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Dairy Subtitle of the
2014 Agricultural Act

Mark Stephenson
Director of Dairy Policy Anaiysis
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We Made It! . - .| -

Congress didn't r‘nake i easy, but on February
7"‘,‘Presicﬁent Obama signed the Agricukural
‘Act of 2014 into law. :

Thmgs that Go Away
ww:\—kmm-‘.‘arm\mu 05‘ ey m!g:m“ o 1:)!:
™ Hepeals the dairy export incentive program

3 Repeals the dairy product price support prograrm e “
P P P - %O\I \A‘u e s
™ Repeals the MILC program after the margin protection rc’b D\A-r‘ﬁ_\
= e_d
program is operational

MILC has paid significant dollars ro producers
+ MILC was in easy program in which to participate

0 Picking éorrect stirt month was probably the hardcst part
for large farms

O Larger farms were not 2 fan of thc program
SRR -




Things that Stay

Dairy Price Suppert Program {the old one—permanent
legislation—of “Dairy Cliff” fame)

Extends the dairy forward pricing program
Livestock Gross Margin for Dairy

Language that would allow the formation of a
California Federal Milk Marketing Order wich
consideration of their quota program.

Things that Are New

 Creates a margin protection program (MPP)

Run by the Farm Service Agency

¥

Farms can choose the MPP or LGM-D, but cannot use
both fue don't know §f this can be anr annnal decision or @ one-time declvion)

0 Creates a dairy product donation program e »

What is this Margin?

© Al Milk Price less Feed Cost:
- The average cost of keed for a dairy operation required
to produce a cwt of milk, determined in accordance
‘with the followihg formula: R

[1.0728 X $ corn/bu] + [0.00735 X § SBM/ton] + [0,0137 X § 4lfalfa hay/ton] -

Milk, cotn and alfalfa prices reported by NASS in
Agticulrural Prices; soybean meal price is Central

Mincis, USDA/AMS

N Formula was developed by NMPF and used in the Dairy
Securiry Act. Meant to feed cow at average production for
100 1bs of milk with complement of youngstock, dry cows
and sick animals. Values reduced to 90% of full needs by

Senate.
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What is this Margin?
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What is this Margin?
1 The margin values will be averaged in two-month pairs of
Jan-Feb, Mar-Apr, May-Jun, Jul-Aug, Sep-Oct, Now-Diec
M The margin level will determine indemnity payments

1 This is a national measure of dairy farm well-being—your
actual mileage will vary.

Annual Decision

7+ The MPP Is an inst:rance product—you pay a premium and

you will receive an indemniry payment if due

1 You already have a production history

& Highest annual production in 2011, 2012 or 2013

Your production history will be increased by national average
rate of growth in milk production

O Annual choice of coverage percentage between 25% and

90% in 5% Increments

1 Annual choice of covetage level between $4 and $8 in 50¢

increments
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- Premium Rates -+ -

A P émiums arl rai"e Premium Rates For,Selacted ‘MarsinLev'ﬁlcwerage .
levels: first 4 million T Wargn Firsi A Ehovea
pounds.and E‘x‘lbDVE 4‘ .. - . kewd . n(ls!\:: ;?:;ms m\ll\?n ROUNdS .
millien pounds $4.00 s0.000 0,060

5450 50610 50.020
; ; ; $5.00 50025 50090
Ncrease in .- ¥

n 'Premlu l'_f'lS l_ . Tos3%0 50.040 ) 50,180 "4
cost as you increase 56.00 40,055
margin level, o5 so.0s0

€ 35.00 50.217
. §7.50 + 50,300 $1.060.
1 Much more expensive 5800 50475 s1.360

above $6.50

*+ 10 2014 and 2035 the premivi rates for the first4
millien gounds will beraduced by 28 percant at ail levels
exceptalihe SE.O0 kevel Apreducer will alsa pay 5100
annuatly in adminklrative fees.

M Also a $100 annual fee
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Premium Rates

$L40
8] Prerplum ates ¢ o0
are fixed over
the life of the  ¥1%0
farm bilt $0.80
 Premium rates 5060
are heavily $040
subsidized so20 b
Y ———— a

$4.00$4.50§5.0055.50 $6,00$650§7.00$7.5038.00
i First 4 M lbs PH = After 4 M 1bs PH

" Let's Look Back in Time

2005 :
Coverage Lavel® 54,00 450 [EXT IR £ 6.00 fas0. . srop ' sniot pmon ¢
| Banieipation Cost 1om B4E0F (10000 (SLE4M  i52.050  ULI40) 57510 (1090 (§17.200)

[MPF Payment 50 HY H o o 10 10 i 0

rien menetn (51001 154500 1510000 (ELS40N 52,0803 (530400 - 112917 (£10.900 (R0

2005 Mot Benefit

2005 Margin Prolacllon Pragram
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o 2006

Cowtidge Level $4.00 !i.!? 35.00 1536 56.00 .30 T 5150 $8.00
Pactlelpsion Cost [H1i) 14608 #41,e00) 1515403 52080 3340 137,812 (floeon)  hizaem
MPP Poyment 50 50 50 30 50 ] 8235 12,218 $a.87)
ey Benelhii 100 184553 iTL.00m 141,350} (47,0850} 53,0400 1555331 (LR 12 $L673
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175 Cows, producing 23,000 1bs of milk per cow, or 4 million annuel production history

