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When the New England Federal Milk Order was modified and expanded into the Northeast Federal Milk Order on January 1, 2000, dairy farm milk prices were calculated differently than they had been for several decades. Prior to January 2000, farm milk prices were calculated based primarily on the proportion of milk used in each use classification and butterfat. It was essentially a volume and butterfat price determination.


Beginning January 2000, farm milk prices were determined based on the volumes of protein, butterfat, other solids, and a value reflecting the manner in which the milk was used among the various milk products. This price mechanism is commonly referred to as Multiple Component Pricing [MCP]. It is the components of the milk that determines the major portion of the milk price. Accordingly, as the component prices fluctuate, so too do the resulting farm prices.


The value of the milk in its various product uses is also incorporated in the farm milk price through the respective class prices. Class I milk reflects the value of fluid milk and cream, Class II – cottage cheese, yogurt, ice cream, and other soft products, Class III – hard cheeses, and Class IV – butter and powdered milk. This utilization value of milk is accounted for in the farm milk price by the Producer Price Differential. 


The farm milk price, expressed in dollars per hundredweight ($/cwt), is the sum of the component value of the farm milk and the Producer Price Differential, plus adjustments for the location of the plant to which the milk is shipped. The market average value is referred to as the Statistical Uniform Price and it is comparable to the former Blend Price. 


An interesting question arises in determining whether milk prices tend to be higher when the component prices are relatively high or when the Producer Price Differential is relatively high. The first six months of this year give us a nice opportunity to answer this question. Table 1 shows the class and component prices for the first six months of this year. Both sets of prices show considerable variation.

Table 1. Northeast Federal Order Class and Component Prices, January – June 2001

Month
Class I
Class II
Class III
Class IV
Protein
Butterfat
Other Solids


  $/cwt
  $/cwt
  $/cwt
  $/cwt
   $/lb
  $/lb
   $/lb

January
  17.24
  12.82
   9.99
  12.13
1.6181
1.2896
0.1120

February
  15.19
  13.43
  10.27
  12.70
1.4951
1.4626
0.1199

March
  15.90
  14.17
  11.42
  13.46
1.6498
1.6820
0.1039

April
  16.69
  15.10
  12.06
  14.41
1.5443
1.9483
0.1081

May
  17.46
  15.72
  13.83
  15.04
1.9108
2.1191
0.1229

June
  18.24
  16.05
  15.02
  15.33
2.1670
2.2089
0.1409

Source: Northeast Federal Order Statistics, Boston, MA


Table 2 shows how the relationship between the classified value of milk and the value of the components in that same milk influences the resulting monthly milk prices. Both component prices and class prices were on a general upward trend in this six-month period. However, as the proportion of the Classified value represented by the Component value rose, the corresponding Producer Price Differential declined. At the same time, the Statistical Uniform Price increased in response to the general rise in the prices of the milk components.

Table 2. Northeast Federal Order Classified and Component Values, January – June 2001

    Month
Classified

    Value
Component

    Value
   Percent Compon’t of      Classified
Producer

    Price

Differential
Statistical Uniform      Price*


    $1,000
   $1,000
     Pct.
    $/cwt
   $/cwt

January
   281,353
   213,734
       76
     3.77
   13.76

February
   256,819
   202,859
       79
     3.35
   13.62

March
   312,058
   256,441
       82
     3.08
   14.50

April
   309,189
   255,110
       83
     3.18
   15.24

May
   351,083
   308,243
       88
     2.49
   16.32

June
   342,739
   311,721
       91
     2.06
   17.08

Source: Northeast Federal Order Statistics, Boston, MA
* Statistical Uniform Price = Farm Price

Simply stated, the greater the percentage that the component value is of the classified (use) value, the higher will be the farm milk price. It is better, then, to have higher component prices and get the farm milk price out of the component values (protein, butterfat, other solids), than it is to rely on the Producer Price Differential to make up the difference when component prices are at relatively lower levels.

