
Public education provides little information on economics.  Most people
are simply told: the U.S. has the world’s best economic system: a market sys-
tem.  The word economics comes from the Greek and means essentially, the
management of the household.  

A true market system operates under the principle that prices guide supply
and demand.  The law of supply states that supply is directly related to price; the
higher the price of the product, the more the producer will supply.  However,
when it comes to milk and dairy farm, in spite of the fact that supply and
demand are terms commonly used, the reality is that pure, political power for
those with access to political power, calls the shots.

There really was a Reagan Revolution.  Prior to the Ronald Reagan’s pres-
idency, milk pricing regulations had evolved to the point where farmers were
paid a price based on input cost plus a profit.  The system was known as parity
pricing. All parity did was to insure an important facet of capitalism: there gen-
erally must be a profit for a business, or industry, to survive and prosper.

With the stroke of his pen, in March 1981, Ronald Reagan eliminated par-
ity pricing for dairy.  As can be seen from the above graph, in the 25 years prior
to Ronald Reagan’s presidency, farm milk price and consumer milk price rose
at the general rate of inflation.   

An index, as shown in figure 1, demonstrates a per cent change from the
base (1982-84) period.  For instance, in 1983 the index for all dairy products
was 100.  By 2006 it was 185.  Farm milk price went up and down, but, essen-
tially, never really changed in that same 22 period.

The argument for eliminating parity was that Jimmy Carter had raised the
parity price to 80%.  As a result the government purchased, or so the story goes,
huge amounts of “surplus” dairy products.

Government purchases of dairy products (government removals) virtually
ended, when the support price for farm milk was driven to nearly nothing.
Annual milk production continued to grow at more or less the same rate, as
shown by the linear trend line in the above graph.

Noble prizewinners, Daniel Kahneman and the late Amos Tversky have
presented the best explanations as to why most people think government pur-
chases in the 80’s related to overproduction.  Dr, Tversky once commented that
much of what he studied was already known to “advertisers and used car sales-
men.”  The power of suggestion commonly “frames” or “anchors” opinions.

Other elements changed the dairy picture dramatically due to political sig-
nals from the early 1980’s.  Supermarket consolidation grew unchecked in the
1980s and continued into the 1990s.  Ronald Reagan had reduced financing
available to the Antitrust Division of the Department of Justice to 1/8 of what
they’d been the year before he took office.

Food retailers soon became very powerful and were able to dictate terms
to dairy processors.  Dairy processors accepted the retailer’s terms, took their
profits and because farm milk price was now determined by the “market”, the
farmers got what was left.

The “market” for establishing dairy prices was for many years the Nation-
al Cheese Exchange (NCE) in Green Bay Wisconsin.  After an investigation by

the University of Wisconsin, in which government agencies and academics
found Kraft Foods had manipulated commodity Cheddar cheese prices, cash
cheese trading was moved to the Chicago Mercantile Exchange (CME).

Very little Cheddar cheese is actually traded, because as the University of
Wisconsin’s 1996 study indicated, the point of the cheese trading is to set farm
milk price by way of a government formula.

Several dairy commodities are traded on the CME.  Block Cheddar, which
is a generic unaged cheese traded in 40 pound blocks.  Barrel Cheddar (500 lbs.)
is also traded.  Barrel Cheddar is the basic ingredient for producing process
cheese.  Grade AA butter is traded.  Since federal order reform of 2000, until
March of 2007 both barrel Cheddar and grade AA butter track very closely to
the ups and downs of block Cheddar.  Nonfat dry milk is nominally traded on
the CME.

Actually, although the price of nonfat dry milk will occasionally rise or fall
on the CME, it is a very rare day when any nonfat dry milk actually changes
hands.  This is because the rules of the exchange allow for price movement with
no actual trading involved.

At the CME, block Cheddar cheese trading is limited to a small handful of
traders, historically dominated by Kraft Foods and Dairy Farmers of America.
Some erroneously argue, the trading of cheese on the CME constitutes a gen-
uine market regulating supply and demand of farm milk.

Others argue that the government formula is not attached to the trading at
the CME but rather from data collected by USDA’s National Agricultural Sta-
tistics Service (NASS).  In fact, the NASS survey, which began in 1997 after the
University of Wisconsin study, is merely a thinly-disguised smokescreen to
cover cash trading’s impact.

Plants surveyed by NASS quote the daily CME price to buyers.  NASS
surveys the plants when the order is completed.  Therefore, the only difference
between the CME in the NASS price is time, usually seven to ten days.

The argument that farm milk price determines supply and demand of milk
falls apart when the actual data is considered.   

Although a great deal of variation (many ups and downs) has occurred in
farm milk price, the actual linear trend of milk price is flat.
The powerful players in dairy have converted what would seem to be a variable
into a predictable over time.  Farm milk price, in nominal dollars, never changes.

Any time conditions of oligopoly (financial power concentrated in the
hands of a few player) exist, planning and predictability become all-important
to the powerful few.

In reality, the correlation of farm milk price to milk production from 1997
through 2006 is -.2072.  If the law of supply and demand were at work, the cor-
relation would be high and the number would be positive.  

