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Higher Milk Prices to Stay a Long, Long Time

Class III Jumps $2.60/cwt.;
Much More on the Way
The March federal order Class III (cheese milk)

price was announced at $14.49/cwt., up $2.60 from
February. While hefty, the March increase is certain
to be dwarfed by the an April hike that could come to
$4.00/cwt., or more.

The March Class III price was based on a Feb-
ruary USDA/NASS Cheddar survey average of less
than $1.57/lb. That average will likely reach $2.00
or higher by no later than May to reflect Chicago
Mercantile Exchange spot cash prices that were above
that mark in early April. The federal Class III value
conceivably could top $20/cwt. within the next three
months.

The federal order Class IV (butter-powder) price
for March was set at $14.10, up $1.89 from Febru-
ary. Compared to cheese, the March Class IV reflects
a much greater percentage of current butter and non-
fat dry milk market values. However, both products
could see substantial price increases in coming
months.

The March federal order base price for Class I
(fluid) milk is $11.94/cwt., while April’s base will be
$13.64. This number also will rise rapidly in coming
months.

by Pete Hardin

The end of a misbegotten era looms for the U.S.
dairy industry.  Good riddance, Posilac.

Posilac supplies are running out because qual-
ity-control problems at the Austrian plant producing
Monsanto’s synthetic cow growth hormone have not
been corrected.

IF these problems cannot be corrected by the
end of April 2004, Monsanto will exhaust current
Posilac inventories and have virtually nothing left to
sell to dairy farmer customers using the drug.

IF Posilac sales cease because Monsanto has no
remaining inventories, the impact will further depress
already struggling U.S. farm milk production … caus-
ing even greater milk shortages across the nation.

IF the quality control problems in Posilac manu-
facture cannot be resolved, then look for an announce-
ment from Monsanto by sometime in May that Posilac
is kaput. Monsanto has already curtailed Posilac sales
by 50% and dramatically reduced the Posilac sales force.

Posilac supply already cut by 50%
Posilac customers have already been struggling

with half their normal allocations of the milk-stimu-
lating, biotech hormone drug in recent weeks.  That
50% cutback is one factor, among several, causing
serious declines in U.S. milk production.

In January, Monsanto announced it would re-

duce Posilac sales by 50%, effective March 1. But
numerous dairy producers reported half-orders de-
livered as early as late January and early February.

Monsanto cited quality control problems as the
reason for reducing Posilac distribution.  The February
2004 issue of The Milkweed printed records of FDA
inspector Rebecca Rodriguez’ visit to the Austrian plant
owned by pharmaceutical giant Sandoz. That inspec-
tion, conducted in November 2003, revealed long term,
quality-control problems in the production of Posilac.
Incidents cited by the FDA inspector included:

• Corrective actions for repeated sterility failures in
Posilac production, occurring from 2001 through
2003, did not effectively improve quality control.

• Contamination was repeatedly found in the envi-
ronmental samples of the manufacturing areas.
“Batches manufactured around the same period of
time and under the same conditions of the affected
lots have been released to the market.,” Rodriguez’
inspection report noted.

• Sterility  failures in the packaging of Posilac into
hypodermic needles occurred repeatedly.

• Representative samples of batches of Posilac were
not examined at least once a year for evidence of
deterioration.

FDA’s Division of Manufacturing Technologies
shut down 15% of Posilac sales on December 19,
2003. That was the same day that inspector
Rodriguez’ reports were received by that Bureau.  The
“logic” behind FDA’s 15% Posilac sales cutback was
never clear.  Either a drug is safe, or not.  Posilac has
been previously described by Monsanto as the larg-
est-selling veterinary drug in the U.S.

Rodriguez’ report noted that batches of Posilac,
produced at the same time as other batches later de-
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Posilac Quality Control Problems
Persist, Inventories Running Out
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Cash Cheddar at $2.15/lb.?  The nation’s dairy
industry is struggling to fathom and absorb massive
increases in commodity prices.  Dairy marketers are
in a panic. Dramatically higher consumer and farm
milk prices lie directly ahead.  Later this year, the
industry will likely see “rationing” of farm milk and
dairy commodities … the outlook is that grim for
U.S. farm milk production.

