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September 2009 Class III Price $12.11—September Class IV $11.15
Again both Class III and Class IV prices rose

from the previous month’s levels.

The September 2009 Class III price was
$12.11, an increase of $0.91 from August 2009
which was up $1.20 from July 2009.  The Class IV
price was $11.15 for September 2009 was up $0.77
from August.  

All monthly component prices gained except
butter.

Monthly component prices derived from
National Agricultural Statistics Service (NASS)
weekly surveys are:

Butterfat price................1.2226 per pound
Nonfat solids price ........0.7906 per pound
Protein price ..................2.4243 per pound
Other solids price ..........0.1018 per pound

Milk continues to be tight.  Cream, worldwide,
is tight, yet U.S. butter prices do not reflect that tight-
ness.  NFDM prices are rising and will require other

prices to rise. There is a
strong possibility dairy
farm milk prices will
strengthen considerably.

However, without a
reduction in volatility,
farm loans will be a
growing problem.

July Aug. Sept. Aug. Sept.
Difference

Butter $1.199 $1.203 1.1811 -2.19¢/lb.
Nonfat Dry Milk 0.842 0.867 0.9664 +9.98¢/lb.

Cheese 1.133 1.261 1.3522 +9.17¢/lb.
Dry Whey 0.291 0.293 0.2979 +.537¢/lb.

U.S. Milk Prices: No Place to Go But UP
by Pete Hardin

How high will U.S. milk prices rebound?
How tight will our nation’s farm milk supplies
become??  Will dairy farmers get an honest price for
their milk in the coming upswing???

Analyzing the nation’s future milk production
potential, at this time, is similar to trying to figure
out how many rail cars will remain on the track after
the train wreck in progress eventually slides to a
halt.  For a large number of reasons, The Milkweed
projects exceedingly tight farm milk supplies in the
coming year, except perhaps in the Upper Midwest.  

Many complex factors are swirling around
dairy – making solid forecasting difficult.

Here are the major factors to watch:

How many dairy farmers (and cows) will
survive?  About 10% of California’s milk produc-
ers are either in, or on the verge of, financial fore-
closure. After taking a severe financial drubbing on
dairy farm bankruptcies and write-downs (with
more to come), financial institutions are extremely
leery of lending out any more money to dairy oper-
ations.  In fact, some farmers who’ve survived so
far may find that their lenders get “cold feet” and
pull the plug on financing, once dairy livestock
prices strengthen in a few months.

Other dairy farmers may decide that the finan-
cial ups and DOWNS of this crazy, crooked milk
business are no longer tolerable, once milk prices
improve.  

Inadequate feed supplies/quality in several
regions. Another major consideration: financial
stress on failed business models that will pull down
certain types of operations that are still milking
cows, but won’t be milking them much longer.
Example: take the “Vreba Hoff”-type dairies that
have sprouted several dozen such examples in
Michigan, northwest Ohio and Indiana. These oper-
ations – many of which look like financial and envi-
ronmental fiascos from a distance – were based
upon dairy investors from The Netherlands buying
“turn-key” operations that featured hundreds (or
thousands) of cows on small acreage. Those dairies
relied heavily on purchased feed inputs.  Word from
that region is that several dozen of these types of
dairies have been unable to purchase corn silage this
fall.  Local corn silage is the best belly-fill a big
dairy can stock away. That feed must be purchased
in late summer/early fall, when moisture content of
the corn plant is appropriate.  Otherwise, the corn is
best allowed to dry down for harvest as grain.  In

these times, suppliers of corn silage to such dairies
are nervous about payment and would be crazy to
accept terms other than cash-in-advance.  Thus,
numerous reports of numerous big dairies unable to
acquire corn silage are the death knell for may such
operations.  Perhaps such operations have a few
weeks or a couple months (at most) of carry-over
feed supplies.

So … just in the Michigan/Ohio/Indiana
region, the specter of three dozen (or so) large
dairies unable to secure corn silage means there will
be upwards of 50,000 milk cows set to move in com-
ing months.  And most of those cows will soon be
surrounded by “special sauce, lettuce, pickles onions
between a sesame seed bun.”  Such a slug of dairy
cattle headed to slaughter may be more than slaugh-
ter facilities can handle, on a short-term basis.  Cer-
tainly low-ball cull prices lie directly ahead.

