
Heat.  Drought.  Floods.  The U.S. dairy indus-
try is watching history tragically unfold. 

Coast-to-coast, dramatic weather events are
devastating the nation’s farm milk production
capacity now and for years to come.

Mother Nature is asserting her rightful posi-
tion as the most powerful force in the nation’s dairy
industry.  Weather damage to milk production,
crops, dairy animals’ health and farms’ infrastruc-
ture is compounded by lowball milk prices. We may
need to go back to the Great Depression, to find a
time when farm milk prices fared so poorly versus
production.

Amazingly, at press time (August 10), many of
dairy’s cash markets and “futures” are showing lit-
tle or no increases. Some markets recently declined!
Little upswing in dairy commodity prices has many
observers puzzled about the integrity of cash-mar-
ket pricing at the Chicago Mercantile Exchange.

CCAA mmiillkk  ddrrooppss  2255--3300%%,,  2200,,000000  ooff  ddaaiirryy  ccoowwss  ddiiee
In California, a record heat wave that persist-

ed just short of two weeks killed perhaps 20,000
dairy cows and knocked down the state’s daily milk
output by about 25-30%, (comparing the last few
days of July to the beginning of the month).
Temperatures in California’s dairy-intense Central
Valley ranged frequently above 110 degrees during
the heat wave that finally broke about Saturday, July
29.   

Perhaps half of that lost daily milk output was
restored, once temperatures moderated. 

So many thousands of dairy cows died that
emergency permits were issued to bury dead cows
in landfills or in trenches on farms to get rid of the
carcasses.  Figures are as yet inexact.  Nearly two
percent of California’s milking herd was killed by
the heat and related stresses, despite “24/7” efforts
by their owners and employees trying to cool the
animals.

Surviving milk cows’ production dropped like
a rock.  Numerous estimates were that dairy ani-
mals’ daily milk output dropped 1.5 to 2 gallons per
day during to the heat wave.  Given the length of the
intense heat, many heat-stressed animals won’t fully
recover milk output for the remainder of their cur-
rent lactations.

California’s day-after-day-after-day intense
heat wave in the second half of July will have a long
tail.  Sources say that the state had an unusually
large number of mid-summer calvings, due to prior
years’ weather events that had shifted normal breed-
ing schedules.  Normally, “Golden State” dairy pro-
ducers  prefer not to calve animals in mid-summer,
due to heat stress both on fresh cows as well as their
offspring.  

Besides stress and deaths for newborn calves,
the extreme California heat wave will likely mess
up dairy animal reproduction.  Pregnant dairy ani-
mals simply cannot sustain their fetus when heat
raises body temperatures unduly high.  Further,
even open (unbred) animals’ reproductive capabili-
ty suffers when they are subjected to such intense
heat.

NNoorrtthheeaasstt  ccoouulldd  lloossee  2200%%  ooff  mmiillkk  eeaasstt  ooff  II--8811
On the other side of the nation, the Northeast

dairy industry has taken a tremendous hit from a
very wet spring, followed by the intense rainstorms
that hit in late June.  More recently, intense
heat/humidity have hit the Northeast, with tempera-
tures that crossed the 100-degree barrier in many
parts of the humid region.  

Short-term, Northeast farm milk output has
dramatically slowed.  Processors are scrambling for
milk in an impossibly-short market.  “There’s not
enough milk now.  I don’t know what they’re going
to do, once schools open,” related Robert Morris,
who markets milk for LANCO and Pennland, two
independent cooperatives with members in
Pennsylvania and Maryland. 

But for those who know the Northeast dairy
industry, the medium- and long-term pictures are
truly unsettling.  A terrible shortage of quality hay
exists in the Northeast.  Good farmers in the region
are still struggling to harvest first cuttings of hay.
Constant rain and flooding have also hammered
cornfields.  Addison County, Vermont—home of
many large dairies in western Vermont, alongside
Lake Champlain—will see almost no mature corn
(for silage).  For many Northeast dairy farmers,
corn silage is a key dairy cow ration input.  Failure
of corn to mature—along with bad-quality hay—
will spell big problems for Northeast dairy farmers’
survival in the coming year.

