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China’s Dairy Stocks Sparse

he global dairy industry has kept a close eye on
I China’s market dynamics in recent years, and for
good reason. In 2022, explosive stock growth and
a notable decline in dairy consumption disrupted global
dairy markets, leaving many producers and exporters
scrambling. However, as of
late 2024, hints that a shift was
occurring could be signaling
a return to more balanced
conditions, or at least a new
normal.

Recent data from the Beijing
Orient Agribusiness Consultant
suggests that China’s dairy
stockpiles, which have weighed
heavily on markets over the
last two years, have hit their

However, as

of late 2024,

. lowest levels since 2019. Yet,
a S}ZZJFZ was as promising as these numbers
occurring sound, they raise critical questions
about how China will manage
that could restocking and whether there will

be a meaningful demand recovery.
As of Sept. 30, China’s whole
milk powder (WMP) inventory
stood at 32,500 metric tons
(MT), or 71.6 million pounds,
more balanced an 85% drop compared to last
year. To put these numbers in
perspective, inventories haven’t
been this low seen since October
2019. The decline was due in
part to a significant 25% year-
to-date reduction in domestic
WMP production compounded by
moderating imports and an uptick
in exports. At the same time,
though, WMP consumption in China has been sluggish. In
2023, WMP consumption was near 1.224 million MT, the
lowest level in six years. If WMP demand were to recover
to the five-year average consumption level, it would boost
WMP demand by 100,000 MT (220 million pounds), but

be signaling
a return to

conditions,
or at least a
new normal.

much of this needed WMP would be met by domestic
milk production, given the government’s emphasis on
supporting local dairy producers.

Skim milk powder (SMP) stocks paint a similar
picture of decline. SMP inventories of 5,730 MT (12.6
million pounds) are the lowest since 2017. Unlike with
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Beijing’s effort to grow milk
production has been difficult for
many Chinese dairy producers,
but output continues to grow
despite the pain. According to a
recently published USDA report,
the rate of farms selling milk
below the cost of production in
China hit 80% in May, up from
60% at the start of 2023.

Since early last year, the number of small- and
medium-sized dairy farms exiting the business
has continued to accelerate. This decline in farm
numbers and inability of some producers to pay for
feed has resulted in a 3% drop in milk cow numbers.
At the same time, though, the country’s largest farms
are expanding and becoming more efficient, which is
expected to keep milk production growing.

USDA’s latest forecast calls for a nearly 1%
year-over-year gain in both milk production and
consumption this year with marginally higher output
in 2025. China’s imports of milk powders, cheese,
and fluid milk are expected to slip again next year
after declining sharply over the past two years, while
whey and butter imports hold steady. Thus, unless
Chinese consumption picks up dramatically, the U.S.
dairy industry would be well advised to continue to
aggressively pursue other markets, especially since
the prospect of new tariffs becomes more likely. MCT




Butter & Cheese Fail to Find Support

prices hold sizeable premiums to world market
prices. With the end of the butter season fast
approaching and cream being
heavily discounted, the likelihood
that butter markets will fall
further continue to increase.
With the United States ramping

CME cheese and butter markets have been struggling |
to find support, while U.S. whey and nonfat dry milk

MCT Forecast
Block* Barrel* Class|ll Butter* Class IV Whey*™ NFDM**
Nov 1.7250 1.7400 18.12 2.6150 20.80 0.5975 1.3775

Dec 1.7200 1.6575 17.79 2.5075 20.33 0.6200 1.3775 up considerable new cheese
Jan 1.7050 1.6650 17.66 2.4800 19.98 0.6075 1.3500 capacity, cheese prices could
Feb 1.6350 1.6825 17.24 24775 19.73 0.5800 1.3225 also weaken before the end of the

Mar 1.6000 1.6825 16.88 2.5325 19.79 0.5425 1.3000 year. Higher whey powder prices,

Apr 1.6000 1.6850 15.87 2.6000 19.43 0.5250 1.2950 however, could mitigate some of
* CME prices. the impact of cheese prices on
**NASS prices. Class Il prices. MCT

... can Chinese producers restock dairy shelves?

continued from page 1

WMP, most of China’s SMP needs are met through
imports. Based on consumption trends, SMP
demand in China could rise by 50,000 MT (110
million pounds), a level consistent with historical
trends. September SMP stocks accounted for 2.4%
of domestic use, a low but historically stable figure,
suggesting that SMP demand is more resilient and
less prone to the swings observed in the WMP
market.

How China will restock its depleted inventories
is the central question for global dairy markets. In
late September, the Chinese government announced
new measures to support the domestic dairy industry,
which has faced oversupply challenges in recent
years. These measures included direct payments
to consumers to stimulate spending. The payments
coincided with China’s Oct. 1 holiday, National Day,
and appear to have had the desired impact because
retail sales increased 4.8% in October compared
to the previous year. However, despite this uptick,

overall consumer spending remains below pre-
pandemic levels.

Whether Chinese producers will be able to
restock their depleted dairy supplies or additional
imports will be needed will have significant
implications for the global dairy trade. While the
Global Dairy Trade index increased in November,
a corresponding rise in Chinese imports has yet to
materialize. This disconnect suggests that China
could remain cautious about ramping up import
activity, particularly as the government focuses on
supporting Chinese dairy producers.

For international dairy exporters, mainly
those reliant on WMP and SMP sales to China,
the message is clear: While signs of recovery
exist, dairy demand is unlikely to return to pre-
pandemic highs anytime soon. Still, China’s low
dairy stocks and stable domestic consumption
provide a foundation for gradual growth, especially
if China’s economy continues to stabilize. MCT
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