All of this background information leads to the
following conclusion: U.S. farm milk production is
going to be impaired, perhaps severely impaired.

The Northeast presents another feed challenge
to dairy farmers. Wet weather during 2009 leaves a
generally poor forage crop and immature corn (for

both silage and grain).  How will Northeast dairy
farmers maintain their herds’ output this winter???

Dairy demand fairly strong – Mozzarella
coming back!  The U.S. dairy industry is benefit-
ting from stronger retail sales, due to the nation’s
troubled economy.  Retail dairy product sales in
2009 show spectacular gains, offsetting loss of
restaurant and fast food sales.  Retail cheese and
fluid milk sales are setting recent decades’ records
for growth. Why?  Because more families are mak-
ing meals at home, and using liberal amounts of
cheese and fluid milk.  In the past few months, Moz-
zarella production is staging a comeback – a sign
that food service sales are again improving – and
that consumers are making more pizzas at home.
Why will dairy promotion groups really hop on this
astounding dairy trend?

Weakening dollar = less imports?  The U.S.
dollar has been in free-fall in recent weeks.  Global
investors are discounting the U.S. dollar, because of
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Dean Foods, DFA Warring Over Milk Supplies

Continued on page 2

Wednesday, September 30 capped a very bad
end to a particularly bad month for Rick Smith (aka
“Tricky Rick”), President/CEO of Dairy Farmers of
America (DFA).  

Following a long month of dairy farmers
angry about ruinous milk prices, U.S. Senators call-
ing for Antitrust investigations into DFA’s practices,
and a high-level Antitrust official at the U.S.
Department of Justice promising to scrutinize dairy
competition … the last thing “Tricky Rick” needed
was the bombshell dropped in his lap by Ernie
Yates, a high level milk procurement for Dean
Foods.  Dean Foods is DFA’s biggest milk buyer.  

The bombshell?  Yates notified Smith that,
effective January 1, 2010, Dean Foods would no
longer accept farm milk from DFA at about a dozen-
plus “legacy” Dean Foods plants.  (“Legacy” Dean
Foods plants are dairy plants owned by “old” Dean
Foods before the late December 2001 merger that
married Suiza Foods and Dean Foods, putting
together the two largest fluid processors in the U.S.)

For more than a decade, DFA has used its near-
exclusive raw milk supply contract with Dean Foods

(and other major fluid producers) to bully dairy
farmers and competing milk marketing co-ops to
submit to sell their milk through DFA, or joint ven-
tures and regional superpools controlled by DFA.
Along the way, DFA used the lack of competition
among raw milk suppliers to cheat dairy farmers out
of billions of dollars in revenue.  DFA has used false
milk component and quality testing, overblown
hauling charges, and “reblends” (producer prices
below the federal milk order minimums) to sustain
its empire of deceit and favoritism.  (Example:  Sev-
eral years ago, DOJ Antitrust investigators found
DFA underreported butterfat tests of producers in
Louisiana and Mississippi … and then sold loads of
cream off the books!!!)

Dean Foods is beating the bushes, seeking
out independent dairy farmers, milk haulers, and
field staff. Perhaps the only question facing DFA: Is
this move by the co-op’s biggest milk buyer the
beginning of the end … or the end.  More details:
See pages 8-9.
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Key U.S. Senators have unblocked a political
impasse that has delayed USDA’s ability to begin
administering direct, emergency payments to dairy
farmers. 

The vote authorizes a total package of $350
million.  Details remain scarce.  Some $290 million
is allocated for direct payments to dairy farmers.
And $60 million is allocated for USDA purchases of
cheese for use in domestic nutrition and feeding pro-
grams.

