
Sometimes … time is required for the pieces of
the puzzle fit together.  For months, John Bunting
and I have puzzled why there are so much U.S.
cheese inventories building, relative to farm milk
supplies and strong demand.

Why, we’ve wondered, do cheese inventories
keep accumulating, in light of solid consumer sales and
lower milk output?  The current estimate by USDA of
one billion pounds of cheese in private storage is a seri-
ous barrier to upwards progress for Cheddar prices at
the Chicago Mercantile Exchange (CME).

Elsewhere in this issue, we reference an analysis
by dairy consultant Marvin Hoekema about National
Milk Producers Federation’s latest brain (dead) storm
for future federal dairy policy.  One of Mr. Hoekema’s
“throwaway” tidbits in his seven-page analysis offers
a likely explanation about why there’s so much cheese
in U.S. inventories.  He wrote:

“The primary failure of the price support sys-
tem in 2008-2010 was the creation of the cheese for
powder swap program created by the USDA and
supported by NMPF.  In that program, nearly 200
mil. pounds of CCC NFDM were bartered at rates of
40-50 cents/lb. for cheese procured by the USDA for
delivery form 2009-2010.  Instead of wanting to sell
the stocks back when the prices rise (as is the
statute), the CCC released this powder while prices
continued near support levels, just over the 90 cent
level, while the participating processors pocketed
the difference and surged cheese inventories to their
current record-high levels of 1.0 billion pounds.  If
the program worked as designed (and as seen in the
EU with their tender program), the powder stocks
would not have been released until prices lifted.
This factor alone is the single biggest reason the sup-
port program failed so at least this should be docu-
mented.”

Thank you, Marvin Hoekema.
To summarize Hoekema’s analysis: USDA

failed to dispose of its surplus nonfat dry milk hold-
ings by statute, and the resulting disposal kept most
of that product inside the country, where the proteins
later appeared as cheese … and contributed to our
cheese inventory glut.  

Keep in mind: 2009 was one of the greatest
cheese sales years in history.  Cheese sales at retail
establishments soared – the greatest such gains ever
– as Americans prepared more meals at home and
used lots of cheese in their foods. And during the
second half of 2009, Mozzarella production showed
that Americans were back enjoying the fare at pizza
parlors.  From July through December 2000, Moz-
zarella production gained 5-6% above same-month,
year-ago levels figures. 

So why all this cheese?  Blame USDA’s dis-
posal of nonfat dry milk surpluses. There were no
significant aging problems with inventories – most
of which had not been purchased prior to early fall
2008.  Blame NMPF also – the dairy co-op lobby
cheered on Tom Vilsack’s decision to dump nearly
200 million pound of nonfat dry milk on the
domestic market,  (Editor’s note: Confession – The
Milkweed was not properly skeptical of this event
at the time.)

USDA ignored export buyer’s request
In early 2009, the method USDA Secretary Vil-

sack chose to clear USDA’s surplus milk powder
holdings was not the government’s only option.  As
reported in The Milkweed at the time, USDA Secre-
tary Tom Vilsack ignored an opportunity to sell the
surplus nonfat dry milk abroad … and did so with
the urging of NMPF CEO Jerry Kozak!  (Editor’s
note:  (In early 2009, Vilsack was just weeks into his
new post as the nation’s farm/food chief.  Given Vil-
sack’s relative lack of knowledge about dairy, he
relied then, as now, on NMPF for policy guidance.)

In early 2009, a charitable relief organization
based in Eastern Europe sought to buy all 200 mil-
lion pounds of surplus milk powder held by USDA’s
Commodity Credit Corporation. A U.S.-based repre-
sentative of this charity worked with Liberty Milk
Cooperative, a small, Wisconsin-based dairy co-op,
in trying to gain the attention of USDA’s higher-ups
for sale of the surplus U.S. milk powder to the inter-
national charity.  

Abruptly stated: USDA officials never gave that
charity the time of day.  Rather than clear the surplus
milk powder out of the country and into the gullets of
hungry children in Eastern Europe and the
Caribbean, Vilsack (acting in part on the advice of
NMPF) dumped the surplus in a manner that has
haunted the milk prices received by dairy farmers for
the past year-plus.  Perhaps USDA would have had to
be a bit “creative” in unloading the 200 million-
pound order to a foreign-based charity … but USDA
was certainly “creative” in the powder-for-cheese
swap. 

Kevin Dickinsen, manager of Liberty Milk Co-
op, tells this follow-up tale of efforts he was
involved in to export that surplus nonfat dry milk:

A few months after that possible deal died, and
USDA’s surplus nonfat dry milk had been committed
to domestic use … Dickinsen was contacted by a
(then recently) retired USDA official from the CCC.
That official explained to Dickinsen that Vilsack, at
the urging of NMPF’s Kozak, had deep-sixed the
international hunger charity’s offer to buy up all that
surplus milk powder.

So … here we are, more than a year later …
with incomprehensible levels of cheese inventories.
Maybe, just maybe, if Tom Vilsack had exported the
surplus nonfat dry milk, dairy farmers’ milk would
have improved by now … instead of being depressed
by this glut of cheese inventories for which no easy
explanations arise, using the old-fashioned “logic” –
consumer demand and farm milk supplies.

Did ’09 Failure to Export Surplus Powder Cause Current Cheese Glut?

