
Russian Buyers Likely in U.S. Dairy Heifer Market by Mid-2008
contracted deal while the boat was in mid-ocean!  

So … in mid-2008, look for a new factor in the
U.S. heifer market to add propulsion to heifer prices:
Russians.  Obviously, Russians will work through
some established buyers and perhaps even breed
organizations.  When and how this information about
the U.S. government approving heifer sales to Rus-
sia becomes public is cause for concern.  Owners of
dairy animals should not forget the infamous “Russ-
ian Wheat Deal” from the early 1970s.  Back then,

USDA senior officials negotiated a massive sale of
U.S. wheat (and other grains) to the starving Rus-
sians … without ever informing U.S. grain farmers.
The Russians swooped in and bought up a lot of the
U.S. grain crop (with the help of multinational grain
companies) before U.S. sellers realized what was
happening.

The Russians are coming.  The Russians are
coming … to buy U.S. heifers.  You read it first in
The Milkweed.  

Rumor Mill: Dean Foods Puts on Lipstick for Pepsi

The next-to-final chapter in the Ivy League “Mas-
ters of Business Administration degree for Yuppies”
course textbook is titled:  “Sell the Cow Before it Dies.”

Dean Foods—the nation’s largest fluid milk
processor—is suffering from a severe case of “Yuppie
MBA-itis.”  Symptoms include dramatically reduced
earnings, depressed stock value, and financial ratings
deep, deep into junk bond status.  Secondary manifes-
tations of this malady include sell-offs of company
stock by “insiders.” Abuse of customers and suppliers
increases, during progressive stages of “Yuppie MBA-
itis.”  All of these symptoms fit Dean Foods precisely.

The dairy rumor mill is picking up increased chat-
ter about Dean Foods’ management is putting on the
make-up and lipstick and smiling towards Pepsico—
the soft drink giant.  Observers note a significant num-
ber of former Pepsico executives as recent additions to
Dean Foods’ management team.  Other observers say
that just about everything at Dean Food has a price-tag
on it, either in parts … or for the whole cow. The basic
question for any firm contemplating acquiring Dean
Foods’ dairy operations must be whether that firm’s
management has any clue of what they’d be getting
into, particularly in terms of Dean Foods’ future profit
picture held captive to swings in farm milk prices and
consumers’ cash-strapped pocketbooks.

In politics, good Republican ethics scorn “cut
and run” strategies.  That’s funny, because “cut and
run” is 40% of the “Yuppie MBA” business manual

Someday, some alternate-thinking PhD. stu-
dent at an Ivy League university will commit heresy,
investigating in his or her Master’s thesis, just when
and where Dean Foods went wrong.  How could the
nation’s supposedly successful, politically-connect-

ed, giant fluid milk processor’s fortunes turn so sour,
so fast???  Why, just back in early spring 2007, Dean
Foods’ board authorized borrowing $1.94 BILLION
just to pay out a one-time, special $15 per share
bonus to stockholders.  No big deal that Dean Foods’
“Yuppie-in Chief”—Gregg Engles—put $39 million
of $15 per share special payout in his own pocket.

What went wrong???
* Dean Foods caught the “Last Large Wave”

of corporate borrowing excess. In early 2007,
Dean Foods borrowed a package of $4.6 BILLION
dollars.  But $2 BILLION of that amount had to be
repaid to lenders by spring 2008.  That repayment
schedule, plus interest, means that Dean Foods’
monthly payments to lenders total around $100 mil-
lion.  That figures is about 4X the average monthly
profits earned by Dean Foods for the 2004-2006
period.  Long story short: there was no way Dean
Foods could repay the money borrowed to pay out its
$15 per share from historic earnings!  

* Milk costs for Dean Foods skyrocketed in
2007—peaking nearly $10/cwt. higher than com-
pany projections for volatile 2007. Higher raw
product costs reduced profits for dairy divisions, sales
volume (due to consumers’ financial pinch), and exac-
erbated internal inefficiencies.

* Energy costs skyrocketed in 2007 … and
will continue high. Dean Foods’ system of mega-
plants—receiving milk and cream from distant sup-
pliers and then distributing finished products out
over hundreds of miles—may not be the most “effi-
cient” system for a future that includes far higher
energy costs.  Shorter distances for raw materials
and finished product distribution are probably most
appropriate for future industry models that must fac-
tor in ever-higher energy prices.        

* The U.S. economy is entering a serious
recession. This reality will seriously stress sales
volumes, margins and profits for consumer-based
marketing firms.  Dean Foods picked the wrong time
to try to pay back a lot of borrowed money. 

“What?  Me worry?”
Don’t worry?  Dean Foods used its political

connections with President George W. Bush to avoid
a recommended indictment by the U.S. Department
of Justice’s Antitrust Division in late 2006, following
a two-year investigation.  (Private antitrust lawsuits
are progressing against Dean Foods.  Dean Foods’
management is VERY nervous about these private
lawsuits that have named Dean Foods and its partner
in crime—Dairy Farmers of America, the nation’s
largest milk producers’ cooperative.)

