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January Federal Class III Holds,

But Big Decline in the Cards

by John Bunting

For the second consecutive month, the federal
order Class III (cheese milk) price gained a paltry 2
cents, this time to $13.39/cwt. for January. The fed-
eral Class III has thus hung in the $13.35-$13.39 range
since November.

That’s about to change. Cash Cheddar traders
at the Chicago Mercantile Exchange have hammered
prices in recent weeks, thus virtually ensuring that
the federal order Class III for February will decline
to below $13.00 — a level not seen since  early 2004.

USDA said the January federal order Class IV
(butter-powder) price had been placed at $12.20/cwt.,
down 37 cents from the December Class IV. The but-
terfat sector is also being hammered.

A scaled-back version of the Milk Income Loss
Contract program is at long last headed to the White
House for the President’s signature.  The MILC pro-
gram—a safety net for dairy farmers when milk prices
are low—died on the political vine last September
30 when it was not renewed.

The latest version of MILC significantly reduces
what had been a modest safety net.  But the way farm
milk prices are headed for the next few months, any

safety net will be welcome.
The newly authorized MILC program will pay

dairy producers 34.9% of the difference between the
Boston-based Class I price of $16.94/cwt. and the
actual price for a given month.  Previously, the com-
pensation rate had been 45% of the difference.  Thus,
instead of 45% of a loaf, dairy farmers’ safety net
will pay them one-third of a loaf.

Worries are that the MILC payments will be
further reduced by other federal budget chicanery
being implemented by the federal government.

MILC payments will be paid on up to 2.4 mil-
lion lbs. of annual milk production to dairy farmers
who sign up for the program. Retroactive payments
for December 2005 would be 4 cents/cwt., and 10.5
cents/cwt. for both January and February 2005.

However, President Bush’s newly proposed
budget would cut another 5% from MILC payments.

Reduced MILC Gets OK

The dairy price climate has turned downright
ugly here in early 2006. At the Chicago Mercantile
Exchange, cash markets for Block Cheddar and Grade
AA butter fell into the low $1.20s/lb. as of Feb. 8.

What does all this mean to dairy farmers?  For
the first half of 2006, dairy producers must antici-
pate milk prices at least $3.00/cwt. LOWER than the
first six months of 2005.  Coupled with significantly
higher cash costs of production (due in great part to
higher energy costs), a difficult milk-price/cost
squeeze is on the immediate horizon.

Multiple factors are at play, eroding prices. Milk
production is stronger. In California, sources say that
weather patterns over the past two years have cre-
ated a bulge in recent calvings, producing more milk.
Throughout much of the U.S., there has been virtu-
ally no winter weather stress on dairy cattle. Cows
are not devoting as much of their feed intake to main-
taining body condition during this warm winter.

With cheese prices in the tank, cheese makers
are using less nonfat dry milk to boost protein in the
vats.  In a related strategy, more cheese plants are
selling cream, rather than boosting cheese output by
adding nonfat dry milk to the cheese vats as protein.
Cream supplies are a burden on the industry.

Consumer demand for cheese is “flat at best,”
one marketer says.  The nation’s consumer economy
may be more cash-strapped than many realize.

In the analysis of The Milkweed, the quickest
factor to reverse present ugly fortunes would be the
weather in 2006. Many areas in the central portions
of the U.S. are extremely dry.

In the early days of the Republic, bleeding was
considered the cure for most everything.  President
George W. Bush’s recently unveiled federal budget
proposes “bleeding” dairy farmers’ milk checks with
an old-fashioned cure: a newly created “Milk Tax.”

Specifically, the White House’s controversial
$2.7 trillion federal budget calls for a three-cent per
cwt. assessment against all milk producers’ revenue,
starting in October 2006. A new “Milk Tax”—like
many aspects of this budget proposal—will generate
heat. Like the rest of the controversial White House
budget proposal, it must be approved by the House
and Senate

The specific language reads:  “Initiate a dairy
assessment to be paid by dairy producers.  An as-

sessment of three cents per hundredweight of milk
produced would be paid by all dairy producers on all
their production.” (Estimated savings: $576 million
over 10 years.)

On page 376 of the 440-page White House bud-
get proposal, it seems that the Bush administration
wants to kill off the Dairy Price Support program in
2008.  And the Dairy Export Incentive Program would
be axed in 2011.  Killing those two programs would
save an estimated $257 million.

The White House budget proposes cutting all
farm commodity program payments by five percent.
That means even further reductions in the just-passed
Milk Income Loss Contract (MILC) payments.  In-
stead of the former payout of 45% (between the ef-
fective difference of the Class III price and $13.69/
cwt.), dairy farmers were to get 34.9% … before any

additional five percent cut sought by the White House.
Reducing farm commodity payments by five

percent over the next ten years will save the federal
government $4.9 billion—somewhat less than the
monthly cost of the Iraq war.  The budget also pro-
poses to reduce the payment limit cap for individuals
to $250,000 for all commodity programs, for an esti-
mated savings of $1.2 billion over 10 years. That
means that some corn ground will not get planted.

Other dairy details: the White House budget pro-
poses to, “Require USDA to achieve effective dairy
price supports at the least possible costs to the tax-
payer. Change the law to require dairy product prices
set by USDA to minimize costs, and allow purchases
only when reported prices are below the support
price.”  Estimated savings: $618 million over 10
years.  The current milk support price is $9.90/cwt.

The federal government instituted controversial
milk taxes against dairy farmers’ gross production
starting in the early 1980s.  Those hated levies, which
rose as high as $1.00/cwt. in late 1983, were first
used to cover costs of mammoth dairy surplus re-
movals by USDA. When dairy surpluses abated, the
milk taxes helped offset the federal budget deficit.
No other economic group paid a tax on gross output
as a federal deficit-offsetting measure.

After the late January national federal milk or-
der hearing in Arlington, Virginia blew up in their
faces, a group of dairy cooperatives quickly asked
USDA for another, emergency milk order hearing.

The original hearing—acting upon a proposal
submitted by Agri-Mark—called for increasing the
“make-allowances” for cheese and butter-powder
plants. Trouble is: the goofballs running the dairy co-
ops didn’t realize, soon enough, the total costs of their
proposal.  No proposals were submitted to USDA to
decouple declines in the Class III (cheese) and Class
IV (butter-powder) milk prices from pulling down
Class I (fluid) and Class II (butter-powder) prices.

Dairy Picture Turns Ugly

Co-ops Goofed, Want Another ‘Make-Allowance’ Hearing

Only after Ohio attorney Ben Yale’s firm re-
quested USDA run cost-analyses on the financial im-
pact of Agri-Mark’s proposal (and other scenarios)
did big dairy co-ops realize their problem.  They were
supporting equally big cuts in farmers’ prices for ALL
classes of milk from 20¢ to 50¢ per cwt.

USDA estimated if Agri-Mark’s proposal for

increased “make allowances” for Classes III and IV

were in place during 2004/2005, that dairy farmers

would have lost 51 cents per cwt.

The big dairy co-ops that want higher “make-
allowances” have boxed themselves into a corner:  if
they get the higher requested “make-allowances,”
dairy farmers’ income will take huge nose-dive.

That’s why the big dairy co-ops are requesting
another national federal milk order hearing—this
time with a proposal to decouple Classes I and II from
price drops in Classes III and IV.
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