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Price projections (made in 2007)

Futures price for Class III milk on 26 Jan and 2 Feb 2007
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Projected Class III Pries for 2007 by Ken Bailey (Penn State)
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USDA price projections for Class III Milk by quarter, 2007
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Exports
small and declining 

Slide from 2007 

Exports as a percent of US milk production, 1970-2005
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Sometimes historical trends lead to errors



What happened last year?

ÅMy article in the May 
ƛǎǎǳŜ ƻŦ ¦{¦Ωǎ ŘŀƛǊȅ 
newsletter was titled 
ά{ƻƳŜǘƛƳŜǎ ƛǘǎ ƴƛŎŜ ǘƻ 
ōŜ ǿǊƻƴƎέ

ÅPrices increased more 
than anyonepredicted

ÅWhy did everyone miss?
Source : University of Wisconsin



Some basic economics
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Given the inelastic supply for 
milk (in the short run): 

a small change in demand 
results in a relatively large 

change in price  



Some factors that shifted the 
demand for US produced milk

ÅThe value of the dollar declined 

ÅProduction in Australia, New Zealand and the EU 
declined 

ÅDomestic prices were commonly less than 
international prices

ÅIncomes increased in some countries

ÅThe US became the primary supplier of some milk 
based food ingredients (e.g., Whey, NFDM, Lactose) 



Domestic versus International prices



Exports generally increased
(percent increase from 2006---11 months) 

ÅCommodities that 
increased

Cheese 38% 
Butter  248%
Dry milk
Dry whey
lactose







While shifts in demand dominated supply 
factors in 2007, changes in supply could 

dominate price effects in 2008
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Given the inelastic demand for 
milk:

a small change in supply results 
in a relatively large change in 

price 

Will milk producers produce 
themselves  out of prosperity?  








