
Some day soon, folks in the U.S. dairy indus-
try may wake up to learn that several federal milk
marketing orders no longer exist!  

Right now, five of USDA’s ten regional milk
marketing orders are deep into the hearing process
for proposed changes.  Approval of new, amended
individual milk orders requires a two-thirds vote by
the affected producers.  Most dairy farmers never
cast individual ballots—their “say” is cast as bloc
votes by milk marketing cooperatives.

The Milkweed is picking up signals that major
dairy co-ops are preparing to dump selected federal
milk orders.  It’s very doubtful whether the remain-
ing federal milk orders could survive, if any of the
remaining number demise.  The federal milk order
system is truly a system and requires the existing
parts in place east of the Rocky Mountains to con-
tinue effectively pricing milk.

Presently, changes to the following federal
milk orders are in the works:

• Order #5 (Appalachian)—transportation credits
• Order #7 (Southeast)—transportation credits
• Order #33 (Mid-East)—pooling rules
• Order #30 (Upper Midwest)—pooling rules
• Order #32 (Central States)—pooling rules

Highly critical comments about local federal
milk orders have been stated by Calvin Covington,
the CEO of Florida’s dairy co-op, Southeast Milk,
Inc.

All these orders are now in the final stages of
approval referenda.  Ballots were due for Orders 30,
32 and 33 during the first week of October.  Normal
administrative procedures require a few weeks for
the respective milk orders to collect the ballots, send
them to Washington, D.C., and for USDA to tabu-
late and announce final results.  

These individual milk order changes do not
include the national milk order hearing currently in
progress, that relates to increased manufacturing
plant “make-allowances” sought by cooperatives to

cover increased costs of operating cheese and butter-
powder plants. The “make-allowance” hearing,
which started in late January 2006, was reconvened
by USDA on September 14-15 in Strongsville, Ohio.
At that hearing, Cornell University dairy economist
Dr. Mark Stephenson offered recent data on dairy
manufacturing costs.  Much to the dismay of those
firms supporting higher “make-allowances,”
Stephenson’s survey showed average current plant
costs very close to the current “make-allowances”.

It’s very possible that Stephenson’s data could
have been the proverbial “straw that broke the
camel’s back”.  Why?  Because if USDA accepts his
data, the government cannot likely substantively
increase manufacturing plant “make-allowances”.
And if the co-ops can’t boost “make-allowances” to
recover their losses, they’ll likely conclude that the
federal milk orders aren’t worth retaining.

(One key problem: any addition revenue for
“make-allowances” comes directly out of monthly
producer revenue pools in each milk order.  It’s an
emotional time to be calling for reducing dairy
farmers’ income to subsidize cheese and butter-
powder plant losses. )

Voting out federal milk orders has a modern
precedent.  In early 2004, Dairy Farmers of America
(DFA) voted out the Western milk order, reducing
USDA’s system to its current total of ten milk
orders.

USDA sparked a flurry of referenda in region-
al milk orders with a series of actions by the
Agricultural Marketing Service right after Labor
Day.  Not coincidentally, these moves quickly fol-
lowed an appearance by USDA Secretary Mike
Johanns before DFA’s corporate board of directors
meeting in Washington, D.C. in early September.

Strange that the USDA Secretary would
appear before the corporate board of a firm facing
possible indictments from the Antitrust Division of
the United States Department of Justice!  Johanns
may have unwittingly played into DFA’s strategy of
dumping federal milk orders, by expediting the
administrative process in the multiple federal order

hearings.  
Without federal milk orders, dairy farmers, at

least on a short-term basis, would have no estab-
lished means of pricing farm milk, except what their
buyers told them the milk was worth.  No “blend
prices” would exist.  No federal orders would direct
that independent producers must be paid the “blend
price”.  

Without federal orders, the U.S. dairy indus-
try, outside states with their own milk pricing sys-
tems, (California, Virginia, Montana, Nevada, and
North Dakota currently conduct their own milk-
pricing agencies) would enter a lawless,  “Wild
West” pricing environment.  Such chaos would spur
states and regions to move quickly to fill the milk-
pricing void.   Such a climate would be custom-
made for crooked organizations like DFA to finan-
cially screw the entire U.S. dairy industry—produc-
ers (members and non-members), processors and
consumers!

Anticipate announcements from USDA before
November 1, 2006.  That way, USDA can send out
30-day notices by November 1 … thumbs up or
thumbs down.

The U.S. nonfat dry milk scene has devolved
into one of the stickiest messes anybody has ever
seen.  Milk powder costs more than block Cheddar

CME cash prices have climbed dramatically  –
up about 34¢/lb. since late September.  But federal
and state survey prices – on which dairy farmers'
prices are based – have moved almost insignificantly.

• Cash prices for nonfat dry milk at the Chicago
Mercantile Exchange started skyrocketing on
Friday, September 29.  In the following six trading
sessions, CME milk powder prices rose from $.90
per pound all the way up to $1.24/lb.  Supplies of
nonfat dry milk are impossibly tight, and scared
users are basically bidding up the price for little
available product.  The CME cash market price for
nonfat dry milk is higher than the price of CME
block Cheddar.  That inverted price relationship has
rarely occurred in the modern U.S. dairy industry –
the last time in late 1989, when 1988’s Drought
caused severe shortages.  In 1989, U.S. exports of

nonfat dry milk were “imported” back from a cus-
toms warehouse in West Germany.

• Firms that rely on nonfat dry milk for processing
of dairy products, baking, candy (and many other
uses) are running scared.  Production of cheese,
yogurt and ice cream is being impacted negatively
by milk powder shortages (and prices).  Sources tell
The Milkweed that some food processing firms may
have to shut down production during October and
early November, because they won’t be able to find
enough nonfat dry milk to keep operating.  (Short-
term:  substitutes of other dairy protein powders and
soy protein derivatives are not helpful, due to nutri-
tion labeling or functionality problems.)

• Despite rapid increases in the CME cash prices,
other price indices for nonfat dry milk are not mov-
ing quickly.  USDA’s National Agricultural
Statistics Services’ weekly nonfat dry milk price
survey has only bumped up to $.8791/lb. in early
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September 2006 Class III price at 3.5% butter-
fat for September rose $1.23 from August’s price for
USDA’s federal milk market order system and is
$12.29 per hundredweight.  For September 2005
Class III at 3.5% butterfat stood at $14.30 per hun-
dredweight.

As usual the Class III price was determined
from the weekly average NASS survey for Cheddar
cheese, butter, way and nonfat dry milk.

Component prices are as follows:
BBuutttteerrffaatt  pprriiccee 1.4191 per pound
NNoonnffaatt  ssoolliiddss  pprriiccee 0.7066 per pound
PPrrootteeiinn  pprriiccee 2.1346 per pound
OOtthheerr ssoolliiddss  pprriiccee 0.1649 per pound

Without adjusting for inflation, the average
Class III price for the 25 year period from 1980
through 2004 was $12.80.

SSeepptteemmbbeerr  22000066  CCllaassss  IIIIII  $$1122..2299
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