Milk production does have a correlation, oddly enough, to the value of Los
Angeles real estate.  That statistical correlation is .7212, which is a very strong
correlation, for the same 1997 through 2006 period.

There has been a very sound reason for this connection.  Many California
dairy farms historically located on the edge of Los Angeles.  As Los Angeles
expanded the value of this real estate rose dramatically.  In recent years, IRS tax
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Nora IL Update: State Attorney General’s Office Requests Delay
Residents of Nora, Illinois and surrounding

communities are waiting anxiously for the mid-

March deadline by which the Illinois Department of

Agriculture (IDOA) must rule on the request by

Californian A.J. Bos to build one or more mega-

dairies in eastern Jo Daviess County.  

(This story was detailed at length last month in

The Milkweed.)

IDOA basically has three options: approve

Bos’ project (after which construction is anticipated

to start immediately); defer a decision seeking more

information, or turn thumbs down.  

Locals report that test borings are being con-

ducted on the property owned by Bos.  High snow

on Bos’ property west of Nora has kept one local

farmer’s big tractors busy pulling stuck equipment

out of the fields.

AG’s Office to IDOA: “Delay … decision”

On February 21, 2008, the Illinois Office of

the Attorney General weighed in on the matter.  Jane

E. McBride, a Senior Assistant Attorney General,

wrote a terse letter to high level officials at the

IDOA, detailing the AG office’s concerns about the

Bos project.  McBride’s letter urged that IDOA

delay its decision-making on Bos’ mega-dairies,

until more complete information about the underly-

ing bedrock could be obtained.  McBride’s letter

stated, in part: 

“We would request, and believe it to be in the

best interest of the State and the NOITC process,

that you delay your decision o the siting application

until you receive the additional information from

Samuel Panno.”  

[Mr. Panno is a geologist with the Illinois

State Geological Service (ISGS), who had studied

the underlying bedrock at the site of A.J. Bos’ pro-

posed mega-dairies and determined that karst—

fractured limestone—underlay the area.]  In early

March, Panno drilled several test borings at the Bos

site.  All borings found karst bedrock.

McBride’s letter also contained a report from

ISGS hydrogeologist David Larson “that indicates

the area of the proposed site has a high potential for

groundwater contamination.”  

McBride’s letter to IDOA concluded: 

“There are simply too many unanswered ques-

tions about the suitability of this area in general and

this site in particular for a livestock operation of this

magnitude and density to allow a decision—other

than denial—to go forward at this time.  With so

many independent geologic reviews underway, it is

inappropriate to issue a decision on this application

at this time.”

Yeutter: Sire & Architect for Decades of Failed U.S. Farm and Trade Policies
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1993 to present: lobbyist and legal gun-for-hire

Yeutter’s next trip through the revolving door took him to the Washington,

DC offices of Hogan & Hartson LLP, the big global law farm. There, where he

has been “Of Counsel” and Senior Advisor, Yeutter has used his vast network of

connections from decades in the highest echelons of government to advocate for

the biotechnology/GMO industry and New Zealand dairy interests.

The sheer breadth of Hogan & Hartson’s biotech practice can be seen in

the following list of achievements for its clients on the firm’s Web site, which

states:

“● We petitioned the FDA on behalf of a major food trade association to
develop national guidelines pertaining to the labeling of genetically modified
foods.

“● We assisted two major chemical companies in understanding the regu-
latory pathways applicable to animal and human food ingredients derived
through modern biotechnology.

“● Pertaining to release into the environment genetically modified organ-
isms (GMOs), we successfully represented a major seed company in enforce-
ment actions by the U.S. Environmental Protection Agency (EPA) and the Ani-
mal and Plant Health Inspection Service.

“● We have represented several companies and trade associations on EPA,
U.S. Food and Drug Administration, and U.S. Department of Agriculture rule-
makings pertaining to GMOs.

“● We have served as expert witness in litigation involving the marketing
of products containing genetically modified ingredients not approved for use in
food.”

Clayton Yeutter’s major client activities at Hogan & Hartson also include

representing: “A large New Zealand dairy cooperative, on market access issues,

particularly in Europe and the United States.”

That large New Zealand dairy cooperative is, of course, Fonterra Co-oper-

ative Group, Ltd—formerly known as the New Zealand Dairy Board. As

NZDB/Fonterra’s legal guns-for-hire and political arm-twisters, Yeutter and

associates have worked tirelessly to advance New Zealand’s number one goal:

unlimited access to the lucrative U.S. dairy market.

Yeutter’s ties with the Kiwis go way back to the Uruguay Round in the

late 1980s, when the NZDB was among the GATT’s most zealous advocates.

The NZDB connections would years later repay Yeutter handsomely as its lob-

byist to exploit loopholes in the new free trade rules that Yeutter himself helped

create in his roles at USTR and USDA.

Online lobbying reports show Fonterra paid Hogan & Hartson $1.88 mil-

lion for services rendered between 1998 and 2005. Some observers said those

expenditures are but the “tip of the iceberg” in the broad scope of Fonterra’s

efforts to buy influence through its many wholly-owned subsidiaries.