The impasse was cleared up and October 8  the
U.S. Senate voted 76-22 to pass and send on to Pres-
ident Obama a measure authorizing $350 million in
emergency assistance for hard-hit dairy farmers.
Senator Barbara Boxer (D-California) had delayed
passage for more than a week.  Boxer raised concerns
that western states’ dairy producers would not be
treated equitably in the proposed pay-out of the $290

million to dairy farmers. At one point, payments were
proposed to cover only the first three million pounds
of annual milk production for each farm. That pro-
posal drew Senator Boxer’s ire, because western
states’ dairy farms, which tend to be larger than
dairies in the Midwest and Northeast, would have
received less of a payout (per hundredweight of
annual milk output) from the emergency funding.

Specific details are not yet available.  Boxer’s
concerns were ameliorated with a private meeting
with USDA Secretary Tom Vilsack in early October.
The Senate has deferred formulation of specific
details for paying out the $290 million to Vilsack’s
agency.  Obviously, USDA’s Farm Services Agency
will be the branch of USDA that’s distributing the
funds.  Details to follow.

What’s $290 million???  Divided by the
approximate number of commercial dairy farms in

the U.S. (55,000), a $290 million emergency federal
payout distributed equally would average about
$5,500 per farm.  That’ll pay a few bills.

And what about the impact will the $60 million
allocated for cheese purchases?  So far in 2009, the
U.S. has averaged 840 million pounds of cheese pro-
duced each month.  “Guesstimate” – at a price of
$2.00 per pound for product purchased by USDA
under this program, the government will remove
about 30 million pounds of cheese with its $60 mil-
lion to spend.

The $350 million was originally created by
Vermont’s U.S. Senator Bernie Sanders in mid-sum-
mer.  Sanders shepherded the proposal past the Sen-
ate with a “super-majority” (60+ votes) in support.
Budget-rules forced the allocation to be indirectly
posted as overhead expenses for USDA’s Farm Serv-
ices Agency.

USDA to Allocate Sanders’ $350 Million for Dairy:
$290 Mil. to Producers, $60 Mil. Gov’t Cheese Buys

While most dairy farmers have been struggling
to make ends meet, there are some players making
money…huge money.  KDM Trading, Inc in their
September 11, 2009 “Dairy Report” had the follow-
ing announcement:

“For the past four years, KDM Trading, Inc.
has traded a very small number of accounts (fewer
than ten) on a “for profit” basis. These accounts are
traded in such a way as to attempt to profit from milk
price movement in both directions. Following are
the annual rates of return for the accounts under
management: 2005: -25.31%, 2006: +73.04%, 2007:
+546.57%, 2008: +54.76%, 2009 (YTD): +25.58%.
We are now opening this program to our customers
and newsletter subscribers through a recently estab-
lished CTA (Commodity Trading Advisor). Mini-
mum investment is $50,000. Please contact Dan for
further information if you are interested in partici-
pating in this program.”

Those who thought real estate was where the
action was in 2007 probably would think a 546.57%
return on investment beat most real estate profit mar-
gins.  But, who would have thought a year-to-date
return in 2009 of 25.58% in dairy was possible?
Certainly not dairy farmers.

That exceedingly nice – 25.58% – return on
investment so far in 2009 (to date) by any logic, had
to have been gained by betting on the “downside”
resolution of 2009 dairy-based futures and options
contracts.  Clearly, betting against “conventional
wisdom” in dairy-based futures and options con-
tracts … i.e., betting that dairy commodity prices
(and related trading) would remain lower than com-
monly-perceived price levels would have been the
only way this year to have made a return of 25.58%.

Sad commentary for the dairy industry when
“gamblers” make out like bandits, due to unduly
dairy commodity and farm milk prices.  Clearly,
Kraft Foods and Dean Foods aren’t the only parties
in dairy enjoying solid profits during the first half of
2009.  Of course, characterizing firms playing dairy
futures and options contracts as “gamblers” may not
be correct ... if they have enjoy certain foreknowl-

edge of how dairy events on which they’re wagering
will play out.

The bragging by KDM Trading, Inc. about its
spectacular history of dairy-based “returns on
investment” prove, once again, that there’s money to
be made in dairy.  Except, perhaps, by the dairy
farmer ...

