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05/07“$20-Something/Cwt.” Milk Prices Ahead!

Get ready for the highest farm milk prices
anybody has ever seen.*

As predicted in the March 2007 issue of The
Milkweed, dairy product prices are furiously surg-
ing.  Most dairy commodity prices are rocketing
into the stratosphere.  Rising dairy commodity
prices are pulling up farm milk prices.   The Milk -
weed projects that Class III (cheese) and Class IV
(butter-powder) prices in USDA’s federal milk mar-
keting order pricing system will rise into the $20-
22/cwt. range by mid-summer or early fall.  

USDA’s milk pricing system is fueled by dairy
commodity prices—Cheddar cheese, Grade AA but-
ter, nonfat dry milk, and whey. All of those prices
are either way high, or moving up dramatically.

At press time (noon on Friday, May 11), the
following dairy commodity prices were reported at
the Chicago Mercantile Exchange (CME):

* 40-lb. Block Cheddar—$1.6950/lb.  That’s
an increase of 27.5 cents/lb. from the price on April

6, 2007, when this paper was last printed.
* 500-lb. Barrel Cheddar—$1.6525/lb.

That’s up 23.75 cents/lb. from the CME price
reported in the April 2007 issue of this paper.

* Grade AA butter —$1.49/lb.  That’s a hike
of 11.25/lb. since April 6, 2007.

* Nonfat dry milk—$2.00/lb.  Whew!  Nonfat
dry milk prices at CME bolted 35 cents per pound
in the two days immediately following the annual
meeting of the American Dairy Products Institute
(ADPI) in Chicago, April 20-May 1.  ADPI is the
industry trade organization for domestic nonfat dry
milk and whey powder interests.

These price increases follow already sky-high
whey prices.  Short-term, whey prices are slipping
backwards a bit.  That’s because spring is the peak
production season for cheese and its valuable by-
product, whey.  But a little price slippage on whey
is nothing to worry about.  Whey prices are two
times as high as one year ago.  

by Pete Hardin

Continued on page 2

Too Dry … Too Wet: Weather Challenges U.S. Agriculture

AP Photo - Jeff Cooper,
Salina Journal, Salina, KS.
Photo of a flooded farm
near New Cambria, KS.

From coast to coast … and many places in
between, Mother Nature is presenting some serious
challenges to agricultural productivity in the first
half of 2007.  According to the National Organic and
Atmosphere Administration (NOAA), extreme or
severe drought blanket all of California and Arizona,
plus much of the Southeast.  

The central and northern plains have been hit
hard with extreme rainfall—flooding untold hun-
dreds of thousands of acres of cropland.  News
reports say that the Missouri River has crested as

high as it reached in 1993—the Great Flood year. At
press time, there has been little public reckoning of
the number of acres of corn, winter wheat and soy-
beans ruined.  Even if farmers in the Plains could get
on their fields to try to replant corn, a shortage of
remaining seed corn would nullify such hopes.    

Virtually all of the Northeast is under varying
degrees of unusually abundant moisture—including
a lot of areas listed as “extremely moist”.

It’s not just the extremes of dry and wet that are
challenging U.S. farmers.  Right around Easter
weekend, a serious blast of cold weather devastated
newly emerged crops in the Mid-South, an area cov-
ering from Missouri and Tennessee up into northern

Ohio and back down towards Missouri.  That Easter
freeze killed a lot of alfalfa, wheat and corn.  Tree
crops were also hard hit.  One dairy producer in
northeast Ohio reports that 90% of his alfalfa stands
have been killed.  In southern Kentucky, winter
wheat will yield perhaps 20-25% of normal.

The world entered 2007 with virtually no
carry-over of grains anticipated by late summer. This
year, abundant harvests of grain in the northern
hemisphere of the world are critical to feed a hungry
world.  But Mother Nature is repeatedly dealing out
bad news for food production in the U.S. … so far in
2007.

Source: NOAA
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Milk Powder Scandal Erupts!
S e n a t o rs Demand Explanation
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Dean Foods, the nation’s largest fluid milk
processor, has notified Southeast Milk, Inc. (SMI)
that effective June 1, 2007, Dean Foods will no
longer accept that local co-op’s farm milk at its
Orlando, Florida plant.  

That move will dislocate several dozen trailer
loads of SMI’s Florida milk per day.  The Orlando
plant is one of the biggest plants in Dean Foods’ m a s-
sive system.  SMI markets milk for all but a handful
of Florida’s dairy producers.  If Dean Foods follows
through, that move will create a disorderly, costly,
and energy-wasting scenario as Florida milk dis-
placed from that market must be condensed at a SMI
facility and then shipped out of state to cheese plants.  