The crop situation is so bad in key parts of the
Northeast, that The Milkweed projects the region
will see milk supplies decline by about 20% for the
first quarter of 2007 in the area east of Interstate 81,
compared to January-March 2006 milk output in
that part of the region.

Weariness and despair are heard in the voices
of many Northeast dairy producers.  

EEllsseewwhheerree::  ddrroouugghhtt  ……  hheeaatt  ……  hhuummiiddiittyy
Drought conditions plague about 60% of the

nation, particularly a swath that reaches along the
U.S.-Mexico border from Arizona across to
Louisiana and Mississippi up to the Canadian bor-
der, where that same drought extends from Montana
across the Dakotas and Minnesota into northwestern
Wisconsin.  

The wheat crops in Kansas and Okalahoma are
devastated.  
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U.S. Drought Monitor
Released August 1, 2006

D0 & D1 Abnormally Dry

Dry to Moderately Dry

D2 Drought - Severe

D3 Drought - Extreme

D4 Drought - Exceptional

Intensity

The Drought Monitor focuses on broad-scale conditions. Local conditions may vary. 
Source: The National Drought Mitigation Center, University of Nebraska-Lincoln Web site:

www.drought.unl.edu/dm/monitor.html

Nearly two-thirds of the U.S. is 

afflicted by some degree of dought.



Continuing operating losses forced Agri-Mark
to deduct $.62/cwt. from members milk checks
from June 2006 milk production.  

Agri-Mark is the predominant dairy co-op in
the New England market.

IItt’’ss  aann  uuggllyy  iirroonnyy,,  tthhaatt  aass  vvaarriioouuss  NNeeww
EEnnggllaanndd  ssttaatteess  rruusshh  ttoo  tthhee  aaiidd  ooff  tthheeiirr ffiinnaanncciiaall--
llyy  ssttrruugggglliinngg  ddaaiirryy  ffaarrmmeerrss  wwiitthh  ssuupppplleemmeennttaall
ffuunnddss  ffoorr mmiillkk  iinnccoommee,,  tthhaatt  tthhee  rreeggiioonn’’ss  llaarrggeesstt
ddaaiirryy  ccooooppeerraattiivvee  wwaass  sswwiippiinngg  $$..6600//ccwwtt..  aanndd
$$..6622//ccwwtt..,,  rreessppeeccttiivveellyy,,  ffrroomm  MMaayy  aanndd  JJuunnee  22000066
mmeemmbbeerrss’’ mmiillkk  cchheecckkss!!

Thirty cents of the June 2006 $.62/cwt. operating
loss deduct was due to Agri-Mark collecting on 2005’s
accumulated losses.  The co-op’s creative accounting
crafted a $5.543 million dollar “receivable from mem-
bers” from the fiscal year that ended November 30,
2005, to cover up at total operating loss of roughly
$7.95 million.  A “receivable from members”—in
dairy co-op accounting terms—is merely a future milk
check deduction to offset accumulated losses.

These deducts result from strict oversight, by
Agri-Mark’s primary lender—CoBank (the nation-wide
lender to cooperatives).  CoBank was properly spooked
as Agri-Mark’s equity level sunk below 20%.  CoBank
is demanding that Agri-Mark cover losses from current
revenues, to stop the blood-letting of equity.

““GGoooodd  nneewwss//BBaadd  nneewwss””  aahheeaadd
On Agri-Mark’s horizon, both good news and

bad news await.
The “good news” is that the co-op can antici-

pate sharp increases in its inventory values for
cheese and butter, when dairy prices rise.  One major
factor in Agri-Mark’s demised equity/operations has
been severe erosion of cheese inventory values for
the Cabot Cheese subsidiary.  Cabot markets large
volumes of aged white Cheddar.  Demised commod-
ity cheese values since early fall 2005 have killed the
co-op’s finances. 

But when the predictable, significant upswing in
cash market prices for Cheddar takes place in fall
2006—due to adverse weather that has slammed both the
Northeast and much of the U.S.—Agri-Mark will see
appreciating inventory values—thus boosting equities. 

