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Flying blind  
In this latest edition of International Agri Insights, our US-based expert, Prof. Bill Bailey, gives his insider’s take on 

the US government shutdown and its impact on the US dairy industry.   

 Closure of US government offices has slowed implementation of new Farm Bill programs. 

 The absence of USDA market information during the closure has made US dairy farmers’ spring production 

decisions more difficult. 

 With this in mind, the US government shutdown has introduced downside risks to the US production outlook. 

US farmers have been flying blind because of the government shutdown 
The recent partial closure of the United States government has had an impact on US agriculture – none of it good.  

Most of the US Department of Agriculture (USDA) closed. Indeed while the government re-opened by the time this 

column was published, the shutdown will continue affect agriculture for some time. 

In late 2018, the US Congress passed, and President Trump signed, a new Farm Bill. The legislation provides the legal 

authority for the USDA to implement farm programs.  However, the implementation of the new Farm Bill and most 

USDA operations have been put on hold because of the government shutdown. The USDA has halted the important 

preliminary regulatory work required to implement the new Farm Bill and has stopped the processing of loan and 

grant programs, including the program to help farmers hurt by current trade policy decisions.  

Further, the USDA publishes a number of reports that are essential for farmers’ marketing and production planning 

efforts.  The USDA recently cancelled release of both the annual Crop Production report and the most recent monthly 

World Supply and Demand Estimates, which contains information needed to understand world agricultural markets. 

The reports, if published, would provide information key to understanding US and world agricultural markets.  

Further, as the US spring approaches, and it will eventually arrive, farmers’ crop planting intentions have become even 

more difficult than normal, as impartial USDA reports have been missing. Further, the shutdown, if it resumes, could 

potentially halt benefits going to millions of people currently receiving aid through the Supplemental Nutritional 

Assistance Program, including the food stamp program, which is important for the domestic demand for dairy 

products. 

First, let’s review new dairy legislation.  The majority of farm programs in the new Farm Bill are very similar to 

previous legislation, including the dairy portion.  This means farmers are broadly familiar with the government 

programs available to them as they prepare for 2019 operations. The USDA delays in writing program regulations will 

affect 2019 dairy planning less than is normally the case with legislation that authorizes new farm programs, since the 
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new dairy program is similar to the past program. 

The USDA’s World Supply and Demand Estimates 

(WASDE), published in November, 2018, provide the most 

recent USDA forecasts for the US dairy industry.  A more 

current WASDE was to be published the second week of 

January, 2019, but the government shutdown prevented 

that from happening.   

The US dairy industry limped through much of 2018.  In 

fact, all of US agriculture faced, and continues to face, 

economic problems.  According to the USDA, 2018 net farm income for American farmers declined 12% from its 2017 

level. The USDA further noted, when 2018 farm income was adjusted for inflation, farm income fell to a level not seen 

since 2006.  The average US milk price in 2018 was about 5% lower than 2017. 

The November WASDE dairy forecasts, which expressed some concern about a smaller 2019 herd and somewhat 

weaker prices, shows an industry resuming production growth, based on increased per-cow productivity. 2019 

production is expected to be up slightly more than 1% from 2018 and nearly 4% higher than 2016 output.  

The USDA sees fats-based imports continuing to be strong 

as domestic demand remains very buoyant. Further, based 

on good international demand for both fats-based and 

skim-solids based products, 2019 US exports for those 

categories, while down slightly from 2018, remain above 

earlier levels.  Supply/demand and product price forecasts, 

from the report, are shown in the table above and chart, 

respectively. 

In view of the struggles facing the US dairy industry, 

particularly small and medium size farms, during 2018, the 

US Congress authorized additional funds for dairy 

programs. Those funds were designed for income 

protection and livestock insurance and will be blended into 

the new Farm Bill to form the basis for the dairy program. While the dairy program’s name has changed from Margin 

Protection Program to Dairy Margin Coverage, the focus remains on the protection of production margins rather than 

on government efforts to support dairy market prices.  

Below is a summary of the modified dairy program, provided by the publication farmdocdaily from the University of 

Illinois: 

 “Changes enacted in the Bipartisan Budget Act of February 2018 and Agricultural Improvement Act of 2018 

(hereafter referred to as 2018 dairy policy changes) confirm a strong commitment to dairy policy based on the 

margin between milk prices and feed costs, not the price of milk and milk products as characterized dairy 

support policy prior to the 2014 farm bill. 

 The 2018 dairy policy changes are clearly designed to increase payments to dairy farms, likely driven by concerns 

over financial stress in the US dairy sector. 

 When measured by $/cwt., the 2018 dairy policy changes most benefit small dairy farms. 

 When measured by percent change in profit or loss, mid-size dairies appear to benefit most. 

