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Production Ghallenges Abound

At midyear, U.S. dairy markets are at a critical juncture,
potentially heading toward higher prices fueled by
improved exports, strong domestic demand, and a
constrained milk supply. However, memories of last
year’s faltering cheese markets, when U.S. exports
lost out to European and New
Zealand sellers, which resulted
in sustained low prices, adds
an element of uncertainty to
this year’s second-half outlook.
Regardless of whether prices
take the higher or lower path,
they are poised to surpass last
year’s performance —the only
question is by how much.
Many dairy producers
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Despite a favorable price outlook for the next six
months, producers face challenges in expanding milk
production. The high cost of heifers and replacements,
with some auction prices surpassing more than $3,000/
cow, and the rising cost of building are significant

barriers. Unusually wet weather in the Upper Midwest
has contributed to cropping woes, including substantial
amounts of rain-damaged alfalfa and delayed plantings.
While base plans are being set aside, producers need
sustained improvement in prices to justify expansion.
The United States is not alone in its challenges.

Output in New Zealand and Argentina continues to lag
Continued on page 2
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It appears China’s import
volumes of dairy products have
peaked along with the Chinese
economy, at least for now. Since
1978, when China began to open
and reform its economy, growth
in gross domestic product (GDP)
has averaged more than 9% a
year, lifting nearly 800 million
people out of poverty, according to the World Bank.
That growth hurled China into the upper-middle-
income category of nations. However, economic
growth in China has largely reached its limit.

Growth has moderated in recent years due to
structural constraints, including declining growth in
the labor force. Last year, China’s GDP grew 5.2%,
and this year the economy is projected to grow by
4.5%. Through the slowdown, demand for dairy
has remained sluggish. Over the medium term, the
World Bank expects China’s economy to undergo a
structural slowdown due to adverse demographics
and tepid growth in productivity.

At the same time, China has been growing
its dairy industry, including cow numbers and
domestic processing capacity. With the dairy industry
expanding and economic growth slowing, U.S. dairy
exporters will need to continue to seek alternative
markets to offset the import slowdown in China,
and the U.S. dairy industry will need to continue to
develop innovative products to keep U.S. consumers
excited about dairy products at home. MCT




CME spot butter prices of $3.10 appear to be a
formidable line in the sand. When markets have
attempted to cross that line, several days of lower

Summer Markets are Pulling Back

trading have quickly followed. At the end of June, CME

spot butter and futures were trending lower, with futures

forecasting flat prices through the rest of the season.
Nonfat dry milk markets appeared
stuck with lower production
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Jun 1.8950 19725 19.26 3.0975 2111 04275 11750 | demand from Chinakeepinga
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...demand still faltering
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last year, with EU-27 nations only slightly above
year-ago levels. New Zealand’s season-to-date milk
production through May is 2% below last year’s level,
and the country faces dry conditions heading into
winter, which could affect soil moisture levels for the
upcoming season. Argentina’s year-to-date output is
down 15% through April, offsetting increases in other
South American countries.

Typically, such a constrained milk supply would
drive prices higher, but lackluster Chinese demand
has kept prices in check. China’s imports of whole
milk powder and skim milk powder fell 6% and 36%,
respectively, through May. New Zealand and the
European Union have found alternative markets for
milk powders in Southeast Asia, the Middle East,
and Africa, but concerns remain that the European
Union could start to rely more on cheese exports to
compensate for declines milk powder sales.

On the domestic front, U.S. retail performance
has been strong compared to last year. Circana
reported a 2.3% increase in natural cheese sales
volumes and a 0.8% increase in butter sales through
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May. Fluid milk sales were down just 0.3%, breaking

a decades-long declining trend. Other categories,

such as yogurt, creamers, and whipped toppings, also
outperformed last year’s sales. Notably, cottage cheese
saw a remarkable 13.3% increase in sales volumes,
driven by new product offerings.

These positive trends contribute to market
optimism, with second-half CME Class Il and IV milk
futures in the upper $19 to mid-$21/cwt. range as of the
end of June. However, the sustainability of this optimism
hinges on export performance in the second half of the
year. U.S. cheese, whey, and milk powder prices are
comparable to world prices, and demand for European
cheese and fresh dairy products has rebounded. If
U.S. cheese exports to Mexico exceed expectations
and volumes to South Korea and Japan remain stable,
exports could surpass last year’s pace.

At this mid-year fork in the road, the market
appears to be leaning toward higher prices in
the second half of 2024, albeit with cautionary
notes regarding export demand. The markets are
consolidating ahead of third-quarter export reports,
which is prudent considering last year’s trends. Should
demand remain strong and supply constrained, milk and
dairy product prices in the latter half of the year could be
even higher, departing from recent trends. MCT

The information contained in this newsletter is for general guidance only. It is not intended to constitute or substitute investment,
consulting or other professional advice or services. The information presented is not an offer to buy or sell commodities. Compass
accumulates then distributes opinions, comments and information from and based upon other public and reliable sources, but it
cannot warrant or guarantee the accuracy of any of the data included in the newsletter. From time to time, MCT Dairies, Inc. may
hold futures positions in commodities discussed in the newsletter. Always contact a registered financial advisor before making any

decisions. MCT Dairies, Inc. shall not be held liable for any improper or incorrect use of the information contained in the Compass or for any decision
made or action taken in reliance on the information in this newsletter. Reproduction with permission only. MCT Dairies, Inc., 97 Main St., Chatham, NJ
07928 (973) 258-9600 fax: (973) 258-9222 www.mctdairies.com. For more information, email info@mctdairies.com.



