced per cow and a simultaneous 1% rise in milk cow numbers. However, by yearend, lower farm milk prices likely influenced the slowdown in herd expansion. Cow numbers in the first months of this year are barely above those a year ago. As a result, national milk production has slowed markedly, down 0.7% in the last three months. This certainly is one of the factors contributing to the increased strength we are seeing in expected milk prices over the next few months.


Milk consumption patterns vary widely. Fluid milk use struggles to stay even, and does so essentially on the strength of population increases. The manufactured dairy product picture is quite different. Commercial disappearance of both butter and cheese showed year-to-year gains in 2000 (cheese: 3.6%, butter: 1.6%). The question of how much longer the pizza market will continue to grow remains unanswered. A major portion of the gain in cheese consumption is attributable to mozzarella cheese for pizza. As noted, butter use also remains strong. About 2/3s of the butter production is used as an ingredient in other foods.


To meet this growing demand for cheese and butter, manufacturers churned out 1.3 billion pounds of butter and produced 8,264 billion pounds of cheese. Production of frozen dairy products was down slightly from the year before, - 0.5%, and nonfat dry milk output was up 6.0%.


Commercial use of all milk products, expressed in milk equivalents on a butterfat basis, totaled 169.2 billion pounds last year, up 2.6% from a year earlier. The price of dairy products is an important factor influencing the purchase of those products. The Consumer Price Index (CPI) measurement of change in dairy product prices showed them rising only 0.7% from 1999 to 2000. Comparable change for all foods in the CPI was 2.3%, and for all items in the CPI the index was up 3.3%.


The balance between production and consumption is reflected in the USDA’s measurement of net removals from the market, more commonly referred to as the milk surplus. Net removals are the difference between production and imports and consumption and exports of milk and milk products and are frequently expressed in milk equivalents on a butterfat basis (m.e.-fat). This ‘surplus’ is accounted for by purchases of butter, cheese, and nonfat dry milk by the USDA Commodity Credit Corporation (CCC) and by any of these same products exported under government subsidy programs.


Net removals of dairy products in 2000 (m.e.-fat) totaled 841 million pounds. Although this was nearly 2 ½ times the volume the year before, 344 million pounds, it is considerably less than the 1.1 billion pounds removed in 1997 and the 2.1 billion pounds removed in 1995.


So what does this all say about farm milk prices? The USDA national All Milk Price averaged $12.34 in 2000, down 14% from the year before. With an apparent tightening in milk production that is now underway, and continued strength in the overall consumption of milk and milk products, estimates indicate that the national All Milk price may rise into the $12.60 - $13.30 range this year. Estimates for the Class III (cheese) and Class IV (butter and powder) prices suggest ranges of $10.10 - $10.80 and $11.85 – $12.65, respectively. For the Northeast Federal Milk Order, using the higher of Class III or IV provision, this would yield an average base Class I (fluid) milk price range of $15.10 - $15.90 for 2001.


We will keep watch as the year unfolds and talk from time-to-time about market conditions. We will relate these market conditions to expected prices for butterfat, protein, and other solids, as these now are used to determine farm milk prices.

