
Page 12 •  Dairy Star  • Saturday, September 13, 2014

 How much do you know 
about the Margin Protection Pro-
gram (MPP) for Dairy Produc-
ers? In a recent survey conduct-

ed by the 
University 
of Minne-
sota, two 
thirds of 
r e s p o n -
dents re-
plied that 
they have, 
a t  b e s t , 
‘ s o m e 
k n o w l -
edge’ of 

this program. Indeed, the new 
Farm Bill dairy programs have 
been featured heavily in the dairy 
media, yet it is only now – when 
the USDA has issued the rules 
governing registration, premi-
ums and payments – that many 
producers are finally beginning 
to pay attention. In the next six 
issues of Dairy Star, I will be 
writing about this program to 
help you make the most in-
formed decision for 2015. 
 Let us start with the ba-
sics. First, MPP is a voluntary 
program that offers U.S. dairy 
producers the opportunity to 
protect themselves against ad-
verse declines in income-over-
feed-costs margins. There are no 
supply management constraints, 
adjusted gross income con-
straints or even milk production 
constraints. Those that choose to 
participate will have to provide 
evidence of their milk shipments 
in 2011, 2012 and 2013, and the 
highest of those three numbers 
will become their production 
history. The program will allow 
you to protect up to 90 percent 
of your production history. 
 In decades past, the dairy 
safety net has been supporting 
milk prices through the Dairy 
Products Price Support Program 
under which the federal gov-
ernment always stood ready to 
purchase unlimited quantities of 
cheese, milk powder and butter 
at guaranteed price floors. In 
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MPP vs. MILC
addition, since 2002, the Milk 
Income Loss Contract (MILC) 
offered direct countercyclical 
payments when milk prices were 
in the low part of the cycle. What 
we have learned over the last ten 
years is that feed costs matter as 
much as milk revenue, and going 
forward, the dairy policy focus 
is on offering protection against 
declines in the income-over-
feed-costs (IOFC) margin. The 
new margin protection program 
offers dairy producers an oppor-
tunity to protect against declines 
in the national benchmark IOFC 
margin, with free catastrophic 
coverage at $4.00/cwt. Higher 
coverage levels, up to $8.00/cwt, 
are available for an affordable 
premium. To get a sense for the 
numbers, the average national 
IOFC margin in the first half of 
2014 was $13.05, while in 2009 
IOFC margins averaged only 
$4.58.
 There are plenty of good 
sources of basic information 
on MPP. I would suggest start-
ing at http://dairymarkets.org/
mpp where you will find the 
official FSA decision support 
tool, an online video course on 
MPP (soon to be released), and 
all of the official USDA rules 
and regulations organized for 
your convenience. The other 
source I would recommend is 
the National Milk Producer 
Federation’s website www.fu-
turefordairy.com where you can 
find a user-friendly introduction 
to MPP, and a good FAQ section. 
 What is a bit harder to find 
online is a good comparison 
of MPP with MILC. All dairy 
producers in the Upper Midwest 
are very well aware of MILC, 
and farms with under 150 cows 
certainly found MILC payments 
a great help in overcoming ever-
deeper milk price downturns 
since 2002. For example, in 
2009, MILC payments averaged 
$1.15 per cwt. Can MPP-Dairy 
help as much, or perhaps even 
more? There are four critical 

take-home points.
 First, if you do not register 
for MPP-Dairy, you are on your 
own. With new dairy policy 
reforms, the MILC program 
expired on August 31, 2014. 
Remember that MILC check for 
$2.01/cwt for February 2009? 
The future may have another 
2009-like year in the cards at 
some point, but that MILC check 
will never arrive again. 
 Second, registering for the 
free catastrophic MPP coverage 
does not suffice to replicate the 
level of support MILC offered. 
In the figure above, you can 
see the average annual MILC 
payments per cwt for 2002-
2013 (in blue), as well as what 
the average annual MPP-Dairy 
payments would have been for 
catastrophic $4.00/cwt cover-
age, as well $6.50/cwt (light 
and dark green, respectively). 
The MPP numbers for $6.50/cwt 
coverage are net of premiums 
paid. In ten out of the 12 years 
shown, MPP free catastrophic 
$4.00/cwt coverage never paid 
anything. And in 2009, which 
arguably constitutes a genuine 
catastrophic event, annual net 
payments averaged only $0.42 
per hundredweight. That is less 
than half of what MILC paid in 
2009. 
 Third, for under a dime 

per hundredweight, you can 
get much better protection than 
MILC offered after feed prices 
increased in 2007. For the first 
four million pounds insured, 
premiums for $6.50/cwt cover-
age are only nine cents/cwt. Yet, 
that level of protection would 
have resulted in annual 2009 
net payments that are over 80%, 
or almost a full dollar per cwt 
higher than MILC. Likewise, 
in 2012, MILC paid only 73 
cents, while $6.50/cwt coverage 
resulted in $1.34 net returns. 
 Finally, no MPP coverage 
level would offer support as 
generous as MILC prior to 2007. 
Over the last seven years, a 
combination of adverse weather 
patterns, booming ethanol de-
mand and rising agricultural 
exports created a very volatile 
period for livestock feed prices. 
It may be hard to remember, but 
before 2007, dairy risk meant 
primarily milk price risk. MILC 
was good at offering protection 
against milk price declines. 
For example, MILC payments 
exceeded $1.00/cwt in every 
single month from April 2002 
through August 2003, and aver-
aged 1.15 over 2002 and 2003. 
Over the same period, even the 
highest MPP coverage of $8.00/
cwt would net only $0.48, and 
$6.50/cwt would net as little as 

8 cents per cwt. Some will say 
that the era of $2.20/bu corn and 
$100 hay belongs to the history 
books, but my point is that feed 
prices may be entering a more 
stable period over the next few 
years, as corn demand for etha-
nol finally levels off and stocks 
rebuild. With CME corn prices 
for 2015 harvest at $4.00/bu, and 
Dec ’15 soybean meal prices at 
$350/ton, the national all-milk 
price would have to decline to 
about $14.50-$15.00 for the 
$6.50/cwt MPP coverage level to 
pay out $1.00/cwt. That is about 
nine dollars below current levels 
and $4.00 dollars below cur-
rently expected all-milk prices 
for fall 2015 based on the Class 
III and IV milk futures prices. 
 The bottom line, MILC 
is no more, and catastrophic 
$4.00/cwt MPP coverage is by 
no measure a proper substitute. 
Yet, for just under ten cents per 
hundredweight, you can estab-
lish a risk management program 
that would close to double the 
support MILC offered under 
the 2008 Farm Bill. Neverthe-
less, if you are facing primarily 
milk price risk, it may be worth 
exploring how MPP can be com-
bined with private dairy price 
risk management instruments 
for a more comprehensive and 
better targeted protection. 


