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Continuous structural change  

In a previous issue of “In Brief” we discuss changes 

in size, automation and innovation on Alberta’s dairy 

farm sector. Growth in per cow performance has 

played a critical role in maintaining the province’s 

milk output. Albeit small in scale compared to 

Ontario and Quebec, Alberta’s dairy farm sector is 

strong and structurally well positioned. Dairy farmers 

are dynamically living the notion that “nothing is as 

steady as change”. 

This current issue of “In Brief” uses our rich and 

unique Dairy Cost Study data to take a closer look at 

the cost of milk production and the significance of 

feed costs. The next issue of “In Brief” on milk 

production analyzes net dairy farm incomes.  

Cost of production per hectolitre1 

Total costs consist of four main groups: feed, labour, 

capital costs and other costs. With larger operations 

in the dairy farm sector (“In Brief (1) Dairy 

Production”), total cost of production per operation 

have increased. In 2019, dairy farmers in Alberta 

expended an average of $ 1.1 million per operation 

in total production costs.  

However, a per-unit break down (hectolitres) reveals 

that inflation-adjusted total cost of production per 

100 litres follows a cyclical, but not necessarily an 

upward, trend (Figure 1). While variable in the short 

term, longer term total costs per hectoliter stay 

between $50 and $60. In fact, between 1997 and 

                                                      
1  In the following, we have adjusted all costs to inflation that has 

accrued since the base year 2002. As a result, the numerical 
values of costs cited here are different from the cost of 
production calculated in the Dairy Cost Study, 

2006, total Inflation-adjusted production costs 

average $55.62 per hectolitre, and vary little at plus 

or minus $3/hl (five per cent) for most years.2  

Figure 1. Cost structure per hectolitre of sold milk 

(inflation-adjusted in $2002/hl), Alberta, 1997-2019 

 

Source: Dairy Cost Study, Alberta AF, E&C Branch 

Cost components vary at different rates over time. 

While capital and other costs are stable, feed and 

labour costs show a wider variation with plus/minus 

11 per cent and nine per cent, respectively. It 

indicates how dairy production links into markets 

through labour and feed demand.  

Dairy feed  

Dairy farmers feed roughage (hay, silage, straw) and 

concentrate (grains, dairy ration, supplements) to 

their dairy cows at a ratio of 60 per cent (79 kg/hl) 

roughage and 40 per cent (49 kg/hl) concentrate. 

Overall, Alberta’s dairy farmers feed an average 128 

kg feed per hectoliter milk. Total feed tonnage varies 

2 We compare variability of different cost components by 
calculating their variation around the mean in per cent 
(coefficient of variation). 
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little (around 3.5 per cent) per hectoliter over time, 

because of feed requirements for a given target milk 

performance. Moreover, feed productivity (i.e. litres 

of milk per kg concentrate fed) remains flat at 2.2 

litres of milk. (see Dairy Cost Study, p. 26). 

While two thirds of roughage tonnage is home-

grown, more than 80 per cent of concentrate is 

purchased. Amounts of purchased roughage and 

home-grown concentrate vary at plus or minus 18 

and 23 per cent, respectively. This indicates that 

farmers switch between home-grown and purchased 

feed depending on external drivers, such as weather 

and feed prices.  

Concentrate is significant 

With an average $22 per hectolitre (inflation-

adjusted to 2002 Canadian dollars), feed cost is the 

largest cost component of dairy production. Feed 

accounts for 40 per cent of all costs, with rising trend 

since 2009. Total feed costs were lowest in 2006, 

and since then rose with intermittent breaks. Since 

2010, feed costs exceed the average ($22/hl) in 

seven out of ten years. Figure 2 relates feed costs to 

total cost of milk production ($/hl).  

Figure 2. Costs of feed components ($/hl), 

Alberta, 1997-2019 

Source: Dairy cost study, Alberta AF, E&C Branch 

 
 

 

Notice how strongly feed costs and total production 

costs move in sync over time: When feed costs are 

high, total costs seem to be high, too. Figure 2 also 

shows the split between costs for concentrate and 

roughage, respectively. Compared to roughage, the 

cost share of concentrate feed is substantially 

higher. Costs pertaining to concentrate account for 

62 per cent of feed costs, while roughage costs, on 

average, make up 38 per cent. In addition, costs for 

concentrate are variable: in every given year, 

concentrate costs can be 50 per cent higher or lower 

than the average. 

The large share in feed costs, the high variability in 

concentrate cost, and the strong dependence on 

purchasing, opposed to growing, make concentrate 

a critical component in cost management. 
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The Dairy Cost Study is a business analysis program offered annually by Agriculture and 

Forestry’s Economics Section. It monitors the ongoing economic and financial performance of 

Alberta’s dairy sector, and supports informed decision making by government and industry (see 

https://www.alberta.ca/agriprofits-dairy.aspx). 

Take home messages 

 Inflation-adjusted cost of milk production 

(in constant 2002 dollars) per hectolitre of 

milk average about $55/hl, with five per 

cent variation from long-term averages. 

 Despite heavy sector consolidation, cost of 

production per hectolitre milk is cyclical 

over time, but not systematically lower 

than 20 years ago.  

 Feed costs account for 40 per cent of per 

litre production costs. Labour and feed 

costs vary at plus or minus 10 per cent, 

indicating a strong market link.  

 Concentrate feed accounts for 60 per cent 

of feed costs. Concentrate feed is critical 

for cost management because of its high 

share in feed costs, high variability and 

high share of market purchases. 
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