U.S. farm milk production is seriously back-
sliding.  Production of dairy commodities cannot keep
pace with demand.  Global dairy supplies are limited
and costly.

January and February milk production figures
from USDA show significant erosion of milk pro-
duction compared to the same months in early 2003.
Farm milk output will only further decline. U.S. farm
milk supplies and dairy products look like they’ll be
in desperately tight supplies for all of 2004 … and
well beyond … in the analysis of The Milkweed.

At the Chicago Mercantile Exchange (CME),
commodity Cheddar prices have pushed above the
$2.00/lb. level, hitting all-time peaks, and butter also
has bounced around above the two-dollar mark.
Never before have commodity Cheddar and butter
both been above $2.00/lb. The whey market com-
plex has significantly strengthened, also.

And even though the key measure used by

USDA’s weekly publication, Dairy Market News, has
bumped up a small bit, the nonfat dry milk sector is
tightening dramatically.  Old pros in the milk pow-
der trade expect that inventories of nonfat dry milk—
private and government—will be gone by mid-fall
2004. USDA has a  pile of just under one billion
pounds of surplus nonfat dry milk.

Media note April 1 retail price increases
These spectacular commodity price gains are

filtering through dairy’s pricing system. April 1 saw
some stiff supermarket price hikes for milk, cheese,
butter and other dairy products. Those price jumps
sparked some complaints from consumers, and sig-
nificant news media coverage. But such price gains
are only the beginning. A few months from now, con-
sumers will be howling about shortages of dairy prod-
ucts in their supermarkets.

Higher milk & energy costs hit processors
Dairy processors have seen higher raw milk

costs, with greater increases in the pipeline.  High-
est-ever raw milk costs, in tandem with spectacular
cost increases in energy-related costs, are combining
to ulcerate dairy processors’ stomach linings.

The outlook for dairy processors entails some
tough decisions. Costs for two key items—milk and
energy—are rising fast. But higher consumer prices
could lead to reduced sales volumes.  Maintaining

profit margins will be a challenge in 2004 … and
beyond … as processors face the double-whammy
of higher costs and potential reductions in overall
volumes and net margins per unit.

Dairy farmers: Show us the money
Farmers are being blamed for higher consumer

prices, but they have yet to see much price improve-
ment on the farm. USDA’s milk order program de-
lays pass-through of higher dairy commodity prices
to dairy farmers by several weeks to a couple months.
Dairy farmers struggle to pay bills and rapidly in-
creasing feed costs, they’re wondering where the
money is.  Slow as USDA’s milk pricing system may
be, all-time record Class III (cheese) milk prices will
be seen this spring. Federal order “depooling” is a
wild card for pay prices.

Based upon recent years’ experiences, many
dairy farmers are skeptical about how long these
higher prices may last.  The past two upticks in
farm milk prices lasted only a few months, before

BULLETIN
CCC Halts NFDM Sellbacks

Without explanation, the Commodity Credit
Corporation suspended resale of surplus nonfat dry
milk on April 13.  Industry sources guess that re-
maining surplus NFDM is more than six months
to one year of age.



Higher Milk
Prices Will Last

Posilac’s Run May Be Over
Continued from Page 1

crashing. The Milkweed projects, however, that
high dairy commodity prices will persist for a long
time, because the nation’s milk production capaci-
ty is so stressed.  Prior milk price hikes have been
beaten down by a surge of imports. Presently,
global dairy production is also problematic.  And
the weaker U.S. dollar means dairy imports are far
more costly.  

U.S. dairy farmers should get ready for milk
prices in the $20/cwt. range, perhaps for a long
time.  Goodness knows, expenses are rising fast
and farmers have a lot of equipment that needs
replacing.

The Milkweed believes it very likely that
high dairy commodity and farm milk prices could
last a minimum of two and a half years—at least
until fall 2006. Dairy has entered a new era of
prices and costs, following years of understated
farm milk prices, relative to production costs and
return on investment.

