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CME Cheddar Prices Drop, Energy Costs Soar 

The September Class III (cheese milk) federal 
order price was announced at $14.30/cwt., up 70 
cents from August. 

Federal order Class III values continue to yo-yo 
with the whims of cash Cheddar traders at the Chi-
cago Mercantile Exchange. CME boosted block and 
barrel cheese values in August and early September 
following a major decline the previous month. But 
CME cheese prices collapsed again in early October, 
pointing to a lower Class III price for the month. 

USDA said the August federal order Class IV 
(butter-powder) price had been placed at $13.75/cwt., 
up 31 cents from the July Class IV.

September Class III Up to $14.30

by Pete Hardin

Fundamental to the rules of capitalism and the 
market system is the idea that cost plus profit equals 
selling price.  To put it another way, all cost must be 
passed on. But not so in dairy.  

The predominant New England dairy co-op, 
Agri-Mark, has asked the USDA’s Agricultural 
Marketing Service for an emergency national milk 
order hearing to raise the “make allowance” for 
manufacturing plants. Agri-Mark wants to pass dairy 
manufacturing costs backwards to the farmer.

Agri-Mark’s September 29 proposal states:
“Manufacturing costs for all dairy products 

have changed greatly from the 1998 to 2000 period.  
Energy costs have increased dramatically in the five 
to seven year period while  medical related labor costs 
and insurance costs have increased substantially also.  
It would be incorrect, and in fact unreasonable, to 
assume that somehow technology or other efficiency 
improvements at existing plants have somehow en-
tirely offset these escalating costs.”

Agri-Mark incorrectly maintains: “Dairy 
product manufacturers under Federal Milk Orders 
are trapped into a fixed make allowance with no op-
portunity to cover their higher costs no matter what 
the price of their dairy products are.”  

Consequently Agri-Mark wants to: 

• Raise the make allowances for cheese, whey powder, 
butter and nonfat dry milk.

• Lower the addition to the NASS barrel cheese price 
used in the Class III protein price formula from three 
cents to 1.5 cents.

• Change the protein price to account for the fact that 
whey butter has a lower value than the Grade AA but-
ter price currently being used to value that by-product 
of cheese making.

“The fixed manufacturing cost allowances, 
currently in place throughout the Federal Order sys-
tem, are completely unresponsive to any changes in 
actual costs until a Federal Order hearing is held and 
a USDA decision is determined to amend the appro-
priate provisions of the Federal Order regulations,” 

claims Agri-Mark. However, Agri-Mark proposes to 
replace “fixed manufacturing cost allowances” with 
higher “fixed manufacturing cost allowances.” Hardly 
a solution to what Agri-Mark claims to be the problem 
— continuously increasing costs.

The problem as stated by Agri-Mark is, “The 
Northeast has seen a number of manufacturing plants 
close and watched as the region’s annual Class III 
milk volume have fallen from 703 million pounds in 
2001 to 454 million pounds in the past 12 months.”  
The proposal adds in the next sentence, “That’s a 35% 
decline in only four years.”  

Federal Order One (the Northeast) lists Class 
III utilization as 7,675 million pounds for 2001.  For 
the 12 months ending in August, the total is 5,368.1 
million pounds.  So, Agri-Mark’s math is off a bit.

Agri-Mark’s letter to USDA/AMS says, “Ap-
propriate yield factors are also used to convert dairy 
product pounds to pounds of raw farm milk com-
ponents (and eventually, hundredweights of farm 
milk).” That, too, is wrong. Many manufacturers 
added ultrafiltration while others have added MPCs 
in “starters.” Both practices bump up cheese yield.  
Since the make allowance is calculated on total 
pounds of cheese produced, many plants have 
already given themselves a raise.

“Upwards adjustments in the manufacturing 
allowances will initially result in lower class prices 
for milk under the Orders and a reduction in the farm 
blend price,” the proposal states.  There are then some 
convolutions in the proposal involving more milk go-
ing into Class III and that the farmer, by some form 
of co-op voodoo milk pricing logic, will make more 
money.  An old trick.