20000 -"ﬁ“‘l\ T2 Nawe |

08/27/2014

TN

2007
Coverage Level T4.00 $4.50 $5.00 5550 §6.00 5650 5700 3750 $£.00
Panicipsilen Cost 5100 54601 1510000 4515400 (S2080)  ISRI4G1  1S7SID  (T18.900] 1700
MP? Baiarient 0 10 10 1 50 " 0 i 30
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Let's Look Back in Time
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2007 Net Beneiit
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175 Cows, praducing 23,000 [bs of milk per cow, or 4 million annual production history

W w9 W Rw Wh Ew va R

rtherel

Let’s Look Back in Time '
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Cowrage Level f4.00 1450 ¥5.00 5,50 6,00 5,50 £7.00 5250 $nop
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175 Cows, producing 23,000 lbs of milk per cow, ar 4 million annual production history

54 {Lﬂ\lbm.%& [nvrfmzlo( Ihawve




Let’s Look B’éck in Time

2009
Coveragelevel 54,00 34,50 £5.00 3550 s6.00 56.50 $1.0 $7.50 8,00
Paricipaian Cory 15100} (GAG0) (51,0000 (BLSAD)  (52,080)  FLMBF  (SR0ED (110000 (517200
MPF Payment 55,223 [EERTS] 139223 551,243 163,915 F78S1S 192315 3108915 FIZISIS
Jotet Benerit $I5023 526,763 S1E223 GAMEN] SGLA3S 57557 §EE003  N98015  SIOGTIS
‘2008 Margin Protection Program 2008 Net Benedt

T

60,

(IS

et
E L
= [T

§HHHH

an L in = HEO M BRI O1FN W BN SR 5w
Ol Famam  OFEFCIUGA R Enmn CorvtapsLavel

175 Cows, producing 23,000 fbs of milk per cow, or 4 wmillion wnnual productlon history
MILC pald this farm $44,800 thar year.
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Let’s Look Back in Time

010
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175 Cows, producing 23,000 lbs of milk per cow, ot 4 milllon annual productlen history

Let’s Look Back in Time :
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175 Cows, producing 23,000 Ibs of milk per cow, ot 4 million annual productien history
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Let’s Look Back in Time

012
Coverageievel  §4.00 3450 $5.00 HA 5600 56,50 $7.00 frst a.08
Partietparion Cost 151601 (13600 (FLED0) SLE4ON  BZOSOE U3 GRsid 10800 f1h200
Mer fryment SLME SIS SI%C DAL BZ19¢ SSLIS 561001 S7ARCL §s6.6hS
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175 Cows, producing 23,000 lbs of milk per cow, or 4 millian anmual production history

MILC paid this farm $29,000 that year,

Let’s Look Back in Time

013
Cormtage Level 54,00 54.50 15,00 530 15.00 56,50 5700 11 .00
Pacticipation Ty 15100} W60 U3E00) 1S40 {RLOMO) L3S0 {ER3M2) G600 (5172000
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* 175 Cows, producing 23,000 ibs of milk per cow, or 4 million annual production history

MILE paid this frm §10,300 thacyenr. -« Do (N

ok

It We Picked the Optimal Strategy

Year  Optimal Strategy Optimal Cukcome
2005 $4.00 4100
2006 $8.00 $1,673
2007 $4.00 5100
2008 $4.00 $100
2009 $8.00 $106,715
2010 $4.00 $100
2011 $4,00 $100
w2 $8.00 $78,885
2013 $8.00 $35,68¢
204 §4.00 $1c0
Total $224,137

pEE COW $128.08

per ewt $0.56
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What Do We Learn?

3 Like my daughter, one
foot is on the brake and
one on the gas... and one
foot or the other is all the
way down.

o Problem is, we don't
know with certainty what
the futute will be.
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We Aren’t Clueless

Actual and Forecast Dairy Production Margin
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If We Picked Advanced Strategy

Year  Advance Swategy  Advance Ourcame

005 $4.00 4100
2006 $4.00 4100
2007 $6.00 $2,080
2008 $6.00 2,080
2009 $5.00 $108,715
2010 $4.00 5100
2011 $8.00 $16,200
2012 $6.50 548,004
013 $6.50 $14.930 -
014 $4.00 S0 WSS
s
Totat " puass 1,00
per cow $85.07 1 Z.B N~
per cw $0.37

Dairy Product Donation Program

n E‘[ust be operational no later than 120 days after the matgin program
eging

o When the margin is less than $4.00 for the two preceding months, this
fearure becomes operational

01 Seeretary purchases dairy products ar prevailing market prices and
distributes to public and private nonprofits assisting low-income
households. Cannat hold/store purchases.

¢ This program suspended:
n After three months of operation
s Marging move above $4.00
ot Margins between $3.00 & $4.00 AND ULS. prices exceed world prices by more
an 5%
Margins less than $3.00 AND US. prices exceed world prices by more than 7%

v Program will shorten low margin periods but cost more than paying indemnities

.. Observations... Lok

™ Program will support larger dairies much better than
MILC did

71 Program will require some decisions and some “skin in
the game"

3 Tt will reduce income risif g

7 Less risk will produce more milk in the longrun
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Conclusions...

1 Need to think about:
4 Your risk-bearing ability (high versis low leverage)
Your risk preferences {love the thill, or can't sleep at night)

= Am [ a small farm or a larger farm {eost of premiizms
makes a difference)

©y Da you need other forms of coverage:
+ LGM-Dairy vs MPP-Dalry
r MPP-Dairy plus forward contraces or futures

) MPP-Dairy will be a very helpful tool, but it's no
substitute for good management

For More

Information
htrp://DairyMarkets.org
http:, DA,
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