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SELECTED RESULTS OF THE IFCN DAIRY NETWORK
MILK PRICES AND COSTS OF MILK PRODUCTION IN 2003

Torsten Hemme !
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ABSTRACT
Within the IFCN Dairy Network milk prices and costs of milk production have been anal-
ysed from 31 countries for the year 2003. A wide diversity of milk prices between the countries
could be observed with > 35 US-$/100 kg milk in Switzerland, Norway and Canada and <
15 US-$ in Argentina and Pakistan. Costs of milk production differ significantly between the
countries, and within the countries as well. The highest costs of milk production (50 — 60 US-
$/100 kg milk) are found in Switzerland and on average sized farms in the EU, the lowest costs
in Argentina (10 — 15 US-$). For the future, a “world market price for milk,* which was around
15 —20 US-$/100 kg milk in 2003, is expected to be higher and might end at around 28 US-$.

Keywords: Milk production, international competitiveness, International Farm Compari-
son Network

INTRODUCTION

The globalisation of the economy and the ongoing liberalisation of trade will lead to a con-
siderable change in agriculture. This paper focuses on the perspectives of milk production in
different parts of the world including milk prices, farm structures and costs of production.

IFCN Dairy was founded in 1997. It is a network of dairy farm economists analysing and
forecasting dairy developments in 33 countries. Each year two conferences are held: The IFCN
Dairy Conference (www.ifcndairy.org) and the IFCN Cream Club Conference (www.cream-
club.org). The results shown in this paper were published in the IFCN Dairy Report 2004.

Specific methods in the IFCN Dairy Network

The cost calculations are based on dairy enterprises that consist of the following elements:
a) milk production, b) raising of replacement heifers and c) forage production. The analysis
results in a comparison of returns and total costs per kilogram of milk, adjusted to a fat content
of 4 % and a protein content of 3.3 %. Total costs consist of expenses from the profit and loss
account (cash costs, depreciation, etc.), and opportunity costs for farm-owned factors of pro-
duction (family labour, own land, own capital).

RESULTS

Milk prices in 2003

Milk prices are generally determined by the situation of demand, supply and the agricultural
policy system. Fig. 1 shows significant global differences in milk prices.

The countries could be grouped in the following classes:

. EU/US level: The milk price in 2003 varied from 28 - 40 US-$ per 100 kg (Energy
corrected to 4 %fat, 3.3 %protein) in the EU with the lowest prices in UK and IE and the high-
est in the Scandinavian countries and Spain. In the USA the milk price varied from 26 - 30

US-$. Besides the EU/US, this price level was also found in Hungary, Czech Republic, Israel,
Bangladesh, Thailand and parts of China.

. World market price level: In 2003 a milk price level of 15 - 22 US-$ per 100 kg was
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Fig. 1: Milk prices by country in 2003
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Source: IFCN Dairy Report 2004, national statistics, estimations - <15

received by farmers in Estonia, Poland, Chile, Brazil, India, Vietnam, and Oceania. This price
range generally reflects the range of the ‘world market price for milk’ in recent years.

. Below world market price: In Argentina and Pakistan farmers receive very low prices.
This means the milk price there is not determined by the world market price for butter/skim
milk powder minus average processing costs.

. Above EU/US level: The highest milk prices in 2003 were found in Switzerland, Nor-
way and Canada.

Two main conclusions can be drawn from the global milk price comparison:

. The diversity of milk prices between the countries gives a first impression of how
national and international trade and market policies are affecting the dairy markets.

With WTO negotiations in progress, and more countries signing the agreement on liberalis-
ing world dairy markets further, a significant scope for change and shifts in milk production
between countries can be expected.

. Milk price comparisons on their own do not allow conclusions about the competitive-
ness of milk production and shifts of market shares in the future. Therefore, in the next step, the
costs of milk production in selected countries are analysed.

Cost of milk production

The cost of milk production will be one of the major factors driving the direction of produc-
tion and also the trade of dairy products in the future. The following section analyses cost of
milk production in the typical farms of the major milk producing countries.

The analysis is based on the IFCN method. It is using the concept of typical farms: The
small farms in each country, shown in Fig. 2, represent a farm type close to the statistical aver-
age in the country. The larger farm type is analysed to show the economies of scale and to give
a picture of how competitive milk production might be after structural changes. The farm size
ranges between two and 2400 cows per farm. Besides the inter-country differences, significant
size differences can also be found within the countries.
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Fig. 2: Farm size of typical dairy farms
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Fig. 3: Cost of milk production in typical smaller size farms
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Fig. 4: Cost of milk production in typical larger size farms
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The results of the cost comparison can be summarised in the following way:

. Within Europe and also America, the costs of milk production differ significantly. This
means that even without political movements like the extension of the EU or the idea of free
trade among North/South America, significant shifts of milk production will occur.

. Even within countries, significant cost advantages of larger dairy farms compared to
smaller ones were found. This can be seen as an indicator of strong structural change within the
countries in the future.

. The average sized farms represent the majority of milk producers today. The most
competitive countries from this perspective are found in South America, Oceania and Poland
(below 17 US-$/100 kg milk). Dairy farms in the USA and Western Europe need more than 30
US-$ per 100 kg milk to cover their full economic costs.

. Fig. 4 shows the cost potential in the countries. In Argentina, India and Poland the
larger farms analysed can produce milk below 15 US-$ per 100 kg milk.

. The cost potential in Western Europe: The cost potential in the EU (example UK 183)
is around 28 US-$ per 100 kg milk. This is two times higher than the countries mentioned in
the point above. The costs in the larger Swiss and German farm are far above 30 US-$ per 100
kg milk.

. The case of larger farms in the USA: The very large farm in the USA (2400 cows) has
the potential to produce milk for 28 US-$ per 100 kg milk which is comparable with the larger
farm in UK.

Outlook

Scope for change: Today we have a significant potential for changes in the dairy sector.
Within the IFCN we monitor the changes and forecast future developments. Therefore, the
IFCN can be seen as a navigation system for farmers, policy makers and the agribusiness in a
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rapidly changing world.
Milk pricing in the future: Assuming a globally liberalised dairy market, two scenarios
could be possible for the individual countries:

. Countries that produce milk only for the local fresh milk market and do not have com-
petitors within driving distance (500 — 1000 km) can obtain significantly higher prices than the
world market price.

. In the other countries, the farmers’ milk price will be driven by the world market
prices for dairy products (butter, SMP, standard cheese) and the performance of the local dairy
processing company.

Where is the “‘world market price for milk’ headed in the future: In the past, prices fluctuated
within a range of 15 —20 US-$ per 100 kg milk. In a liberalised situation, the milk price on the
world market is determined by the least competitive producer still producing milk (covering
his costs). This means that instead of the very competitive producers in the Southern Hemi-
sphere, the marginal producers in the Northern Hemisphere are relevant. Assuming the 2003
input price/exchange rate situation, a milk price around 28 US-$ per 100 kg milk can be seen as
realistic for a liberalised dairy market. In this range, the larger farms in the USA and in Western
Europe, would be able to produce milk. This figure is significantly above the estimation based
on the IFCN analysis for the year 2002.
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