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Kraft Foods May Be Spun Off From AltriaImports Flowing in

To Meet Domestic

Production Shortfall

or milk protein concentrate in its import numbers.

These products are among the largest categories of

dairy products entering the U.S., when measured by

tonnage. The Milkweed has previously detailed this

failure by ERS to account for casein and MPC im-

ports in its milk supply estimates.

ERS’ excuse is that it’s not known how much

imported casein is used for food uses.  MPC imports

are too recent a phenomenon to show up on ERS dairy

“genius” Jim Miller’s radar screen.  MPC imports

have been a factor for about six or seven years.

The Milkweed previously estimated that, if im-

ports were measured on a milk protein-basis, they’d

equal perhaps 8-9% of annual U.S. milk output.

Demand

Meanwhile, the USDA estimate that “Commer-

cial Use” of dairy products for this federal fiscal year

will total 177.9 billion pounds is an increase of only

0.9% over estimated demand for the recently con-

cluded 2003-2004 year. ERS’ dairy product demand

estimates include commercial exports, but no spe-

cific numbers are ascribed to that category.

The difference between total milk production

and commercial demand is 2.6%. However, if two

billion pounds of milk listed as “farm use” by ERS is

subtracted from the “supply” estimates, then the dif-

ference between U.S. milk supply and U.S. dairy

product demand would be 3.7%.

What surplus???  Each year, U.S. consumers

eat several billion pounds more dairy products than

our dairy cows produce for commercial use.

ERS also offered a price projection for farm

milk: an “All milk price” of $13.35 to $14.15/cwt.

for October 2004 through September 2005. That’s a

decline of about $1.70 from the 2003-2004 price.

Funny thing … despite a U.S. milk shortage, USDA

estimates that farm milk prices will drop.

Louis C. Camilleri, the chairman and chief

executive office of Altria (the corporate parent of

Kraft Foods), openly discussed splitting the

company into three separate corporate entities as

a strategy to maximize stock values.  These

comments came before a group of investment

analysts in early November.

The strategy would break three segments of

Altria—Kraft Foods, Inc., Philip Morris Interna-

tional, and Philip Morris USA—into separate

corporate units.

The bottom-line strategy in this possible

move is to isolate the assets and performance of

Kraft Foods and Philip Morris International from

legal liabilities currently plaguing the U.S.

tobacco unit (Philip Morris USA).  Outcomes of

several major tobacco lawsuits threaten the U.S.

tobacco operations.

However … Camilleri’s comments, along

with opinions of outside analysts reported in the

business press … imply that with the re-election

of the Bush administration and a key Illinois

Supreme Court election, the climate for liabili-

ties facing U.S. tobacco firms may in fact be

significantly improved.

Thus, the strategy to split Altria into three

distinct corporations is in great part aimed to

improve the stock value of Philip Morris USA,

which Camilleri said was undervalued compared

On October 28, the federal Food and Drug Ad-

ministration approved Rumensin for use in dairy ani-

mals, including milk cows.  The feed additive, which

is marketed by Elanco Animal Health, improves ru-

men function.

Rumensin has been approved for use in beef

animals in the U.S. for nearly three decades.  Other

major dairy-producing nations, such as New Zealand

and Canada, already permit feeding Rumensin to

dairy animals. Some U.S. dairy producers have used

Rumensin long before the practice became legal.

FDA stated that milk and meat from Rumensin-

fed dairy animals have been extensively tested for

human safety.  The agency said that Rumensin shows

no unacceptable side effects when fed to dairy ani-

mals. FDA also states that no functional differences

in terms of taste of milk or finished product traits of

dairy products (such as cheese) have been detected

from milk of cows fed Rumensin.

Several critical issues lie behind this seemingly

small announcement by FDA:

• FDA could be trying to boost U.S. milk production

with this move.  Rumensin improves rumen function

and feed efficiency.  However, the possible impact

of legalizing this drug will be offset by how many

Continued from page 1

to other domestic tobacco firms.

