
TThe structure of federal order milk pricing has 
remained consistent over the past two decades, 
despite significant changes within the dairy 

industry. Thus, few stakeholders were surprised that USDA 
made most of the industry’s suggested changes to Federal 
Milk Marketing Order (FMMO) pricing when it released 

its recommended decision on 
July 15. However, when the 
U.S. dairy industry converged 
on Carmel, Indiana, last year, to 
discuss federal order pricing, few 
imagined at that time that USDA’s 
changes would include a new de 
facto fifth milk class. 
        At last year’s FMMO 
hearings, the industry had a 
few topics to discuss, including 
whether to increase make 
allowances, exclude barrels 
from the National Dairy Products 
Sales Report (NDPSR) survey, 
and update the skim component 
in the milk price calculations to 
better reflect the actual level 
found in milk today. Whether to 
change the Class I differential 
map and how to calculate the 
base Class I skim price were also 
discussed. Because increasing 
make allowances reduces milk 
prices paid to producers, the 
other suggested changes were 
considered a counterbalance. 
Make allowances for Cheddar, 
butter, nonfat dry milk, and whey 
powder haven’t been updated 
since 2008, thus USDA ultimately 
recommended to raise them, 

providing manufacturers a means to recapture increased 
costs. That along with the recommended adjustment in 
butterfat retention in the Class III formula resulted in a 
31% increase in the Class III make allowance, from $3.10 
to $4.07/cwt. and a 38.6% increase in the Class IV make 
allowance, from $2.17 to $2.91/cwt. 
        In addition, proposals were presented to adjust the 
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Reform Includes New Class I Price

Ken’s Corner

skim, protein, and other solids values in the calculations 
to better reflect those found in raw milk. For FMMOs with 
multiple component pricing, changes to component values 
have a limited impact on Class II, III, and IV milk prices. 
Producers in these orders are paid on actual components. 
However, USDA’s recommended increase in the value 
of the skim component will alter the value of the Class I 

        Getting a handle on the 
complexity of milk pricing can 
be a challenge at the best of 
times, but piecing together all 
the subtleties of FMMO reform 
can be a nearly insurmountable 
endeavor—not only for the 
industry but also for USDA. 
Department employees gathered 

close to 12,000 pages of testimony over the course 
of a year that reflected diverse—often opposing—
viewpoints regarding needed reforms to the current 
outdated milk pricing formulas.
        Market trends and fluctuations also complicate 
the expected impact of reform. The U.S. and 
global milk supplies have been contracting for the 
past year or so, setting the stage for tighter dairy 
product supplies next year just as reform is being 
implemented. Demand could also strengthen 
next year given the realization that the Federal 
Reserve has almost certainly averted recession by 
orchestrating the second only soft landing to ever 
occur following a series of interest rate hikes.  
        Depending on what USDA hears from the 
industry during the current 60-day comment period, 
USDA could make minor revisions to its changes 
before releasing its final decision. Before any 
changes are implemented, though, producers will 
need to vote sometime this fall or early winter whether 
to accept or reject the changes. MCT



			     MCT Forecast		  		
	 Block*	 Barrel*	 Class III	 Butter*	 Class IV	 Whey**	 NFDM**
Jul	 1.9225	 1.9200	 19.28	 3.1175	 21.38	 0.4475	 1.9175
Aug	 1.9975	 1.9500	 19.88	 3.1475	 21.45	 0.4650	 1.1900
Sep	 2.0400	 2.0125	 20.42	 3.1950	 21.75	 0.4650	 1.2025
Oct	 2.0900	 2.0375	 20.82  	 3.3025	 22.43	 0.4625	 1.2275
Nov	 2.0875	 1.9975	 20.52	 3.2400	 22.41 	   0.4525	 1.2575
Dec	 1.8950	 1.7850	 18.43	 3.0175	 21.57	 0.4450	 1.2700	
* CME prices. 		
**NASS prices.
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Heat Sends NFDM to Global Highs

price. USDA also recommended increasing the value 
of protein from 3.1% to 3.3% and of other solids from 
5.9% to 6%, which raises the Class III milk price by 13 
cents and the Class IV price by 6 cents.
        A more complicated issue was how to address 
the outsized influence that 500-lb. barrels have on the 
NDPSR cheese price. Barrels represent an estimated 
25% to 30% of total U.S. Cheddar production but 
approximately 50% of the NDPSR survey. Some 
suggested adding Mozzarella or 500-lb. Cheddar 
blocks to the survey to resolve the issue, while 
others advocated for removing the value of barrels 
completely, and some even suggested making no 
changes at all. In the end, USDA recommended 
removing barrels from the survey. Historically, barrels 
provided a mechanism to balance surplus markets 
with a fungible product that can be stored and hedged 
for later use. This year, barrel prices were higher than 
block prices in six of the seven monthly averages. 
An expected expansion in manufacturing capacity 
for 40-lb. blocks could weigh even further on survey 
prices and thus prices paid to producers. And while 
most believe the CME will continue to trade barrels, 

As the hot and humid days of summer wear on cow 
comfort, U.S. milk production continues to languish. 

That has CME spot and futures markets for nonfat 
dry leading the world with higher prices—an unusual 

place for U.S. milk powder. Butter 
markets have pulled back from 
their recent highs as stocks 
continue to outpace last year’s 
volumes. And futures, once again, 
are predicting a surge in spot 
cheese prices either late in the 
third quarter or early in the fourth. 
With less milk to buffer demand, 
markets appear poised to move 
up as students head back to 
school. MCT

concerns exist over whether buyers will accept CME 
blocks as a proxy for barrels. Between January 2019 
and June 2024, removing barrels from the survey would 
have increased the Class III price by 20 cents, but this 
data could be skewed to the upside because 2020 prices 
soared in the early months of the pandemic. 
        The biggest surprise in USDA’s recommended 
decision was the introduction of two Class I skim price 
calculations, one for all milk excluding extended shelf life 
(ESL) products and one for ESL only. ESL products have 
a shelf life of 65 days or more and typically include ultra-
pasteurized and aseptic milk. USDA proposed a return to 
the higher of the advanced Class III or IV price, but the 
ESL skim milk price will be calculated using the average of 
the two prices plus a rolling 24-month average adjustment 
lagged by 12 months. This recommendation has raised 
numerous questions about implementation, disclosure, 
and reporting, and the industry may need USDA to better 
define the practical intricacies of these changes.
        The impact of reform on the 11 federal orders varies. 
Most of today’s remaining uncertainty focuses on changes 
to the Class I formulas. The industry has until Sept. 13 
to comment. Then after digesting the industry’s concerns 
and questions, USDA hopefully will be able to shed more 
light on these changes. MCT
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