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ideas worth spreading



dairy economic analysis discussions



The Impact of the Highly Improbable
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1.The disproportionate role of high‐
profile, hard‐to‐predict, and rare 
events that are beyond the realm of 
normal expectations in history, 
science, finance, and technology.

2.The non‐computability of the 
probability of the consequential rare 
events using scientific methods (owing 
to the very nature of small 
probabilities).

3.The psychological biases that blind 
people, individually and collectively, to 
uncertainty and to a rare event's 
massive role in historical affairs.



Forecasts: margins vs. expected payments
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Actual Dairy Production Margin: Historical
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MPP Coverage Levels and Premiums
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Coverage 
Level

First 4mil lbs
($/cwt)

Above 4 mil lbs
($/cwt)

$4.00 $0.000 $0.000
$4.50 $0.010 $0.020
$5.00 $0.025 $0.040
$5.50 $0.040 $0.100
$6.00 $0.055 $0.155
$6.50 $0.090 $0.290
$7.00 $0.217 $0.830
$7.50 $0.300 $1.060
$8.00 $0.475 $1.360



Actual Dairy Production Margin: Historical
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Actual Dairy Production Margin: Historical

10



Actual Dairy Production Margin: Historical

11



Percent of Expected 2015 Milk Production
by MPP‐Dairy Coverage Level (Cumulative)
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Percent of Enrolled Herds Buying Above $4.00/cwt
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Percent of Expected 2015 Milk Production
by MPP‐Dairy Coverage Level
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Idaho

None $4.00/cwt $4.50‐$5.50/cwt $6.00/cwt or higher

New York Minnesota



Percent of Expected 2015 Milk Production
by MPP‐Dairy Coverage Level
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None $4.00/cwt $4.50‐$5.50/cwt $6.00/cwt or higher

MinnesotaWisconsinIowa



Avg. Farm Size in State vs Avg. Coverage Level Chosen
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For 33 states with avg. farm production lower than 5 million lbs. 
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Avg. Farm Size in State vs Avg. Coverage Level Chosen
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Willingness‐to‐Pay Estimates
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Choice 
Experiment

WTP
% Opt 
out

High Margin 
Scenario

‐$0.89/cwt 52.9%

Moderate Margin 
Scenario

$0.06/cwt 42.4%

Low Margin 
Scenario

$0.17/cwt 26.6%

Very Low Margin 
Scenario

$0.31/cwt 22.8%

Cov. 
Level <=4mil >4mil

$4.00 $0.00 $0.00
$4.50 $0.01 $0.02
$5.00 $0.02 $0.04
$5.50 $0.04 $0.10
$6.00 $0.05 $0.15
$6.50 $0.09 $0.29
$7.00 $0.22 $0.83
$7.50 $0.30 $1.06
$8.00 $0.48 $1.36



Registration Period For 2016
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JUL

01
SEP

30

MPP‐Dairy Registration & Annual 
Coverage Election Period Opens

Last Day to Register or 
Choose Coverage for 2016



MPP Coverage Levels and Premiums
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Coverage 
Level

First 4mil lbs
($/cwt)

Above 4 mil lbs
($/cwt)

$4.00 $0.000 $0.000
$4.50 $0.010 $0.020
$5.00 $0.025 $0.040
$5.50 $0.040 $0.100
$6.00 $0.055 $0.155
$6.50 $0.090 $0.290
$7.00 $0.217 $0.830
$7.50 $0.300 $1.060
$8.00 $0.475 $1.360



Forecasts: margins vs. expected payments
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How to make a well‐reasoned risk management decision?

22

IOFC Basis

Other Operating 
Costs

Required MPP Margin 
To Breakeven

Loss Tolerance

Optimal MPP 
Coverage 
Level

Implied Subsidies



How to make a well‐reasoned risk management decision?
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IOFC Basis

Other Operating 
Costs

Required MPP Margin
To Breakeven

Loss Tolerance

Optimal MPP 
Coverage 
Level

Implied Subsidies



Would MPP‐Dairy Help Western Dairies?
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• “The situation in California is the worst of both worlds: Its all‐
milk price is consistently lower than the national average, and
its feed costs are consistently higher. As a result; the state's
margin since 2007 has averaged $2.4 7 less than the national
margin.”

• “As national margins erode, Western margins will drop lower
because they already are lower. Profits will disappear faster.
Losses will happen sooner and they will be bigger.”

Hoard’s Dairyman West, September 25, 2014.