Beyond cancer-stick operations and legal

liabilities, what does a possible spinning off of

Kraft Foods into a separate corporate structure

mean?

Since Altria’s formation in 2002, Kraft has

performed below expectations.  The company’s

stock value has stagnated, and profits have

generally been below potential.  Kraft Foods

performance in the U.S. has been impaired by:

• Lack of innovative new consumer product

development.

• High indebtedness.

• Poor performance of the Nabisco acquisition.

Gaining Nabisco—with lots of crackers and

cookies—came just at the wrong time as the low-

carbohydrate diet trends arrived.

Kraft Foods is the single largest marketer of

cheese products—both processed products and

natural cheeses.  Kraft’s strategies for holding

down costs have included massive use of im-

ported dairy products (like milk protein concen-

trate) and, more recently, developing soy-based

substitutes for dairy ingredients in non-standard

food products.

When Kraft sneezes, the cheese industry

gets a cold.  How would a self-standing Kraft

Foods perform?

FDA Approves Rumensin for Milk Cows

dairy producers had been using the drug prior to

FDA’s approval.

• What about the impact on sales of Monsanto’s

Posilac (recombinant bovine growth hormone, or

rbGH)? Monsanto is attempting to restore sales and

dairy producer confidence following the 50% cut-

back of Posilac sales last January. If Rumensin works

as claimed, it will provide what’s probably a lower-

cost, less labor-intensive feed alternative to

Monsanto’s recombinant drug.  Harm to dairy ani-

mals receiving Posilac would be bypassed if farmers

substitute Rumensin.

(The Milkweed has subscribed to the theory that

Monsanto and FDA wanted to “deep-six” Posilac for

some time.)

• Approval of Rumensin for use in dairy animals also

clears up a major issue involved in moving farm milk

from Canada into the U.S.  Canadian dairy produc-

ers widely use Rumensin. Adopting the same set of

rules here is one less barrier to more Canadian milk

entering the U.S. Key observers believe that the only

way that the dairy marketers in the Northeast will be

able to meet future raw milk needs will be to import

large volumes of milk from Canada’s Ontario and

Quebec provinces.

The following quotes are excerpted from a

speech given by Gary Hanman, President/CEO of

Dairy Farmers of America (DFA), at the Dairylea

Cooperative annual meeting in Syracuse, New York

in mid-October.

Hanman discussed the federal/state Antitrust in-

vestigation that is probing DFA’s alleged misdeeds:

“What are some of our challenges? What about

tomorrow?  You all know the Department of Justice

is (unintelligible) a full investigation of us at DFA.

And what we think they are trying to decide is whether

or not we have lost our Capper-Volstead immunity,

by reason of things we have done through force, in-

timidation, or causing dairy farmers to become mem-

bers of DFA who didn’t want to become members of

DFA.

“And so they are now involved in a full-scale

investigation of DFA.  And I guess you could say,

first off, we will cooperate with them 100%.  And

many of your cooperative friends around the country

have probably received requests from the Justice

Department for information in trying to get a feel from

other cooperatives how they feel relative to DFA and

whether we have strong-armed them, intimidated

them … used coercion to cause them to do certain

things.

“But you could say that we are being looked

at because we are active.  We have no qualms but

what when they get through they won’t find any

strong-arm tactics or any coercion or anybody

being asked, required or commanded to do some-

thing they did not want to do.

“They are also asking some of our board mem-

bers of how involved they are in the operations of

DFA, as if somehow I think they believe that the 196

DFA area council board members that serve on our

seven area councils are not involved in the opera-

tions of DFA.  That’s what we think is involved.  But

we are involved and will vigorously defend ourselves

against this full-scale DOJ investigation.”

(Hanman then commented at length upon DFA’s

recent legal victory against DOJ involving alleged

lack of competition for school milk contracts in Ken-

tucky.  He is crowing about a small win.)

Gary Hanman Comments on Antitrust Investigation vs. DFA

As you read through this fact-filled, in-

sightful issue, imagine the persons on your

holiday gift list who would benefit from their

own subscription to The Milkweed.
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