However, the “bad news” may more than off-
set the “good news” of appreciating cheese invento-
ry values.  Severe wet weather this spring and sum-
mer in New England and eastern/northern New York
will dramatically reduce milk production in the com-
ing year-plus.  The Milkweed projects, conservative-
ly, that Northeast milk output, east of Interstate 81,
will decline by 20% within coming months, and stay
down for the next several years.  I-81 bisects New
York State into east-west halves, and then continues
down through eastern Pennsylvania. Incessant rain-
fall and flooding have repeatedly hammered
Northeast fields and crops in 2006.  Very little qual-
ity forage has been harvested east of I-81.  The
specter of no feed for dairy animals haunts many
Northeast dairy farmers who live east of I-81.  

All these weather/crop headaches compound low
milk prices (no thanks to Agri-Mark), and will dramat-
ically reduce milk volumes available to the co-op …
without mention of the members who can flee from
Agri-Mark to other markets.  Thus, for all of the above-
cited factors that will reduce available milk to the co-
op, Agri-Mark (and virtually every other raw milk mar-
keter in the Northeast) will face HUGE per-unit cost
increases in milk hauling, plant operations, and other
overhead costs, because of eroding milk volumes.

(Editor’s note:  Agri-Mark’s leadership is so
D-U-M-B that it authorizes paying $.10/cwt. to
National Milk Producers Federation’s “CWT” pro-
gram to kill cows to get rid of a non-existent U.S.
milk “surplus”.  Agri-Mark’s problems—in the
coming year—won’t be too much milk.)

TTiimmee  ttoo  uunnllooaadd  ddeeaaddhheeaaddss  ……
Charting better directions at Agri-Mark is a

challenge, because the co-op suffers from the
“same-old/same-old” bunch of incompetents at the

helm.  The co-op’s leaders have been around forev-
er, while making large quantities of food, booze and
members’ equity disappear.

Agri-Mark Chief Executive Officer Paul
Johnston has headed the co-op since 1980, and man-
aged the predecessor co-op before that.  No long-
term co-op CEO in the U.S. has less of a public pro-
file than Johnston, whose “same-old/same-old”
style is crippling.  If Johnston were the manager of
the Boston Red Sox, he’d still be leading off with
Wade Boggs.  (Editor’s note:  Boggs left the Red
Sox about 10 years ago.)  

Benefitting from Johnston’s “no change” style
are the next tier of bozos—a trio of economists:
Rich Stammer (who heads Cabot), “Beefy Bob”
Wellington, and Dick Langworthy.  Certain other
Agri-Mark staffers reserve their greatest workday
passions for the noon hour.

Wellington is so dumb that he proposed to
USDA cuts in Class III/IV (cheese, butter-powder)
milk prices in the federal milk order program that, if
enacted, would unintentionally have also lowered
prices for Class I/II milk (fluid, cultured products).
That’s typical of Agri-Mark’s leaders’ mentality of
seeking deducts from federal milk order pools to
make up for market inefficiencies.  Agri-Mark cur-
rently supports an increased Class I transportation
credit proposal for the Northeast milk order that
would deduct about $.60/cwt off all Class 1 milk
sales to cover transportation costs.  Sick.

WWhhaatt’’ss  aahheeaadd  ffoorr AAggrrii--MMaarrkk,,  iiff  ……
*Continued deducts?
*Sell-off of assets, such as Cabot Cheese?  In

these times, Cabot might sell for a pittance, relative
to Agri-Mark’s investment in that subsidiary.

*Merge with DFA?  (The worst option.)  DFA
CEO Rick Smith commented, a couple years ago,
that DFA would take over Agri-Mark.  

*Continued erosion of milk and margins?
New England dairy farmers need a well-equi-

tized,  well-run regional dairy marketing co-op.

Kansas’ first cutting alfalfa yield was roughly
one-third of normal.  Any hay harvested in Kansas
and Oklahoma is going directly in front of hungry
dairy cows.  Virtually no alfalfa is being inventoried
for winter feeding needs.