MPP‐Dairy: Milk Price Basis (Region Minus US All‐Milk)
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MPP‐Dairy: Feed Cost Basis (Region Minus MPP Feed)
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MPP‐Dairy: Milk Income over Feed Costs Margin Basis
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Other Operating Costs 
(Excluding Feed, Herd Replacement and Depreciation)

28

$0.00

$1.00

$2.00

$3.00

$4.00

$5.00

$6.00

$7.00

$8.00

$9.00

2007 2008 2009 2010 2011 2012 2013

Upper Midwest Texas Idaho California



How much would MPP‐Dairy help in a year like 2009?
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71% 55% 44% 53%



How to make a well‐reasoned risk management decision?
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IOFC Basis

Other Operating 
Costs

Required MPP Margin
To Breakeven

Loss Tolerance

Optimal MPP 
Coverage 
Level

Implied Subsidies



What Do We Need to Know?
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1.Production and Prices
• Number of Cows
• Milk Per Cow
• Non‐Feed Expenses per Cwt
• MPP‐Dairy Basis

2.Farm Financial Measures
• Working Capital Per Cow
• Debt‐to‐Asset Ratio
• Assets Per Cow

3.Risk Management Program



Case Study 1.
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1.Production and Prices
• Number of Cows 4,000
• Milk Per Cow 24,000
• Non‐Feed Expenses per Cwt   $7.00/cwt
• MPP‐Dairy Basis ‐$2.00/cwt

2.Farm Financial Measures
• Working Capital Per Cow $600/cow
• Debt‐to‐Asset Ratio 45%
• Assets Per Cow                      $7,000/cow

3.Risk Management Program
MPP Cov. Percentage 90%, no CME hedging



Case 1: If MPP‐Dairy margin in 2016 averages $5.00/cwt
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MPP
CL

Profitability Liquidity Solvency
Net 

Loss/Cwt
Working 

Capital/Cow Debt‐to‐Asset Ratio

$4.00 ($4.86) ($567) 67.8%
$4.50 ($4.45) ($468) 66.4%
$5.00 ($4.04) ($369) 65.0%
$5.50 ($3.67) ($280) 63.7%
$6.00 ($3.29) ($189) 62.4%
$6.50 ($2.99) ($117) 61.4%
$7.00 ($3.08) ($138) 61.7%
$7.50 ($2.87) ($88) 61.0%
$8.00 ($2.55) ($12) 59.9%



Case Study 1b.
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1.Production and Prices
• Number of Cows 4,000
• Milk Per Cow 24,000
• Non‐Feed Expenses per Cwt   $7.00/cwt
• MPP‐Dairy Basis ‐$2.00/cwt

2.Farm Financial Measures
• Working Capital Per Cow $600/cow
• Debt‐to‐Asset Ratio 45%
• Assets Per Cow                      $7,000/cow

3.Risk Management Program
MPP Cov. Percentage 90%; $7.00/cwt @ 40%



Case 1b: If MPP‐Dairy margin in 2016 averages $5.00/cwt
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MPP
CL

Profitability Liquidity Solvency
Net 

Loss/Cwt
Working 

Capital/Cow Debt‐to‐Asset Ratio

$4.00 ($3.26) ($183) 62.3%
$4.50 ($2.85) ($84) 60.9%
$5.00 ($2.44) $15  59.5%
$5.50 ($2.07) $104  58.2%
$6.00 ($1.69) $195  56.9%
$6.50 ($1.39) $267  55.9%
$7.00 ($1.48) $246  56.2%
$7.50 ($1.27) $296  55.5%
$8.00 ($0.95) $372  54.4%



Case Study 2.
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1.Production and Prices
• Number of Cows 400
• Milk Per Cow 24,000
• Non‐Feed Expenses per Cwt $10.50/cwt
• MPP‐Dairy Basis $1.00/cwt

2.Farm Financials
• Working Capital Per Cow $1100/cow
• Debt‐to‐Asset Ratio 35%
• Assets Per Cow                    $13,000/cow

3.Risk Management Program
MPP Cov. Percentage 90%, no CME hedging



Case 2: If MPP‐Dairy margin in 2016 averages $5.00/cwt
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MPP
CL

Profitability Liquidity Solvency
Net 

Loss/Cwt
Working 

Capital/Cow Debt‐to‐Asset Ratio

$4.00 ($5.36) ($187) 46.7%
$4.50 ($4.95) ($87) 46.0%
$5.00 ($4.53) $12  45.2%
$5.50 ($4.14) $106  44.5%
$6.00 ($3.75) $201  43.8%
$6.50 ($3.40) $284  43.1%
$7.00 ($3.31) $306  43.0%
$7.50 ($3.04) $371  42.5%
$8.00 ($2.72) $448  41.9%



Towards the Integrated Dairy Risk Management Tool
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