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ECONOMISTS like to use history 
as a guide to forecast future con-
ditions such as grain prices, farm 
incomes, input costs, and crop yields. 
Dairy farmers can do the same with 
respect to forecasting their farm’s 
monthly mailbox price ($ per cwt.). 

In this article, we will delve into a 
web-based tool developed by our team 
at the University of Wisconsin-Madi-
son. The Mailbox Price Forecaster or 
MPF can generate 12-month forecasts 
of mailbox prices for several federal 
orders and California. To set up an 
account, simply enter your farm’s data 
to forecast your own mailbox price. 
You can access the MPF program via 
the website: https:/dairy.aae.wisc.edu. 

A direct link
The MPF system is used to 

quantify the historic relationship 
between your farm’s mailbox price 
compared to the market-generated 
monthly announced Class III and IV 
milk prices. Once this historic rela-
tionship has been quantified, the 
previous day’s CME Class III and IV 
future contracts settlement prices 
help forecast your mailbox price 
for the next 12 months. The reason 
that this method can be used is due 
to the Class III and IV futures con-
tracts being cash settle contracts 
to easily compare USDA’s monthly 
announced Class prices. 

The only data needed from produc-
ers to obtain farm-specific monthly 
mailbox price forecasts are the mail-
box prices actually received by your 
farm. A minimum of three years or 
36 months of data should be used to 
calculate your farm’s prediction. As 
always, more data provides a more 
accurate forecast. In addition, if the 
producer knows each month’s aver-
age milk fat and protein content of 
their farm’s milk, the forecasting 
accuracy of the statistical model will 
be improved by using this data to 
explain their mailbox price. 

As an example of how to use the 
MPF system, we use this tool to 
obtain 12-month forecasts of aver-

age state/regional mailbox prices 
for New York, Michigan, Wisconsin, 
Florida, New Mexico, California, 
and the Federal Milk Marketing 
Order (FMMO) system as a whole. 

(Note that for this analysis we are 
assuming the California milk pric-
ing system is still in effect over the 
forecast period. California is sched-
uled to join the FMMO system on 
November 1, 2018.) 

For each of these analyses we use 
monthly state and region average 
mailbox prices encompassing the 
January 2005 to May 2018 period, 
USDA’s Class III and IV announced 
prices, and Class III and IV futures 
settlement price data as of the end of 
business on July 19. Because we did 
not have monthly milk quality data, 
we did not include average milk-
fat and protein information in the 
analyses. We did include in our sta-
tistical model as to which quarter of 
the year a mailbox price applies so as 
to account for seasonal differences in 
milk quality and other factors that 
impact milk’s value.

In Table 1, we present the data 
used to generate our forecasts. The 
third and fourth columns of this 
table contain the Class III and IV 
futures settlement prices as of the 
end of July 19 trading. 

The average Class III settlement 

price was $15.47 per cwt. com-
pared to $14.96 per cwt. for Class 
IV milk. The low price for both 
announced price futures contracts 
were obtained in July 2018 and the 
high in June 2019. For comparison, 
over January to June 2018 the aver-
age USDA announced Class III and 
IV prices were $14.41 per cwt. and 
$13.67 per cwt., respectively. 

In Columns 5 to 11, we present our 
forecast mailbox prices. We see that 
for Wisconsin, the average forecast 
mailbox value was $17.05 per cwt. 
That compares to Florida’s average 
high of $19.61 per cwt. and the low 
of $15.02 per cwt. for New Mexico. 
For the Federal Milk Marketing 
Order, the average forecast mailbox 
value was $16.84 per cwt. 

The high value for Florida reflects 
the relatively high Class I milk uti-
lization compared to other regions. 
The low New Mexico average fore-
cast mailbox price reflects the 
importance of Class III and IV milk 
utilization in the Southwest Federal 
Order and the dominance of cooper-
atives in the order.

The Mailbox Price Forecaster 
tool also can compare our fore-
cast results with previous average 
mailbox prices. While space does 
allow us to print those results, it 
can be a fruitful exercise. For the 

FMMO as a whole, we forecast a 
50-cent per cwt. improvement in 
average mailbox prices. The Wis-
consin forecast for January to May 
2019 was $1 per cwt. greater than 
the January to May 2018 observed 
mailbox price values.

Predict your prices
In summary, dairy farmers can 

now generate estimates of their 
farm specific mailbox prices using 
web-based software. These esti-
mates can help to provide predic-
tions of future cash flows. 

When combined with estimates 
of future feed costs, forecasts of 
income-over-feed costs will also be 
able to be obtained (software to esti-
mate future feed costs similar to 
your mailbox price is under devel-
opment). Feel free to contract Brian 
Gould via email at bwgould@wisc.
edu for more information concerning 
this forecasting system. 

Model helps predict on-farm milk prices

MILK CHECK OUTLOOK
by Brian Gould

The author is a Renk Professor of Agribusiness 
in the department of agricultural and applied eco-
nomics at the University of Wisconsin-Madison.

Table 1: Monthly average mailbox forecasts: July 2018 to June 2019
1 2 3 4 5 6 7 8 9 10 11

July futures price State/region of milk production

Month Quarter Class III Class IV WI MI NY CA FL NM FMMO

July 18 3 $14.21 $14.12 $15.41 $14.93 $15.55 $13.85 $18.95 $13.69 $15.41

Aug. 18 3 $14.84 $14.38 $16.01 $15.37 $15.97 $14.30 $19.41 $14.15 $15.91

Sept. 18 3 $15.47 $14.51 $16.58 $15.74 $16.51 $14.71 $19.83 $14.57 $16.36

Oct. 18 4 $15.84 $14.80 $17.79 $16.77 $17.49 $15.60 $20.36 $15.64 $17.44

Nov. 18 4 $15.82 $14.98 $17.79 $16.85 $17.61 $15.66 $20.43 $15.69 $17.50

Dec. 18 4 $15.72 $15.00 $17.71 $16.81 $17.58 $15.61 $20.38 $15.64 $17.44

Jan. 19 1 $15.57 $14.88 $17.40 $16.65 $17.44 $15.36 $19.62 $15.34 $17.21

Feb. 19 1 $15.46 $14.98 $17.32 $16.65 $17.40 $15.33 $19.60 $15.31 $17.17

Mar. 19 1 $15.40 $15.11 $17.28 $16.68 $17.42 $15.35 $19.62 $15.32 $17.18

Apr. 19 2 $15.65 $15.22 $16.97 $15.99 $16.92 $15.08 $18.80 $14.75 $16.64

May 19 2 $15.71 $15.65 $17.07 $16.23 $17.03 $15.28 $19.02 $14.95 $16.83

June 19 2 $15.89 $15.94 $17.27 $16.46 $17.27 $15.50 $19.25 $15.16 $17.04

Average ---- $15.47 $14.96 $17.05 $16.26 $17.02 $15.14 $19.61 $15.02 $16.84
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