Many big dairies in eastern Wisconsin, which
normally buy top-quality alfalfa from Kansas,
Nebraska and South Dakota, have been unable to
contract hay from those traditional suppliers in 2006.

Wisconsin’s governor has designated about a
dozen and a half counties in northwest and
west/central Wisconsin as drought emergencies.
Hay is scarce, corn crops have mostly failed.  This
area includes some big dairy counties.

Florida’s milk output is below year-ago levels.
For the last week of July, Florida imported about 175
loads of supplemental milk per week, according to

USDA’s Dairy Market News.  That total is about five
times greater than Florida’s supplemental raw milk
needs for the corresponding week one year ago.  For
July, officials at Florida’s dairy co-op—Southeast
Milk, Inc., told The Milkweed that their co-op’s
Florida milk volume was below July 2005's figure.
SMI reports Class I sales are strong.

NNoo  eexxttrraa  mmiillkk  ……  aannyywwhheerree!!
In early August 2006, the U.S. dairy industry

faces the specter of schools reopening in just a few
weeks … and the likelihood that in several regions
of the country, inadequate milk supplies will be

available to meet dairy processors’ needs.  
West Coast … Upper Midwest … Southwest

… Southeast … Northeast.  All these regions are
tight on milk now, and face serious shortages of
milk.  Milk supplies this fall and winter will be tight.

Milk powder is being “rationed” by
DairyAmerica (the milk powder “marketing
agency”) to buyers.  

And the &^$#@* cash dairy commodity mar-
kets at the CME aren’t moving up much yet.
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Kraft Foods Reports Bigger  2nd Quarter Profits
Kraft Foods Security Exchange Commission

(SEC) 8K filing of July 24, 2006 indicates a signif-
icant growth in profit.  Reading between the lines,
much of this seems to be a transfer of money from
American dairy farmers to Kraft.

For example, in the SEC filing under NNoorrtthh
AAmmeerriiccaa  CChheeeessee &&  FFooooddsseerrvviiccee Kraft says,
“Ongoing OCI (Operating Companies Income)
grew 5.6% reflecting lower cheese costs, improved
product mix, and volume growth partially offset by
lower prices and higher marketing spending.”  Then
under NNoorrtthh  AAmmeerriiccaa  CCoonnvveenniieenntt  MMeeaallss “Ongoing
OCI grew 21.1% driven by volume growth, higher
meat pricing and lower cheese costs that were par-
tially offset by higher packaging and energy costs.”

But, there is, perhaps, something deeper, more
sinister going on.  Since October 2005 the price of
block Cheddar on the Chicago Mercantile Exchange
has fallen.  On top of that, trades of blocks in the first
half of 2006 have totaled half the normal number of
trades.  At the same time the price of Kraft shares
have risen.  The relationship between the two is very
close.  Keep in mind that Kraft Foods and its surro-
gates have traditionally been the lead sellers of block
Cheddar on the exchange.

In December 1998 University of Wisconsin-
Madison emeritus professors Willard F. Mueller and

Bruce W. Marion released Working Paper 116
“Price and Profit Performance of Leading Cheese
Marketers: Some New Evidence”.  The new evi-
dence was the result of a successful court battle to
look at Kraft’s internal documents.

The original report of 1996 received quite a bit
of attention.  Working Paper 116 oddly enough did
not.  On page 16 of Working Paper 116, the authors
state, “The analysis found a statistically significant
negative relationship between the trading activity of
seller-traders, led by Kraft and NCE (National
Cheese Exchange) prices.  That is to say, Kraft’s
trading activity tended to reduce prices below what
they would have been based on supply and demand
factors alone.”  In the intervening eight years noth-
ing has changed to remove the motivation and the
opportunity to manipulate prices on the cheese
exchange.

Kraft’s parent company, Altria (Phillip
Morris) plans to sell off Kraft sometime this year.
Altria still owns 88% of the 1.66 billion Kraft
shares.  The difference between the value of Kraft
shares at the end of September 2005 and at the end
of July 2006 is $2.51 per share.  For Altria, if the
sell-off of Kraft were to occur now, would represent
a gain of $3.66 billion – a significant gain even by
cigarette manufacturers' lofty standards.
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