 The analysis suggests that the 2018 dairy policy changes do not appear to alter the economies of size forces at 

work pressing dairy farms to get larger or differentiate out of commodity milk production. For example, no farm 

size has [turned] losses [over recent years] into profits. 
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 The 2018 dairy policy changes do, however, raise a policy issue of potentially great importance: “Is DMC 

providing so much support that it increases the economic incentive to produce milk and/or reduce the 

willingness of financially stressed dairy farms to leave the sector?”  To the extent the future reveals a “yes” 

answer, more milk production means lower milk prices and thus higher cost of the DMC program to the Federal 

government. 

While the government shut down continues to affect US agriculture, so are several other key international issues.  

Implementation of the new US-Mexico-Canada agreement, which replaced the North American Free Trade 

Agreement, continues but at a very slow place.  How, and when, it will be implemented will have important impacts 

on US agriculture.  Further, efforts to modify the current Canadian dairy program and expand US dairy exports into 

the country continue, but are still unresolved.  And a final note that US-China tensions continue, with the 2018 

Chinese trade surplus to the US at its highest level ever.  Such trade surpluses will continue to keep US-China trade 

tensions high. 

The shutdown could put the brakes on US dairy production growth 
The partial US government shutdown has introduced risks to agricultural production plans.  There are several key 

issues: a lack of market information producers needed to plan for the upcoming season, information exporters need 

to meet export markets, and uncertainty over new rules required to implement new farm programs. While the USDA, 

several months ago, made 2019 production forecasts, including a small increase in dairy production, the tendency in 

today’s uncertain environment is for producers to avoid risks, minimize new investments and slow cash outlays, until a 

more clear production and operating environment arises.  The current unsettled situation is expected to keep a lid on 

production rather than encourage producers to take risks in a very murky and uncertain public policy environment.   

While reduced production could lead to slightly higher commodity prices, those possible price increases are unlikely to 

be sufficient to offset the risks in today’s agricultural markets. 

Temporary government re-opening offers some respite 
If the partial US government shutdown had continued, eventually agricultural production plans would have 

undoubtedly been affected.  However, the USDA resumed normal business operations January 28, 2019.  And the 

reports they publish, such as the WASDE, will resume being published.  It is expected the February WASDE, scheduled 

to be published February 8, will meet that deadline.  The current lack of market information producers need to plan 

for the upcoming season, information exporters need to meet export markets, and uncertainty over new rules 

required to implement new farm programs would have affected spring 2019 production decisions.  The ending of the 

current government shut-down will assist producers making production decisions.  The shutdown, currently 

suspended for 3 weeks, is not anticipated to resume as legislators and President Trump reach agreement on a variety 

of issues. 

About the author 
William C Bailey was Chair of Agribusiness at Massey University for 13 years.  He has written 

weekly world dairy market columns for ASB Bank for almost 15 years. He currently is 

President of Topker Consulting, specializing in agricultural market research and supply chain 

issues relevant to agriculture.  He retired as Dean, College of Business and Technology, at 

Western Illinois University, in Macomb, Illinois, in July, 2017. Bill spent 5 years in the US 

Marine Corps and received his PhD in Agricultural Economics from the University of Missouri. 

Before shifting to New Zealand, Bill was Chief Economist for the US Senate Committee on 

Agriculture, Nutrition and Forestry, served as Deputy Undersecretary of Agriculture and was 

Vice President and Director of Research for World Perspectives in Washington, DC. His beer 

of choice is Tui. Contact Bill: topkerconsulting@gmail.com Phone: +1 309 333 5117 

 

 



  

 

International Agri Insights  |  February 2019 

 

ASB Economics & Research  Phone 
Chief Economist Nick Tuffley   nick.tuffley@asb.co.nz  (649) 301 5659 
Senior Economist Jane Turner jane.turner@asb.co.nz  (649) 301 5853 

Senior Economist Mark Smith mark.smith4@asb.co.nz (649) 301 5957 
Senior Rural Economist Nathan Penny nathan.penny@asb.co.nz  (649) 448 8778 

Senior Economist, Wealth Chris Tennent-Brown chris.tennent-brown@asb.co.nz  (649) 301 5915 

Economist Kim Mundy kim.mundy@asb.co.nz  (649) 301 5661 

Data & Publication Manager Judith Pinto judith.pinto@asb.co.nz  (649) 301 5660 

 
www.asb.co.nz/economics 

   

@ASBMarkets 

 

 

 

Disclaimer 

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or 
needs. Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard 
to your objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.   

We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based 
on the information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as 
to accuracy, reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this 
document are subject to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed 
elsewhere by ASB Bank Limited. We are under no obligation to, and do not, update or keep current the information contained in this document. 
Neither ASB nor any person involved in the preparation of this document accepts any liability for any loss or damage arising out of the use of all or 
any part of this document.   

Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are subject to 
contingencies and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent or warrant 
that any of these valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.   
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