Many factors are conspiring to pull down
U.S. farm milk production: bad weather, high
grain prices, high cull prices (for milk cows sent to
slaughter), shortages of U.S. replacement heifers,
closing the Canadian border to dairy and beef ani-
mal imports, financial attrition on U.S. dairies.
Farm milk production is a dynamo that builds (or
loses) momentum. We’ve lost our milk-making
momentum.  

A major factor that has reduced U.S. milk
output short-term, and promises more reductions
in the future, is the 50% cutback in Monsanto’s
synthetic, milk-stimulating cow hormone, Posilac.
Production problems caused Monsanto to
announce a Posilac sales reduction of 50% in late
January.  The Milkweed projects that Monsanto
may lose the remaining 50% of Posilac sales later
in 2004. Complete disappearance of Posilac will
further curtail the nation’s milk output. Cows that
have been injected with Posilac and then have the
drug withdrawn in mid-lactation often “crash”—
i.e., produced far lower daily milk volumes.
Posilac was used on about 20-25% of all U.S.
dairy cows.

Any discussion of future dairy events must
include both grain and weather conditions. The
U.S. feed grain picture is at its craziest in several
decades.  Soybeans, corn and wheat are all in short
supply. U.S. soybean reserves may run out before
this year’s domestic crop is harvested.  Soybeans
are THE key source of dietary protein for livestock
and poultry in the U.S. Running out of domestic
soybeans means that dairy production efficiencies
would be hamstrung, absent adequate protein in
dairy cows’ diets. The weather is anyone’s guess
… but the Southeast, New Mexico and Idaho are
very, very dry. 

termined to be contaminated, had been commercial-
ly sold by Monsanto. A Monsanto spokesperson has
vigorously denied that any quality-impaired Posilac
has been sold to U.S. dairy farmers.  Monsanto has
historically been “truth-challenged.”

Word in the industry tells of widespread ter-
minations among Monsanto’s Posilac sales force.
In March, sources say, the company held a big
meeting of its sales force, at which about 20 posi-
tions were terminated.  Other Posilac sales persons
have either quit voluntarily, or are aggressively
looking for their next gravy train. 

At this meeting, sources say, company execu-
tives laid out the problems of continuing quality
control problems and reported that inventories were
dwindling to the point where, if Posilac production
is not restored by the end of April 2004, no inven-
tories will remain to sell.

All Posilac commercially sold has been made
in Austria.  Quality control problems have persisted
throughout the drug’s history.  The September 1993
issue of The Milkweed printed an internal Monsanto
document showing nearly one ton of Posilac had to
be destroyed due to contamination, only weeks
before FDA approved commercial sale of the
biotech drug.

Treated cows dependent upon Posilac injections
Dairy cows treated with the milk-stimulating

biotech veterinary drug are reported to gain eight to
twelve pounds of daily milk production from
Posilac injections.  Problem is: injections of Posilac
suppress cows’ natural production of growth hor-
mone.  Thus, when regular Posilac injections are
halted in midst of a cow’s lactation cycle, the
decline in her milk production will likely be greater
than the increased milk output she gained from use
of the drug. Posilac-injected cows become depend-
ent upon the drug.

Some dairy farmers have found that cows that

have been regularly injected with the drug have their
daily milk output “crash” when the injections stop.  

Before cutback, over 20% of cows injected
Spread that “crashing” milk output problem

among roughly 22% of the U.S. dairy herd that has
been receiving Posilac injections … and the wors-
ening problem of U.S. milk shortages becomes
apparent.  U.S. milk production has itself become
dependent upon Posilac, and pending withdrawal of
the remaining 50% of Monsanto’s biotech drug will
create even greater milk shortages than already
anticipated.