Word reaching The Milkweed is that the alter-
nate milk supplier will the Southern Marketing

Agency (SMA—a consortium of regional dairy co-
ops in the Southeast).  SMA will be have to truck in
milk from very long distances to cover the Orlando
p l a n t ’s daily milk needs.  Dairy producers in south-
east milk orders will pay dearly as additional hauling
credits cannibalize monthly order pool revenues.  

Milk to supply the Dean Foods plant at Orlan-
do will come from as far away as west Texas and
New Mexico--1500 miles!.  Word is that operators
of Southwest Cheese, in New Mexico, have been
advised to expect reduced farm milk deliveries after
June 1.  

Dean Foods’ dumping SMI as a raw milk sup-
plier, on what at the surface appears to be a flimsy
excuse, is the culmination of deteriorated relations
between Dean Foods and SMI.  And behind the
scenes, these actions must be seen as a continuation
of efforts by Dairy Farmers of America and “sister”
dairy co-ops to kill SMI’s control over the complex,
high-priced Florida milk market. 

The “reason” for Dean Foods move?  Dean
Foods management went ballistic, following the
recent announcement that, as of May 1, 2007, Pub-
lix Supermarkets had converted all its fluid milk
sales to “rbGH-Free” status.  Dean Foods is the
largest fluid processor in the Florida market, con-
trolling about 35% of market share for packaged
milk in the Sunshine State.  Dean Foods does not
sell “rbGH-Free” milk in Florida.

Relations between Dean Foods and SMI have
been tenuous for some time.  Complaints by SMI
about anti-competitive actions by Dairy Farmers of
America (DFA—the nation’s largest dairy co-op)
sparked the two-year investigation by the Antitrust
Division of the U.S. Department of Justice, which
concluded in late summer 2006.  That federal probe
recommended indictments against DFA and Dean
Foods, but senior-level DOJ officials have not acted
upon the recommended indictments: politics.  

Also, SMI’s entry into fluid milk processing,
through the Gustafson’s Dairy purchase a couple
years ago, set SMI as a direct competitor of Dean

Foods … as well as the raw milk supplier.
Dean Foods management “had a cow” at news

of Publix Supermarkets’ “rbGH-Free” announce-
ment around May 1.  Calvin Covington, SMI’s gen-
eral manager, explained that confidentiality agree-
ments with Publix Supermarkets prohibited him
from informing Dean Foods about Publix’ pending
move to go “rbGH-Free”.

Publix has its own fluid milk processing facil-
ity, which SMI supplies with raw milk.  

Several factors make it difficult to imagine a
long-term, alternate milk supplier to supply the
Orlando plant. Those factors include: shrinking
milk production in the Southeast, high fuel prices,
rising grain prices and shortages of over-the-road
milk transport trailers.

SMI officials have heard rumors that this
move is part of a strategy to fatally bleed SMI, by
dislocating such a large volume of the Florida co-
op’s milk.  

These background events should strategy the
hastily-scheduled, emergency USDA milk order
hearing in Tampa on May 21 very interesting, both
in the front of the room and in the hallways.  The
historic complexities of Florida’s dairy industry are
being exacerbated by anti-competitive antics that
threaten to throw out in-state milk from local pro-
cessing plants and bring in milk long-distance from
goodness-knows-where.

Historically, Florida state officials have peri-
odically enforced vigilance at the border regarding
incoming milk supplies.  Expect scrutiny about the
temperatures and sediments of raw milk in trailers
coming long distances from west Texas and New
Mexico in the hot, late spring and early-summer
temperatures. 

When dairy farmers’ organizations fight dairy
farmers’ organizations … dairy farmers lose money.

This situation looks remarkably like a bunch
of Mafia goons, having survived prosecution by
government prosecutors’ incompetence, going back
on the streets to try to kill the grand jury’s star wit-
ness.
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Commodities higher, sparking milk prices!
On May 4, USDA announced the Class III and

Class IV prices for April 2007.  Class IV milk rose
to $16.12/cwt. (+$2.41).  Class III milk registered a
price of $16.09/cwt. (+$1.09).  

But those milk price increases represent only a
small portion of the strengthening price factors
already in the pipeline. For example: USDA used a
monthly average nonfat dry milk price for the April
2007 Class IV price calculation that was far below
current prices.  By early May, the CME cash price
for nonfat dry milk was $2.00/lb.  And in western
Europe, USDA’s Dairy Market News plugged the
high end of Skim Milk Powder prices at $2.19/lb.

