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National All-Jersey’s FMMO Hearing Proposals

Following many months of deliberation,
in early May the National Milk Producers
Federation (NMPF) requested USDA to
initiate a hearing to amend the uniform pricing
provisions of all federal milk marketing orders.
In response, USDA invited other interested
industry partners to submit additional proposals.
Twelve organizations submitted a total of 38
proposals, including three from National All-
Jersey Inc. (NAJ).

One of NMPF’s proposals is to update the skim
solids factors used in the Class III and Class IV
skim milk price formulas. The primary functions
of the skim milk price formulas are to set the
Class I skim milk price. The equations are:

Class III skim milk price = (protein price *
3.1) + (other solids price * 5.9)

Class IV skim milk price = nonfat solids price
*9.0

The Class I skim price is the average of the
advance Classes III and IV skim prices, plus
$0.74 per hundredweight. The factors of 3.1 for
protein, 5.9 for other solids, and 9.0 for nonfat
solids were established in 2000. Over the past
23 years through genetics, feeding, and other
herd management practices, producers have
significantly increased skim milk components,
primarily protein. The ultimate impact of
updating the component factors will be that
the Class I price will more nearly reflect actual
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components. Additionally, these component
factors determine the value of Classes II, III,
and IV in the four remaining fat-skim orders,
Appalachian, Arizona, Florida, and Southeast.

NMPF’s proposes to update the component
factors every three years based on national
component averages of the previous three years.
NAJ’s analysis shows protein content increasing
quickly. In 2020 skim protein in the seven
MCP orders average 3.30%. Two years later it
had increased to 3.39%. A three-year average
updated every three years will cause the factors
to lag actual producer components. Accordingly,
NAJ’s first proposal is to update the component
factors annually based on the previous year’s
components.

NAJ’s second proposal is to price Class I on
actual milk components instead of using national
average component factors across all orders.
Component content varies widely across the
orders, and national averages under-represent the
actual components in some areas of the country
and over-represent actual components in other
areas. Furthermore, producers in the fat-skim
orders have no incentive to increase their protein
because they do not get paid for it. Meanwhile,
producers in the MCP orders can be expected to
continue to increase their protein which in turn
will raise the national protein and nonfat solids
factors used in the Class I price. Producers in the
fat-skim orders will benefit from the higher Class
I prices resulting from the increased protein in
the MCP orders even though the fat-skim orders
will not have increased their components. The
equitable solution is to price Class I on its actual
components.

NAJ’s third proposal is to expand multiple
component pricing (MCP) to all federal orders.
The three southeastern orders and the Arizona
order still price milk on a skim-fat basis.
The manufacturing milk in those orders is
undervalued by being priced on fat-skim.
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Furthermore, the three southeast orders
are deficit for their fluid needs and require
supplemental milk from outside the orders. The
lack of MCP serves as an impediment to securing
outside milk because it loses its component value
when priced on the fat-skim basis. The NMPF
proposal states:

Three of the non-MCP orders, Appalachian,
Florida and Southeast do not have an adequate
supply of producer milk within their marketing
areas to meet consumer fluid milk demand.
Supplemental milk must be transported into these
markets to meet this demand. The supplemental
milk is typically supplied from federal orders
using MCP. The higher relative value of skim
milk in MCP versus non-MCP markets increases
the cost of supplemental milk for the non-MCP,
deficit fluid milk markets. In addition, it decreases
the incentive to move milk from reserve supply
areas to deficit fluid milk markets. Both make
it more costly and difficult to ensure consumers
have access to an adequate supply of fluid milk.

However, NMPF doesn’t choose to address
the problem by implementing MCP, but rather
by updating the Class III and Class IV skim
milk component factors. If the lack of MCP is
the problem, then the most direct solution is to
implement MCP, and that’s exactly what NAJ
has done.

The next step in the hearing process is for
USDA to decide which of the 38 proposals
submitted will be included in the hearing. Their
decision is expected by late July. Following the
notice of hearing, NAJ will analyze the accepted
proposals and their potential impact, particularly
on high component milk.

The hearing will begin in late August in
Carmel, Indiana, and is expected to last six to
eight weeks.
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