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Ongoing Patterns Disrupted

ooking ahead to 2025, the trajectory of U.S.
I milk production—and consequently the prices of
cheese, butter, and whey—hinges on whether the
U.S. dairy herd can pivot from stagnation to expansion.
Historically, key indicators, such as improved forecasts for
the Dairy Margin Coverage (DMC)
program and reduced cull rates,
would suggest a burgeoning milk
supply. Yet, as of June, U.S. milk
production was still trailing 2023
volumes, with year-to-date output
down 0.9%.
This ongoing disconnect
between market indicators
and reality points to a deeper
structural shift within the U.S.
dairy industry. While on paper,
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(l’lSCO?’l?’l@Ct conditions are ripe for herd
b expansion, in practice, the more
elween lucrative returns from breeding
m d?”/f@lf dairy-beef crosses and selling
R them into the booming beef
wmdicators and market are siphoning off cows
. . that would typically be used to
76@5@2 ﬁOWS replenish the milk herd. The allure
of beef production has become a
lo dee/) er formidable competitor to traditional
structural milk production, disrupting the

cyclical patterns that have long
governed the U.S. dairy industry.
The slowdown in U.S.
dairy slaughter rates, which are
down nearly 15% from last year,
should theoretically pave the
way for herd expansion. USDA’s
forecasting models, which track
cow movement into and out of the
national herd, support the expectation that producers will
add more cows. However, the reality on the ground tells
a different story. The replacement herd stood at just 4.06
million heifers in January—a staggering 8.6% drop from
the previous year and the lowest number since 2004. This
scarcity of heifers has driven replacement prices toward

shafts within
the U.S. dairy
industry,

$3,000/head, further complicating efforts to expand.
While technologies such as sexed semen and
artificial insemination offer some hope for herd growth,
the prevailing trend has been to breed dairy-beef crosses,
prioritizing beef production over milk. This shift is partly
driven by the reliability and profitability of beef sales,
which have often outpaced milk returns in recent years.
Continued on page 2

Ken’s Corner

by Ken Meyers
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The U.S. milk production
industry has undergone
immense structural change over
the past few decades. As farms
have become fewer and larger,
milk cows have become more
efficient. Between 2012 and
2022, per cow output climbed
nearly 63% from 14,782 Ibs.
to 24,087 Ibs. Farm numbers over the same period
dropped from 49,281 to 27,932, a 43% decline. At
the same time, the average herd size grew from 187
cows to 337, an 80% increase. In 2022, the 2,013
farms with 1,000 or more cows accounted for 66% of
all U.S. milk sales, according to the 2022 Census.

As farms have become larger and more
efficient, they also have tended to adopt the newest
technologies and business strategies, such as sexed
semen, artificial insemination, and cross breeding,
based on market forces. With a larger percentage
of the nation’s milk coming from farms adopting the
newest technologies and business strategies, the
time it takes to see a response to market signals
could take longer than it did even a decade ago.

In times of tightness, the domestic market will
be served first, but it’s also critical for the U.S. dairy
industry to meet its global commitments so it can
continue to be perceived as a consistent and reliable
supplier, and that means expansion cannot come
soon enough. MCT




Market '11ghtness Could Persist

On August 15, 2024, 51 loads of butter traded at the
CME spot market. While that seems extraordinary,

on August 16, 2023, CME spot butter traded 46 times.

A year ago, that level of trade caused prices to churn
higher and peak in mid-October,
setting a record high. U.S. nonfat
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...precarious balance

continued from page 1

According to USDA data, roughly 75% of replacements
typically enter the dairy herd annually, yet a similar
number of cows exit the herd each year, creating a
precarious balance. By mid-2024, the national herd
had contracted by 62,000 cows compared to the
previous year, reflecting the broader challenges.

Dairies have two options to expand the milking
herd: purchase additional cows or reduce slaughter
rates. However, both strategies come with significant
costs. Fresh cows are increasingly scarce and
expensive, while retaining older cows in the herd
depends on favorable returns. The DMC program,
a barometer of dairy margin health, forecasts an
average margin of $11.87/cwt. for 2024. The margin
is significantly higher than in previous years. Despite
lower milk prices relative to 2022, feed costs have
dropped by $4.19/cwt. of milk, creating a favorable
environment for maintaining older cows in the herd.

While dairy producers have contended with
higher cost of production brought on by inflation since
the pandemic, DMC milk-over-feed margins of this
level would lead to a profitable year for most dairy
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operations. To put the current forecast in context,
USDA'’s Economic Research Service’s Milk Cost of
Production Estimates report showed an average 2022
milk-over-feed cost of $10.41/cwt., close to a DMC
margin of $10.73. But the report highlights the up-and-
down nature of milk-over-feed values. For instance,
2022 was bookended by average margins of $6.51/cwt.
in 2021 and $6.88 in 2023. That suggests that even if
2024 ends up being a good year, it could be followed by
a much lower average margin in 2025 if current trends
hold. This variable nature of dairy margins could be the
reason why dairy producers have been reluctant to shift
from beef to dairy replacements.

Yet, even with robust dairy returns, the profitability
of dairy-beef crosses remains a compelling alternative.
Just as it took time for the dairy-beef cross programs
to gain traction, it will take sustained and reliable milk
returns for dairies to refocus their breeding strategies
on dairy heifer replacements. As we approach 2025,
the U.S. dairy industry faces the prospect of processing
assets being underused, and the delicate balancing
act between milk and beef production will likely
remain. These realities will continue to have significant
implications for both the domestic and global dairy
markets. MCT
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