In the analysis of , loss of the remaining 50%
of Posilac sales will impact widely on the U.S. dairy
industry:
• Lower overall milk production.  These production
declines will obviously impact dairies based upon
the number of animals they have injected with
Posilac.  According to various studies, Posilac use
correlates with larger dairies, and also increases as
one moves east to west across the country.
• A run on low-end dairy cull cows to slaughter.
Absent Posilac, there are a lot of dairy cows that
will be send to slaughter because they cannot pro-
duce efficient levels of milk without the drug.
Posilac has been popularly used on “tail-enders”
(low producers) and “no-breeders.”
• Dramatic increases in values of female dairy
calves and heifers.  The pending loss of Posilac, the
milk production derived from injected cows … and
indeed, many of those injected cows … will result
in dramatic shortages of milk cows in the U.S.
Shortages of dairy’s fundamental resource will
drive up prices.

End of a misbegotten era
For the past two decades in dairy, Monsanto

and Posilac have best symbolized most of what was
wrong with the U.S. dairy industry.  Monsanto fun-
neled money to many industry “experts” preaching
the gospel of bigger dairies, more debt, more milk
per cow … and biotechnology.  Cash flow, rather
than husbandry, became the idol for too many.

The Milkweed STRONGLY advises dairy
farmers to avoid fixed-price, term contracts and
Class III futures.  IN FACT, the editor will accept
no more telephone inquiries about these subjects.
AVOID THEM, OR RISK GETTING SCREWED!

Item:  A dairy farmer in eastern Wisconsin
reports that in March, he was told with virtually
zero notice that Kraft Foods was dropping him as a
producer (along with the rest of the producers ship-
ping to Kraft’s Beaver Dam plant).  The new mar-
keter is Dairy Marketing Services—a joint venture
controlled by Dairy Farmers of America (DFA—the
usual suspect). When the farmer objected to having
to sell his milk to anything connected with DFA, he
was told that he had no choice in the matter.

That’s because, last November, he inked a
fixed-price contract with Kraft for part of his 2004
milk production. Because the fixed-price contract
was in place, the farmer must honor the contract,
which Kraft apparently turned over to DMS.

(Note:  This spring, a market with DMS will
be no bargain, because that organization has a high
percentage of Class I milk sales in the Upper
Midwest federal milk order. DMS must keep pool-
ing Class I milk on the order, while Class III milk is
depooled at least during April and May. DMS will
be obliged to pay the lowball federal order blend
price (or fixed-price amounts), while other many
other producers are paid higher.

Thus, this farmer fell victim to the fixed-price
contract trap: he’s stuck with a milk market he does-
n’t want and also stuck with a lowball, fixed-price
on part of his milk production for the rest of the year.  

Item:  Goodness gracious!  Credit the staff of
Dairy Profit Weekly for an eye-opener on page 1 of

their April 5, 2004 issue. Individuals who’ve
booked Class III futures prices in recent weeks and
months are in for a big financial bath. For example,
persons who booked Class III futures at prices at
$13/cwt. or $15/cwt., months or weeks ago, must
now settle the difference per cwt. on their contracts
with what will be an April Class III federal order
price of about $18.50-$19.00/cwt.  

Talk about a money-losing deal.  For dairy
farmers caught in this trap, the calls for margins on
their accounts to settle their unfortunate Class III
futures positions could put them in the poorhouse.

Dairy cash markets have become so volatile that
the dangers of massive losses to those holding certain
positions on Class III futures could be terminal.

It’s not news that persons holding certain posi-
tions on Class III futures must settle the difference
between their position and actual higher monthly
federal order Class III prices. But when the differ-
ences can be as much as $5 or $6 per cwt., then the
risk is too great.  

The depooling situation during April and May
2004 will only worsen producers’ exposure to Class
III liabilities, because depooling will, in some cir-
cumstances, depress the money received for that
producers’ milk below Class III prices.  

Item:  The Milkweed is hearing reports that
numerous western dairies have contracted amounts
of milk for prices in the $13.00/cwt. range for much
of 2004.  Hopefully, these dairies are owned by
independently wealthy persons who can absorb
such losses, compared to what actual milk prices
will be in 2004.  

Otherwise, they should avoid such foolishness
in the future, if they indeed have a future in dairying.
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