Don’t worry?  Dean Foods faces unimaginably
high raw milk costs in 2008.  That’s because dairy
farmers need higher milk prices to absorb higher
costs for grain and hay.  Higher milk costs mean
higher consumer prices—during a serious recession.
Overall dairy sales are threatened—pulling down
Dean Foods’ efficiencies and profits.  

Whatever lies ahead for Dean Foods … the
“Yuppie MBA types” who’ve been running the show
should be held personally accountable for the train
wreck that’s coming.  The final chapter of that Ivy
League “Yuppie MBA” textbook is titled: “Retire
Rich to a Caribbean Island with Your Trophy-
Spouse.”  Perhaps that final chapter should be
amended, in the case of systemic failure, to advise
retiring to a Caribbean island that does not hold an
extradition treaty with the United States.

dairy marketing organizations and elected officials to
effectively address ongoing problems makes it dis-
heartening to look ahead and puzzle how such
incompetents can navigate an even wilder future.  

An honest, future dairy marketplace must rec-
ognize dairy producers’ costs and return milk prices
that reward efficient producers.  Fast-rising costs
spark fears in many dairy farmers about a repeat of
2006, when too-low milk prices wiped out equities.
USDA seems unable to make honest, prompt adjust-
ments in federal milk marketing orders (FMMOs).
Even if USDA got something 100% right, such
results would likely get tied up in court by opposing
lawyers.   USDA’s long-term failure to properly
administer dairy policies and pricing has just about
reached the point where national milk pricing efforts
will simply die off, in favor of either regional, or else
producer-directed efforts to maintain good prices.

Big dairy co-ops forging prices?  What a joke!
Most of the big dairy co-ops (like Dairy Farmers of
America and Land O’Lakes) are so far in debt and so
overburdened with inefficiencies that just about the
last thing they think about is honestly safeguarding
dairy producers’ income levels.  And if the co-ops
tried to do the right thing, pricing-wise, powerful
interests like Kraft Foods and Dean Foods would get
out their castrating tools.

Away from big, bigger, biggest …

If anything, “big systems” are failing both U.S.
dairy farmers and consumers.  Big systems—such as
dairy co-ops, national marketers, and federal govern-
ment—have exerted layers of control and inefficien-
cy that have reduced vigor on the farm and in the
market.  The way things work: the bigger the system,
the more bureaucracy and overhead are generated …
and the slower the firms are to react to change.  

Massive changes—from the farm to the mar-
ketplace, and in the political arena—lie directly
ahead.  The dinosaurs that have evolved as dairy’s
leaders, and their politically paid-off cronies, have
shown no potential to be leaders in the “New Era”
for dairy that’s now changing so many of the old
rules and realities.  Needed changes in milk-pricing
have come at a glacial pace, if at all.  

How can dairy marketing and milk pricing
modernize, to yield a “fair” price to the dairy
farmer?  That single sentence raises some tough
challenges: It’s very troubling that current milk pric-
ing systems are generally regarded as outdated and
performing poorly.  Hard to teach an old dog new
tricks if the arthritic old canine hasn’t shown any
trace of brilliance during the past decade.

Dairy’s “New Era”: Higher Prices, Costs & Risks
Continued from page 1

Hold on your dairy heifers!  By mid-2008, we
may see a new demand force in the U.S. dairy heifer
market: Russians.

Two months ago, The Milkweed reported that
Russians were engaged in discussions with the U.S.
State Department about gaining approval for a pro-
gram involving massive purchases of dairy heifers
from this nation’s livestock industry.  Now our source
is reporting that approval for a “Russian Heifer Deal”
will likely take place by July 2008, give or take. If the
Russians enter the U.S. heifer market, prices for
young dairy stock will soar.

Russia is flush with cash from oil and natural
gas sales.  The Russian government is strategically
planning to upgrade the volume of its food supply
and modernity of its food systems.  For nearly a
century in Russia—both during the Soviet period
and the post-Communist government’s evolution
into a “klepto-tatorship”— food has been scarce and
the nation’s food system has become increasingly
inefficient.  (No help that “Uncle Joe” Stalin killed
off hundreds of thousands of Kulaks—wealthier
peasant farmers—to enforce his dictates upon those
independent-spirited, productive souls.)

Russian economic planners hope to build up
their nation’s dairy industry with a multi-year plan
to import about half a million dairy heifers.  Like
China, Russia wants to improve the quality of its
citizens’ diets.  And dairy is perceived as a key
ingredient in nations’ diet-building to boost health
and quality of life for citizens.  

This new set of buyers isn’t all “peaches and
cream.”  Financial dealing with Russian buyers is
not for novices.  The Russian economy is best
described as mafia-like extortion racket overseen by
government goon squads.  Financial deals with
Russian firms can backfire.  If deals for simple food
products (like butter) can be broken when the ship-
ments are in transit, imagine the terminal case of
“scours” that would afflict owners of a boatload of
Holstein heifers when Russian buyers reneged on a
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NEED EXTRA COPIES?? If you want
additional copies of The Milkweed to give out at
dairy meetings, call Pete Hardin at:    
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