USDA’s farm milk pricing system uses month-
ly averages of weekly dairy commodity survey
prices reported to the National Agricultural Statis-
tics Service (NASS).  Due to timing issues, USDA’s
milk pricing system lags behind sudden upswings in
dairy commodity prices.    

Much more farm milk price improvement lies
directly ahead, as higher commodity values work
through USDA’s pricing system.  In early May,
Class III milk futures at the CME had climbed
above the $19.00/cwt. level for the months of June-
September 2007.  CME futures, if anything, have
historically failed to capture the upside of a signifi-
cant price movement.  If accurate, a Class III price
in the $19/cwt. neighborhood would yield “statisti-
cal uniform prices” in the low $20s/cwt. range … a
couple months from now.

These peak prices are no short-term blip
After having been burned so many times in the

past, when milk prices climbed up dramatically …
only to retreat in short order … many dairy farmers
will take a “wait and see” attitude, before truly
believing that these high milk prices are for real.

And it’ll take a while for milk prices above the
$20/cwt. threshold, before some farmers accept the
possibility that a new world of U.S. milk price lev-
els has been achieved.

In fact: it’s a scary new world of higher both of
higher farm milk prices … and higher costs.  Why a
“scary new world”?  Because all that additional money
represents more money to be pilfered and abused by
the “usual suspects” in the dairy marketing system.

In this dramatic price run-up, the U.S. is final-
ly awakening to the fact that global dairy marketers
have known since the second half of 2005: there is
a serious, deepening global shortage of dairy pro-
teins.  The shortage has been caused by adverse
weather events affecting dairy output in several
continents, as well as growing demand for
improved diets in China and Asia.  For the past
year-plus, the U.S. has been a major source of dairy
proteins in the global market.  Trouble is:
DairyAmerica literally “gave away” U.S. milk pow-
der to New Zealand’s Fonterra … selling out the
financial interests of U.S. dairy farmers to their
most cut-throat competitor for global markets in the
process.  That’s why USDA has embarked on a
review of nonfat dry milk powder prices reported
during the past year.

The global dairy system has ZERO dairy pro-
teins in storage.  At the ADPI meeting in Chicago on
April 30, 2007, a dairy expert from Rabobank (the
Netherlands-based global agricultural lender) pro-
jected that global dairy prices would be high for at
least the next five years.  In truth, it’ll probably take
at least that long to straighten out global grain and
dairy products shortages.

Behind the scenes, what U.S. producers cannot
appreciate in their skyrocketing milk price structure is
that the U.S. dollar’s weakness means that export cus-
tomers for our dairy products are literally shopping in

a “bargain basement” environment.  Where U.S. dairy
farmers compete globally for inputs (fertilizer, fuel),
they’ll pay dearly, due to the weak dollar.

“$20-Something/Cwt.” Milk Prices Ahead!

Milk Marketing Armageddon in the Sunshine State?  

SMI Out as Dean’s Milk Supplier at Orlando, June 1
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Dairy Livestock Prices

Rising in Parts of U.S.
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Prices for dairy livestock are starting to track
upwards with milk prices.  Before 2007 is through,
U.S. producers will see dairy livestock prices never
previously charted … perhaps never even imagined.  

The Milkweed projects we’re entering a situa-
tion where, sometime later in 2007, average prices
for good springing Holstein dairy heifers will push
past $2500 per head up to and perhaps above the
$3000 per head range.  Top Holstein springers could
be heading close to the $4000 price level.  

Prices for nice, healthy Holstein calves will be
going over the $1000/head mark.  Open heifer
prices will shuffle up a few hundred dollars.  Up.
Up.  Up.

Farm milk prices in the U.S. are moving up
fast.  So are costs. Basically, the price of everything
and the cost of everything in agriculture is going up.
The outlook sees at least several years necessary to
restore global dairy supply/demand and grain
reserves.

Big gains in springing Holstein heifers are
starting to show up in western livestock markets.
As noted on our national dairy livestock price report
(page 10), springing Holstein heifers at Toppenish,
Washington in early May sold for $400-600/head
higher than prices in early April.  Also, average
prices for Holstein springers at the “hot” Brush
Livestock auction market at Brush, Colorado on
May 2 rose about $200/head higher than prices from
the early April auction. See page 10.

After what most dairy farmers have been
through in the past year-plus, what with low milk
prices and high expenses, they’ll probably take a
wise, “believe it when I see it” attitude towards milk
prices and dairy livestock prices.  Keep watching!

by Pete Hardin
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