(One of Yeutter’s associates lobbying on behalf of the Kiwis was Humberto

R.“Bert” Peña, one-time member of the U.S. House Agriculture Committee staff.

The sleazy Peña left Hogan & Hartson in 2005, taking client Fonterra with him

when he became partner at Hunton & Williams, a rival Washington law firm.)

Champion of U.S./NZ “Free Trade” (bad for U.S. dairymen)

Yeutter continues to zealously advocate New Zealand’s interests in Wash-

ington’s elite political and economic circles. He has been very active at the high-

est levels of the U.S.-New Zealand Council, a circle of large corporations. The

Council, and its counterpart in New Zealand, were formed expressly to achieve

a Free Trade Agreement between the two nations. Obviously, any “Free Trade”

deal involving the U.S. and New Zealand would harm American dairy farm-

ers—as the “Kiwis” seek free and full aces into the U.S. for their dairy products.

Yeutter was one of the first two recipients of the group’s highest honor, the

Torchbearer Award, inaugurated in 2002. He serves prominently on the U.S-NZ

Council’s Advisory Board.

Yeutter co-chaired the U.S. delegation to the group’s 2007 U.S.-New

Zealand Partnership Forum, a huge free trade love-fest held last Septem-

ber in Auckland, NZ. One notable member of the U.S. delegation accom-

panying Yeutter to Auckland was James P. “Tom” Camerlo, board chair-

man of Dairy Farmers of America. Camerlo’s co-op is a strong advocate of

“Free Trade” and has deep ties to New Zealand through two questionable

joint ventures with Fonterra: DairiConcepts L.P. and DairyAmerica. Dairi-

Concepts processes and markets New Zealand dairy products for sale in the

U.S. DairyAmerica is a marketing cartel of nine U.S. milk powder-produc-

ing co-ops that (foolishly) has hired Fonterra as its exclusive export agent.

Yeutter has close ties with another elite group—the Friends of New

Zealand Congressional Caucus—in the U.S. House. The stated purpose of this

bipartisan group, whose 62 members include lawmakers from key dairy dis-

tricts, is to “strengthen the economic, political, and social links between the U.S.

and New Zealand.” Goals of the Caucus include negotiations on a bilateral Free

Trade Agreement between the two nations. Friends of New Zealand Congres-

sional Caucus members are active participants in past Council events with Yeut-

ter, including the big annual Partnership Forums.

Yeutter has served the interests of corporate agribusiness in other capaci-

ties as well. His lengthy record includes membership on the boards of directors

of the following:

● Congra Foods—the Omaha, Nebraska-based food processor and mar-

keter.

● Mycogen Corp.—a unit of Dow AgroSciences, the global biotech seed

and ag chemical giant.

● B.A.T. Industries, PLC (British-American Tobacco).

● Swiss Commodity Industry Assn.

● International Food & Agribusiness Management Assn. (past president).

So, where’s Clayton?? Just follow the trail of economic carnage that has laid

waste to countless thousands of family farms and depopulated broad swaths of

rural America since the early 1970s. Clayton Yeutter’s fingerprints can be found

on just about every failed federal farm policy, questionable farm foreclosure, free

trade sell-out, and case of corporate agribusiness exploitation to befall American

farmers—and the consumers who depend on them. There ought to be a law … 

Continued from page 9

code 1031 allowed those dairy farmers who sold their dairies for huge amounts,

to count that as no gain, provided they went back into the dairy (or like) busi-

ness in a relatively short period of time.

In other words, our national dairy policy has been based upon the external

input of capital from pricy Southern California real estate.  Expansion in four

Western states occurred regardless of milk price.  Projecting the trend out for-

ever seems doubtful.  Existing California home sales have crashed in California

according to DQNews.com.  For Riverside County, the average price for Janu-

ary 2008 fell by -20.17% compared with January 2007.  Default notices for

Riverside County increased in the last quarter of 2007 by 118.9% compared

with the last quarter of 2006.

While production may increase for bit longer in the West, the real estate

bubble may indeed, have broken.  Additionally, inputs for Western dairies have

increased dramatically.  California cost of production, according to USDA data

has risen 23% since 2003.

Current

To continue a national system based on formerly inflated real estate value,

dubious future water supplies, and cheap oil, a system which benefited only the

powerful few, is ridiculous.

There is a public interest in a dispersed, resilient food supply, including

dairy.  To accomplish that goal a new pricing system is a necessary part.  To

obtain a new milk pricing system, we – all Americans – need an honest USDA

… and politicians who are informed rather than merely influenced.  

Dairy farmers need to face the fact that there is no future in more of the

same.  There are no such things as “Free Trade” or “level playing fields”.  Dairy

farm numbers have been reduced to the point where actual farmers have no

political power and most of those who claim to represent them have been fused

with those who exploit them (example: DFA & Dean Foods).

Both the public and dairy farmers need to understand the problem does not

lie in coming up with a plan, no matter how well thought out the plan might be.

The powerful have managed to shape the discussion in a manner which assures

their hold on power. Those with a vested interest in the status quo, have more

than a foot in the door. The problem lies in the restoration of a balance of power. 

Who’s Got Milk Pricing Power, con’t.
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