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What constitutes a fair and accurate price for
nonfat dry milk?  And, how is that information gath-
ered?  World wide, most players use the price report-
ed in USDA’s Dairy Market News.  

Dairy Market News’ latest (June 7, 2007) report
states:

“European skim milk powder markets are firm
with prices continuing to increase.  New record high
price levels continue to be reported on a bi-weekly
basis.  Current prices are more than double the inter-
vention price.  As has been stated before, availability
of powder at a higher price is what continues to firm
this market.”

Recently DairyAmerica has used Dairy Market
News’ Europe’s high price as their spot price.  As of
June 8, 2007 DairyAmerica spot price is $2.45 per
pound.

About half of all American milk powder is made
in California.  The most recent survey price of Cali-
fornia nonfat dry milk is $1.4431 per pound reported
on June 1, 2007.  That price is a full dollar less than
DairyAmerica’s spot price and the general world
price.

This big difference raises an important question:
why do California state officials survey nonfat dry
milk prices on a weekly basis if they don’t give a hoot
what the weekly price is?  The answer to that question
can only be guessed.  The best guess looking at offi-
cial California policy over the years, is that buyers of raw farm milk get the final
say.

There is one indisputable fact.  The California price is not reflective of any
market price. The California NFDM price suggests a private version of the cen-
tral planning which was popular in the former Soviet Union.  Huge, long-term
contracts are in fact nothing more than central planning.

Some long-term contracts can be mutually beneficial.  The present con-
tracts for organic milk are an example.

The June 8, 2007 of edition Dairy Market News reports on page 5, under
the “NONFAT DRY MILK – WEST” section that, “Any offerings are easily
clearing from the market. Many shipments being sent out are not full loads so
that buyers need to deal with this fact … Some buyers are getting what they
need, but others are short.”

The Dairy Market News reports indicate a genuinely tight market for
NFDM where prices should be rising rapidly.  This news fails to reach the Dairy

Marketing Branch of the California Department of Food and Agriculture, where
price reporting in no way reflects reality.

As can be seen from the above graph, when the National Agricultural Sta-
tistics Service (NASS) price revision occurred, and long-term contracts were no
longer allowed in that weekly milk powder price, prices rose dramatically.  The
spread between the NASS NFDM price and the California NFDM price grows
wider nearly every week.

Milk production in California has been driven primarily by real estate
value.  This fact has been documented by the California Milk Advisory
Board/McKenzie California Dairy Industry Report (Spring 2006).  Proceeds
from real estate sales have been used to drive milk production in California
without regard to genuine market forces.  This has allowed processors in Cali-
fornia to undercut farm milk price at will.  

With continuing indications of real estate slowdowns, California’s milk
policy may have to change.

CA Powder Price Trails DairyAmerica “Spot” by $1.00/lb.!

Step #1 in getting to the bottom of the massive milk powder price scandal
is to determine the approximate size of the damages to U.S. dairy producers’
milk incomes.  USDA is at work on that portion of the clean-up.  USDA is now
reviewing revised weekly milk powder sales/volume report submitted since
April 2006.

Once those weekly price/volume reports for milk powder sales are cor-
rected, then it’s a fairly easy move to determine just how much money was
“shorted” from the milk checks of farmers in USDA’s federal milk order pricing
program.  The Milkweed projects that dairy producers lost milk income from
August 2006 through April 2007.  Our worst-case month: December 2006,
when, we estimated, the average producer whose milk is priced by the federal
milk order program was shorted $2.77/cwt. on all milk produced.  (That estimate
was generated by a dairy economist who works at a regional federal milk mar-
ket administrator’s office.)

STEP #2:  WHERE’S THE MONEY???
Following determination of damages, it’s important to demand that USDA

promptly and fully compensate dairy farmers for lost milk income due to the milk
powder pricing scandal.  Both the National Farmers Union and National Milk Pro-
ducers Federation have requested that USDA pay up for the damages.  NFU is ask-
ing for “Section 32” payments—from discretionary funds available to the USDA
Secretary.  The fact that USDA instituted no auditing of dairy commodity prices
reported to the National Agricultural Statistics Service (NASS) for the past sever-
al years is ample reason to make Uncle Sam liable for the damages … promptly.

