
I recently read a report on Economic Development in Jefferson County, and it identifies 

national fixed pricing on milk as a threat to the county’s economy. The report specifically says 

that the current price structure for dairy products is not based on market conditions like 

supply and demand, and that even with an increased demand for dairy products in the 

region, farmers are unable to raise prices in accordance with the increased demand.  It 

further says that this price structure could create a disincentive for investment among local 

farmers. 

Can you elaborate on what the report is describing?  What is the national milk pricing 
policy?  Why does it create a disincentive for local farmers to invest more in their operations? 
 
It is true the price the farmer receives for raw milk is set nationally. It is based on the price that 
cheese, butter, milk powder, and other manufactured products trade on the Chicago 
Mercantile Exchange. The prices these manufactured products sell for is affected mostly by 
national supply and demand but is also affected by those same world factors. 
 
Fluid milk is priced based on a formula off from cheese and other manufactured 
products.  When there is less raw milk than demand for fluid and manufacturing milk, the fluid 
market is always filled first.  There is always a two to four month lag in this pricing process.  The 
document is correct in that the local supply and the regional manufacturing demands have very 
little effect on what the farmer receives. 
 
Therefore, dairy products are based on market conditions like supply and demand however it is 
national and world supply and demand.  Increased demand in a region of the country (i.e. the 
north east) can only affect that regions raw milk price in just a very small amount.  Farmers are 
unable to ever set their price for their milk.   
 
Presently the nation’s dairy farmers are in an oversupply situation as well as the world 
market.  The resulting lower milk prices are expected to continue throughout 2016.  During 
lower price cycles dairy farmers reduce capital investment in their business wherever possible, 
until prices improve.   
 
During higher price cycles, the regions dairy farmers continue to grow and invest in technology, 
machinery, and structures to make their businesses more efficient and competitive.  Dairy 
farmers in Jefferson County are accustomed to and budget for the 3-5 year low to high milk 
price cycles.  Dairy farmers who can't or don't continually improve their efficiencies find it 
difficult to continue long term. 
 
~ Peggy Murray, Farm Business Management Educator, Cornell Cooperative Extensions of Lewis 
and Jefferson Counties 
 
June 25, 2016 


