Is This Orderly Marketing of Milk??? – Maury Cox

On Friday, June 4, 2010 the CME Daily Dairy Report, by Alan Levitt, (Vol. 14, No. 107 / June 4, 2010) was emailed to those who subscribe to the service. The second paragraph of this document generated questions from several people, specifically regarding the statement, “Over the last eight weeks, an average of 235 loads (11.2 million lbs.) of milk per week has been shipped out of the Southeast region for processing in the Midwest, Northwest and Southwest. This figure is up 23 percent from a year ago. Spot shipments out of the Southeast will continue until August.” 

The statements do not make sense to those familiar with the Southeast (SE) milk market. Why would milk from a deficit market (the SE) be shipped to the Midwest, Northwest and Southwest to be processed into manufactured products?  Aren’t these the same areas that supply the milk deficit SE?

To add to the confusion, on May 12, 2010 the Southern Marketing Agency, Inc., (SMA), an “agency-in-kind” consisting of the following milk cooperatives: Arkansas Dairy Cooperative Association, Dairy Farmers of America, Inc., Dairymen’s Marketing Cooperative, Inc., Maryland & Virginia Milk Producers Cooperative Association, Inc., LANCO-Pennland Quality Milk Producers, Inc., Lone Star Milk Producers, Inc., and Premier Milk, Inc. requested and was granted an extension of Transportation Credits (TC), be paid in the month of June to help pay for hauling supplemental milk into the market.  TC are collected on all Class I milk qualified in Federal Orders 5 and 7 at $0.15 and $0.30 per cwt. respectively. The money is disbursed by the Market Administrator (MA), in the months of July through February based on eligible request by handlers and cooperatives. To view the documents go to: http://www.fmmatlanta.com/ click on “What’s New” then click on “Request to Extend TC…” The MA’s response and decision can be viewed at the same link.

On the second page, first paragraph of the MA’s response it states, “According to MA data, milk production from farms located inside the marketing area remains insufficient to meet demand for fluid use.” It goes on listing specific numbers in pounds of Class I use by plants regulated by the SE Order compared to pounds from in-area milk production. The CME Report flies in the face of these statements.

According to Mr. Levitt’s report 11.2 million pounds or 235 loads of milk multiplied over an eight week period is a lot of milk to be replaced. Totals for only the weeks he listed would be 89.2 million pounds of milk or 1,880 loads. Were TC used to move the milk needed to replace these extra 1,880 tanker loads of milk? Did moving milk in while moving milk out lower the price of milk to producers within the market? Does this add to the price of milk to consumers? When the request and response for TC is juxtaposed with the reputable CME Daily Dairy Report, it does beg for an explanation.  

Below is information which may provide some insight to this anomaly: 

1. The milk listed in the CME report is most likely coming out of Florida and/or associated with the Florida Milk Marketing Order 6 (See Item 2). It is important to note, Florida or Federal Order 6 is an order unto itself. It is not a part or associated with the SE or Appalachian Federal Orders. The USDA Agricultural Marketing Service, Dairy Market News provides weekly reports which list spot shipments of Grade A Milk in or out of FL and other SE states. For example for the week of May 31 – June 4, 2010, 334 loads of milk came out of FL while none is listed as coming out of SE states. It also reports 287 loads came out of FL the previous week and 238 came out the same week last year. Again, none is reported as coming out of SE states. In FO language FL is not considered a SE state. It has also been reported that FL and milk associated with the FL Order is surplus during some of the winter months and deficit during hot and humid months of the year. Dairy Market News reports can be accessed by this link: http://www.ams.usda.gov/mnreports/dywweeklyreport.pdf 
2. Most milk produced in Florida is marketed through Southeast Milk, Inc. (SMI) a Capper-Volstead Milk Cooperative that is not a member of the SMA. According to their website they have 280 members representing over 300 farms. Members are located in Florida, Georgia, Tennessee and Alabama. The CME Report may be referring to milk coming from farms located in these states, hence SE milk. However, this milk would be associated and qualified as FO 6 milk
3. Southeast Milk, Inc. owns and operates an ultra-filtration plant in Baconton, GA. The process of ultra-filtration decreases the fluid volume in milk so three loads can be reduced to one. The resulting products are sold to other processors to use in making cheese, cottage cheese and other dairy ingredients. 
4. There are no provisions for TCs in FO 6, to haul milk into FL; however they could be used to haul milk from FL to FO 5 and/or 7 fluid milk plants. In 2009 $14.3 million in TC on 1.36 billion lbs. of milk was paid out in FO 7. 
5. Milk is being hauled into the SE from states as distant as Texas, Kansas and New Mexico using TCs by handlers and/or cooperatives. Then milk from the SE may be moved down to plants in FL.  Most likely excess milk produced by SMI producers is shipped to the Baconton plant and plants out of the area (FL) as reported in the CME Daily Dairy Report.
6. It has been stated that milk from distant areas can be purchased and delivered to plants as close as Tennessee using TCs for less money than what is paid to KY producers who cover their own hauling cost. (This was confirmed by FO 7 MA, May 10, 2010 during Milk Commission discussion, Southern Belle Milk Plant)
7. If this is the case, do TCs put local producers at a competitive disadvantage in their own FO? 
8. Do TCs create an opportunity for unfair competition between handlers and cooperatives which was not originally intended?
9. Does using TCs in lesser demand months send the signal to processors to lower over-order premiums to offset those TC? 
10. Is the market functioning economically when milk produced locally in a deficit area, is hauled out of the region for processing while distant produced milk is hauled into the deficit market using TC or raw milk is utilized at a lesser valued price when the demand for a higher Class price exists?  
When KDDC was formed, producers and industry people stated they wanted an organization which would inform and keep them apprised of what was happing in the market in an unbiased manner. That is the purpose of this article. Although the above information may shed light on the statements from the CME Report, it does not answer many of the other questions asked above. It is ultimately up to you as a dairy farmer in the Southeast to decide if this is the best way to market milk and if you would like for it to continue. 