In early May, a group of eleven U.S. Senators wrote USDA Secretary Mike
Johanns and Inspector General Phyllis Fong, demanding an explanation of how
the milk-pricing mess happened.  It’s important that those senators—and other
elected officials—follow up the explanations from USDA with pressures for
prompt, full compensation for damages.

Using that “worst case” (December 2006) estimate, USDA lost nearly
$3.00/cwt. of producer revenue for the final month of a year which featured the
worst net margins for milking cows that U.S. dairy farmers had seen since the
Great Depression.  Inexcusable.

It’s important that U.S. dairy farmers start raising a ruckus to their
elected officials, wanting to know where their money is.  In the next month,
once the damages are announced, that is the key focus in this whole issue.  

How much money involved?  Estimates vary
Exactly how much milk income was lost by dairy farmers is becoming a

bit of political football—kicked around by some without much insight. 
The Milkweed reports elsewhere in this issue that the rumor mill at USDA

now estimates that dairy farmers have lost close to one billion dollars, because

DairyAmerica failed to accurately report milk powder prices.  This publication’s
earlier estimates of losses at $597 million included only August 2006 through
January 2007.  Subsequent months were not calculated when the March 2007
“Special Report: Missing Milk Powder Millions” blew the lid off this scandal.

The Milkweed stands by these figures.  If anything, our estimates in March
were conservative.  If recent rumors from USDA are close to the bull’s-eye,
that damages are close to $1 billion, then the average dairy farmer in the fed-
eral milk order program lost about $20,000 in this whole milk-pricing fiasco.

Other opinions on the subject:
• Penn State dairy economist Ken Bailey pluggged the losses at just over

$200 million, in an article in the May 14, 2007 issue of Feedstuffs.
• Hoard’s Dairymen quoted UW ag economist Dr. Robert Cropp saying

that the milk powder scandal cost dairy farmers $.18/cwt. per month in lost
income.

• Dairylea executive Greg Wickham told a farm radio show host in west-
ern New York that the losses were just a few cents per cwt. 

Details critical in compensation payments
IF the government pays dairy farmers compensation for lost income, then

HOW Uncle Sam doles out the money is important, to assure that the producer
doesn’t end up paying a lot back as taxes, etc.

DAMAGES is perhaps the most important, single word to keep in mind.
Since such payments to dairy producers would be for DAMAGES due to a
failed USDA milk pricing oversight, if payments for lost milk income can be
categorized as DAMAGES, then perhaps the Internal Revenue Service would
go along with the notion and dairy farmers could avoid tax liability … as if there
were an insurance matter for which DAMAGES were received.  Get the picture?

Second best alternative, if such payments cannot be couched as “DAM-
AGES,”  would be to gain authorization from Congress (and IRS) that the pay-
ments for 2006 be attributed to 2006 income and allow dairy farmers to refile that
year’s income tax statements.  Most U.S. dairy farmers lost so much money in
2006 that a few thousand dollars more income would only lower the losses a bit.

If such damage payments from USDA are counted as regular income for
2007, this year’s big milk prices are going to guarantee that a good portion of
any payments from Uncle Sam would merely be fed back to Uncle Sam in the
form of higher income taxes and Social Security obligations.

Thus, HOW the government compensates dairy farmers for the milk-
pricing fiasco is almost as important as the actual payments.  The “HOW” of
any such payments merits careful consideration, in advance, to assure that
dairy farmers get fairly compensated for the DAMAGES, resulting from both
the mis-reporting of weekly milk powder prices and USDA’s failure to audit
those as mandated by law.

Milk Powder Price Scandal: Show Dairy Farmers the Money

NFDM Prices - NASS & California
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