Gamblers Making Big Money in Dairy Futures/Options Betting

Grupo LALA Buys NJ’s Farmland Dairies
The growing U.S. footprint of Mexico’s largest

fluid milk processor is evidenced by the recent pur-
chase of Farmland Dairies, a major fluid processor
based in northern New Jersey. The Farmland pur-
chase follows closely on the heels of Grupo LALA’s
$435 million payment, earlier this year, for the trou-
bled National Dairy Holdings subsidiary of Dairy
Farmers of America.

Grupo LALA’s two recent purchases of U.S.
dairy businesses set up the firm as the second-largest
fluid processor in the nation.  In Mexico, Grupo
LALA controls about 50% of all fluid milk distrib-
uted in the country.

Grupo LALA is aggressively seeking other
U.S. dairy processing acquisitions. Also, the Mexi-
can firm is boldly moving to expand volumes at
businesses it already owns in the U.S.  Grupo LALA
must be viewed as a serious new presence.

Farmland Dairies, which is based in Walling-
ton, New Jersey, has followed a twisted ownership
path in the past decade-plus.  Originally, the firm
was owned by the Goldman family.  But the Gold-
mans engineered a sale to the ill-fated Italian dairy

giant, Parmalat, in the late 1990s.  Rumored sale
price back then: about $130 million.  Parmalat over-
paid.    In fact, Farmland Dairies’ sale was to Par-
malat’s North American unit, which was untouched
by the massive scandals that plagued the parent cor-
poration.  But Parmalat’s bad publicity hurt Farm-
land Dairies, which was forced into bankruptcy
when Dairy Farmers of America and Dairy Market-
ing Services pirated many of Farmland’s independ-
ent producers.  Simultaneously, Farmland Dairies
was charged exorbitant costs for both spot sales of
raw milk and “balancing” services by DFA/DMA.

Parmalat was subsequently purchased from
Parmalat North America by a group of investors,
who’ve subsequently learned that the New York City
metropolitan area fluid processing/distribution game
is a very, very tough arena. 

Farmland Dairies developed an intriguing fluid
milk product: “Skim-Plus.”  That beverage features
added milk solids to skim milk.  It’s a good-selling
product and one which Grupo LALA could expand
geographically.

U.S. Milk Prices: No Place to Go But UP

this nation’s bedrock financial instability, which has
been eroded by years of horrible federal deficits.
For dairy, a far weaker dollar translates into few
imports and more export opportunities.  But a weak-
er dollar also drives up costs of all dairy farm (and
dairy processing) inputs that are based upon global
prices: grain and energy being two prime examples.

The weaker U.S. dollar means perhaps that big
food processors (like Kraft Foods) will find less effi-
ciency using “outsourced” dairy commodities.

Global cream & whey prices higher than
U.S. values. Some dairy marketers are surprised that
U.S.  prices for butterfat and whey are not higher
than current values.  That’s because in Europe, whey
prices are nearly 40 cents per pound, and cream is
scarce.  With the cheaper U.S. dollar in place for
some time ahead, this nation will again emerge as a
global dairy commodity supplier. Tight global sup-
plies promise to pull up our butter and whey prices.
That factor will enhance farmers’ milk prices.

Change of dairy marketing’s “Old Guard.”
For several decades, the only change in milk pric-

ing/marketing has been that the fat hogs at the
trough have only become more ravenous and bully-
like.  Refocused attention on dairy competition
issues promises, over time, to make the entire dairy
industry aware of just how much money has been
lost and stolen, as the money flow comes back from
the consumer to the dairy farmer.

What’s ahead??? For the upcoming year, The
Milkweed projects near-impossible milk supplies
(for basic needs) in several regions of the country:
California, Southwest, Southeast and Northeast.
The Upper Midwest should revert to its former role
as a supply reservoir for some other regions, IF the
row crops (corn, soybeans) finally matured before
the first killing frosts hit in early October.

Milk will be tight.  Hamburger will be cheap
… for a while.  We make no predictions about when
and how high farm milk prices will climb … except
to say that dairy farmers need a sustained, signifi-
cant boost in prices.  Survivors will look back at this
decade, some time hence, and puzzle how so much
money could be drained from dairy farmers’ legiti-
mate income by such an array of crooked schemes!
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