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NORTHEAST FEDERAL ORDER COMPONENT PRICES

Neil Pelsue – UVM Extension Economist

April 25, 2001


As we well know, the method for determining farm milk prices made a significant change in January 2000, at the time of Federal Order Reform. Prior to that time, farm milk prices were based on butterfat and the volume of milk, and that milk was valued according to the proportions used in each of the four classes of milk. Class I milk included that milk used for fluid milk and cream, Class II – soft manufactured products (yogurt, cottage cheese, ice cream, etc.), Class III – hard cheeses (cheddar, mozzarella, and other cheeses) and butter, and Class IIIA – nonfat dry milk powder.


Beginning in January 2000, farm milk prices are priced according to the amounts of butterfat, protein, and other solids contained in the milk. This method is commonly referred to as Multiple Component Pricing (MCP). An additional value is added to the farm milk price to reflect the use of milk in the various milk products. This additional value is referred to as the Producer Price Differential. We will explore the PPD at another time. Also at this same time, the Class III and IIIA classifications were changed. Class III milk now includes only milk used for hard cheeses, and Class IIIA became Class IV and includes milk used for butter and nonfat dry milk powder.


With the introduction of Multiple Component Pricing in the Northeast Federal Order, production of cheese, butter, and other manufactured products took on an added

 significance. MPC, as it is used in the Northeast Order, uses the prices of butterfat, protein, and other solids to determine a major portion of the value of farm produced milk. The accompanying chart tracks the prices of these three milk components over the first 15 months that the revised order has been in effect.
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Source: Northeast Federal Milk Order Statistics

Prices of all three components showed a fair amount of variation over the 15-month period. Butterfat prices ranged from a low of $0.9366/lb in January 2000 to a high of $1.6820/lb in March 2001; protein reached a low of $0.9149/lb in November 2000 and peaked at $2.1677/lb in January 2000; other solids hit a low of $0.0403/lb in May 2000 and rose to a high of $0.1199/lb in February 2001. It is interesting to note that there is a fairly strong inverse relationship between the butterfat and protein prices. As the butterfat price rose from January through June in 2000, the price of protein dropped. Then when the butterfat price declined or held steady, protein prices gained again.


Let’s see if we can get a sense of what these prices mean in terms of the farm price of milk. We’ll look at them in terms of 100 pounds of milk, or one hundredweight, as this is the way the farm milk price is expressed. The market average prices per pound for butterfat, protein, and other solids last year were $1.25, $1.69, and $0.05, respectively. Northeast Federal Order producers averaged 3.71% butterfat, 2.99% protein, and 5.67% other solids in 2000.


This means that the value for these three components in our ‘average hundredweight of milk’ was comprised of $4.64 worth of butterfat (1.25 x 3.71), $5.05 of protein (1.69 x 2.99, and $0.28 of other solids (0.05 x 5.67), a total component value of $9.97. We are well aware that dairy component prices vary throughout the year. So, too, do the amounts of the three components in farm produced milk. How much does another penny in component price, or half a point (0.05%) of the component in the milk, mean to the farm price?


If each component price rose by 1-cent/lb, the total farm value of components would rise by 13 cents. If each component percentage in the milk were one-half point higher, the farm component value would be 15 cents greater. It is unlikely, that all three component prices, or all three component percentages, would move in the same direction at the same time. But this does give an idea of the value that changes in both of these component price factors contribute to the farm milk price. You can do similar calculations by using your own farm component test values, changing individual factors, and finding the impact of the changes for your farm price. 


Remember, this is not the total farm milk price. We also need to add in the Producer Price Differential and adjust for the location of the plant where your milk is received. We’ll talk about those factors next month.
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