Ron Kind represents Wisconsin’s Third Con-
gressional District, a long, north/south-running
stretch of geography that encompasses many of the
counties along the Mississippi River. Wisconsin’s
Third District counts more dairy farms within its con-
fines than any other district in the U.S. Kind’s district
is also reputed to have more milk cows than voters.

Small wonder then, that Rep. Kind (D) hit the
roof over a recently announced regulation from the fed-
eral Environmental Protection Agency (EPA) that pro-
poses medium- and large-size dairy farmers to prepare
oil spill plans.  Following the tragic Gulf of Mexico oil
drilling fiasco, EPA is charging ahead to regulate other
“oil” industries.  In EPA’s fuzzy logic, the milk fat in
farm milk is considered an “oil.”  EPA’s proposed reg-
ulations call for dairy farmers whose farms store at
least 1,320 gallons of oil products (including milk) to
prepare a “Spill, Prevention, Control and Countermea-
sure plan” against possible oil spills.     

(A farm bulk tank that with storage capacity of

11,000 pounds of raw milk would fall about 250 lbs.
short of tipping the scale on EPA’s latest proposed
crazy edict.)  We presume that storage capacity for
petroleum products on each farm would also count
towards the 1,320 gallon limit proposed by EPA.

“It’s absurd that butterfat in milk is being con-
sidered a form of oil,” fumed Rep. Kind in a letter to
EPA Administrator Lisa Jackson dated July 2, 2010.
His letter continued:

“The tremendous burden of requiring dairy
farmers to complete oil response plans vastly out-
weighs any nominal potential environmental impact
that might occur in the unlikely event of a butterfat
spill.  It is inappropriate to treat butterfat as if it poses
as much danger to our natural resources as oil does.

Kind further noted:
“The important purpose of oil spill response

plans is to prevent and mitigate damage from spills.
However, overbroad attempts to regulate farmers
and butterfat damage the EPA’s credibility as it
attempts to deal with legitimate oil spill issues of
greater national importance.”

Cooperatives Working Together® (CWT) on
July 6, 2010 announced another export assistance
for Cheddar cheese to the Middle East. According
to the press release, “Since they get the key reacti-
vated the Export Assistance program on March 18,
2010 it has assisted members in making export
sales of Cheddar, Monterey Jack, and Gouda cheese
totaling ... 39 million pounds.”

Block Cheddar on the Chicago Mercantile
Exchange has averaged $1.39 per pound, March
2010 through June 2010.  The Class III price for the
same time period averaged $13.18.  So, by the time
they get through enhancing yield with imported
dairy proteins, the cheese probably cost in the area
of $1.30 per pound.

Then CWT enhances the deal at $1.40 per
pound.  They could landfill the stuff and make
$0.10 a pound. World Cheddar price has averaged
$1.78 per pound in the in the March through June
time frame. According to the U.S. International
Trade Commission data for the latest available
month, April 2010, the export price for cheese was
$1.77 per pound.  Where is the compelling need for
export assistance?

CWT is nothing but a subsidy on the major
dairy co-ops’ inefficiencies.

Latest CWT Export Scam
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Hoekema Analyzes NMPF’s FFTF, con’t

WI Rep. Kind Rips “Absurd” EPA Farm Milk Spill Rules

points to as a major source of the 1.0 billion pounds
of U.S. cheese inventories.

– Losing the domestic “floor” price for dairy
commodities, at a time that the European Union
maintains its support price program, will make the
U.S. more vulnerable to global price downturns.

– What’s to be done about the Fonter-
ra/DairyAmerica relationship to prevent the New
Zealanders (Fonterra) from dumping and distorting
U.S. prices for nonfat dry milk and skim milk pow-
der?

– Eliminating both the price support program
and MILC-type programs would put the main bur-
den on three groups:  small dairy farmer, dry milk
balancing plants (usually cooperatively owned), and
big infusions of imported Milk Protein Concentrate
products when U.S. markets fall.

– NMPF’s level of $4/cwt. for milk income
over feed costs is inadequate.  “I don’t have a single
client that a $4 IOFC/cwt. margin would not repre-
sent at least a $4/cwt. loss in addition to the premi-
ums charged for the program.”

– What will IOFC premiums cost?  Hoekema
implies NMPF’s estimates for costs are unduly low.

– USDA’s history of operating such “milk/feed
price margin” programs is poor.

– Why would not dairy farm production bases
– as proposed – be transferable?

– Re: NMPF’s proposals for federal milk mar-
keting order “reform” – Hoekema notes that, “The
basic premises of FMMO reform in the proposal
seems to center around three objectives 1) Prices
have to be lower than current 2) Price risk in the
milk supply chain shifts even further to the produc-
ers and 3) There is no recognition of demand growth
now or in the future under the premises of the pro-
gram.”

– Referring to NMPF’s “supply/management”
component, Hoekema notes: “The premises is a
growth management program (GMP) without any
definition on costs, pricing, or expected out-
comes/scenarios.”  He further criticizes the lack of
base transferability, the huge impact on costs of pro-
duction that removing percentages of producers’
milk bases would cause, and overall inability to
grow. In conclusion, he assets that, “There is zero
proof offered that GMP provisions as proposed
reduces volatility.”

Hoekema’s parting shot: “On the surface, as it
appears there are some positive moves in the pro-
posal.  But evaluated as the pieces come together
and can be determined (Without modeling any
unspecified price formula changes), it is a huge
move in the wrong direction with all the value lost
above going to non-farmer interests.”

Continued from page 4
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