All of this is not to say many cheese plants are 
not hurting financially. They are.  However, this idea 
is essentially an attack on capitalism, and therefore 
no solution at all.  

Cash cheese markets...and federal milk order 
Class III pricing...are seriously flawed.  Dumping 
cheese marketing and pricing inefficiencies on strug-
gling dairy farmers’ milk checks is no solution. 

by John Bunting

Agri-Mark: Make Producers Pay Rising Plant Costs

The picture for dairy producers has suddenly 
turned ugly. Starting October 3, cash prices for Ched-
dar cheese at the Chicago Mercantile Exchange nose-
dived, dropping 17.75 cents, to $1.4175/lb. through 
trading October 11. In tandem with modest declines 
in butter prices, those CME Cheddar price drops set 
the stage for a decline of about $1.75/cwt. in farm 
milk prices over the next few months.

Equally unfortunate: Energy costs are skyrock-
eting as farmers labor through the fall harvest season. 
Sources estimate that in the past year, energy costs 
have added about $1.50 (or more) to the dairy farm-
ers’ average costs of production.  And we fear the cost 
run-up to U.S. agriculture are far from done.

The two-way pull of pending lower farm milk 
prices and steeply rising energy costs is about to 
raise blood pressures of the unlucky souls who try 
to balance the books on the nation’s dairy farms.  
Dairy farmers have taken their share of hits over the 

years, but lower milk prices in the face of fall 2005’s 
skyrocketing energy costs is an ugly scene.

Some of the “experts’” wisdom is hard to take. 
University of Wisconsin-Madison dairy economist 
Dr. Robert Cropp warned an audience of Pennsyl-
vania dairy farmers on September 19 that they had 
better be able to survive on $12.50/cwt. milk prices, 
or get out of dairying. Cropp, like many economists, 
seems to advise farmers to cope with an unfair milk 
pricing system, rather than focusing on improving 
the inequitable system.

In The Milkweed’s analysis, the numbers 
don’t seem to justify the recent Cheddar price 
declines.  U.S. Cheddar output is up only 1.4% 
for January-August 2005.  Imports of cheese are 
down about 50% for the first seven months of 
2005.  Demand for cheese has been solid. Ameri-
can cheese inventory numbers as of August 31, 
2005, were down about 5% compared to July 31, 
2005 totals.  As in certain prior years, the early 
fall CME Cheddar price crash looks suspiciously 
contrary to numerous market trends. 

Good news? Dairy livestock prices are soaring. 
Most markets across the country report strong interest 
in dairy springers and younger animals. Extraordinary 
prices have been paid for springing and bred heifers 
at many markets across the country.  (See the U.S. 
Dairy Livestock Price Map on page 10. Check out 
prices paid at the Brush Livestock Auction in Colo-
rado, where the top 103 springing heifers averaged 
over $2,500 on October 6.)

Higher heifer prices result from stronger de-
mand for the following factors: very low grain costs, 
dairy expansions, farmers wanting more heifers to 
boost cash flow due to low milk prices, and “holes” in 
dairy feedlots to fill.  Are heifer prices on a bubble?

Dairy is looking at a  disappointing fourth 
quarter of 2005 in terms of both farm milk prices and 
margins for cheese plants. Unfortunately, inability or 
unwillingness to recover costs from buyers is driving 
various dairy parties to try to “dump” higher costs (es-
pecially energy-related) on the farmers’ shoulders.

Many inequities in the big world of dairy are 
coming home to roost.  Imports, illegal use of Milk 
Protein Concentrate (an unapproved food ingredient 
under FDA rules), lack of honest competition among 
milk buyers and fluid processors … manipulations 
of the CME cash commodity markets, etc., etc.  The 
same-old, same-old, “business as usual” is not going 
to maintain the dairy industry in the U.S.

Invest in your best source for dairy news and 
analysis. Know what’s really going on!
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