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The Honorable Tom Vilsack

Secretary

United States Department of Agriculture
1400 Independence Ave., SW
Washington, DC 20250

Dear Secretary Vilsack:

As you know, our domestic dairy industry continues to struggle with milk prices that are well
under the cost of production, and the situation gets more desperate each month. I am glad that
you plan on meeting with dairy farmers during your visit to Wisconsin this week. While the
statistics on low prices, relatively high costs, increasing loan delinquencies and even suicides of
dairy farmers give an idea of the growing crisis, they are no substitute for visiting rural
communities and looking the proud men and women of Wisconsin’s farm families in the eye as
they face an uncertain future.

At the end of January, I sent a letter with Senator Kohl and thirty-three other Senators
recommending a number of actions that USDA could take to assist dairy farmers. I commend
the Department for taking several of these actions including utilizing 200 million pounds of
nonfat dry milk in international and domestic feeding programs, utilizing the Dairy Export
Incentive Program allocation and taking steps to delay and work with dairy farmers struggling to
repay direct farm loans. While these actions have been positive, unfortunately, the threat to
America’s dairy farmers and the rural communities that depend on them continues and I
encourage you to consider additional actions.

In addition to the suggestions from the January letter that were implemented, there were a few
other recommendations that I hope you will consider. [ encourage you to examine whether the
procurement rules of the Dairy Product Price Support Program (DPPSP) can be harmonized with
those commonly used in the industry to broaden the amount of dairy products that qualify for
purchase without harming the quality of the products purchased. This examination should also
consider reinstating the slight premium paid for packaged dairy products suitable for distribution
through nutrition programs instead of purchasing in bulk. Additionally, while nonfat dry milk
was transferred to the nutrition programs, the continuing global economic troubles mean that
demand for these nutritious products by low income individuals, food banks and schools
continues to be strong. Additional purchases of dairy products, including cheese that is
extremely popular with program participants, would provide a win-win situation and benefit
farmers along with those struggling to put food on the table.

Even in America’s Dairyland where many farms have endured challenges from weather and
markets over several generations, the current situation is dire and will cause irreparable harm if it
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continues unabated. Therefore, I encourage you to take more dramatic steps than what was
contemplated in the January letter and provide a higher floor price for milk.

The cost of production for dairy farmers remains significantly higher than the minimum price
under the Federal Milk Marketing Order (FMMO) system. In a parallel situation, several years
ago the cost of production for dairy processors was outstripping the make allowance under the
FMMO. In January 2006, USDA held an emergency hearing on this issue and ultimately
adjusted the make allowance to better reflect the cost of production faced by dairy processors.
Under 7 USC 608(c)(18), USDA is provided the authority to adjust the minimum price of milk
under the FMMOs if the price is “not reasonable in view of the price of feeds, the available
supply of feeds, and other economic conditions which affect market supply and demand for
milk.” Given the continuing high cost of feed, the USDA should consider invoking this
authority.

In addition, I am concerned that dairy market supply and demand may be out of kilter.
Specifically, there have been some strange patterns in retail prices of dairy products not
reflecting the dramatic decrease in the prices paid to farmers for their milk. The enclosed
editorial from the Cheese Reporter highlights these ‘sticky’ retail prices, which are also harming
dairy farmers by dampening consumer demand, interrupting the signal from lower retail prices to
consume more dairy products. Just as USDA held a hearing in 2006 to consider whether the
FMMO prices were covering processors’ cost of production, it appears to be appropriate to
consider another hearing now to examine dairy farmers’ cost of production under the FMMO
system.

For a variety of reasons, decisions under the FMMO hearing system can often take months or
even years to implement. The most recent farm bill set minimum prices under the DPPSP for
purchases of butter, nonfat dry milk and cheese, but provides the flexibility to set the price higher
than the minimum. So either as an alternative or as a short term remedy while the FMMO
hearing process moves forward, [ encourage you to use your authority under the DPPSP to set a
higher price for dairy products in order to increase the floor price for milk. The 1996 farm bill
reduced the support price to $9.90 per hundredweight from $10.35 in January 1999. Over a
decade later, the effective support price remains at $9.90, so even without the current crisis there
is a strong argument that an adjustment in the support price is overdue.

Thank you again for taking the time to meet with dairy farmers in Wisconsin, for the actions that
USDA has already taken to address the growing crisis facing dairy farmers and for considering
my renewed request. I look forward to working with you to meet the needs of dairy farmers and
the rural communities that depend on them during these challenging times.

Sincerely,

Russell D. Feingold
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DICK GROVES

...retail milk prices are simply “stick-
ier” than in the past. That is, retail prices
just don’t respond very quickly to changes
in wholesale prices.

Sometimes, Retall Dairy Prices Do The Strangest Things

It's a well-known fact in the dairy
industry that farm-level milk prices
have taken a major dive this year,
and that dairy product prices have
also taken a major dive (some took
the bulk of their dive last year and
have remained low so far this year).

What hasn't been known is how
retail dairy product prices would
react to these lower product prices.
As 2009 pmgrcsses, those retail price
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mo are beg ¢ to become
better known and, frank]y. inat le&_ut
some instances they are a bit strange
and a bit frustrating, to put it mildly.

As reported on our front page last
week, the Consumer Price Index for
dairy products did decline in January,
as did the price indexes for both milk
and cheese. The CPI for whole milk
in January was at its lowest level
since June of 2007, and January’s CPI
for cheese and related products was
at its lowest level since last June.

So far, so good. But then things
get a little strange.

For example, the average retail
price for narural Cheddar cheese in
January was over $3.00 per pound for
just the second time ever (the first
was last November).

Looked at ancther way, Cheddar
prices at the CME cash market have
been over $2.00 per pound at various
times in three of the past six years
(2004, 2007 and 2008) but only in
November of 2008 and January of
2009 (when CME cash prices aver-
aged under $1.09 per pound) did
retail prices average over $5.00 per
pound.

Granted, Cheddar in stores in Jan-
uary was produced last year, so it's a
bit of a stretch o think retail Ched-
dar prices would drop precipitously.
But Cheddar still above $5.007

More eye-opening, however, is
what happened with retail fluid milk
prices earlier this month. This infor-
mation is from the monthly survey
conducted ]:vy federal order market
administrators between the st and
10th of each month in selected fed-
eral order cities or metro areas.

In early February, as would he
expected with the big drop in the
federal order Class | price (February's
Class | base price was $10.72 per

hundred, down $5.02 from Decem-
ber), retail fluid milk prices did
indeed decline; the market adminis-
trators’ survey found an average price
of $3.45 per gallon, down 17 cents
from January and the lowest price
since May of 2007.

But the rerail pricé movements in
various cities were, well, they were
pretty inconsistent, to say the least.

Arguably, the cor s who

real bargain compared o milk buyers
in another of the Upper Midwest
order’s major cities, namely Min-
neapolis.

Yes, consumers in that market did
see a decline in milk prices in early
February, but at $4.09 per gallon,
Minneapolis milk buyers, who reside
in one of the largest milksheds in the
US, are paying less for milk than
o« rs in just two other cities

have the most “responsive” retail
milk prices live in the Baltimore
area; in early February, whole milk
prices in that city averaged $3.04 per
gallon, down some 92 cents from
early January. Those would appear to
be some of the more fortunate con-
sumers in the US.

By contrast, consumers in two
cities actually saw milk prices
increase in early February compared
to early January. One of those cities

was Portland, OR, where whole milk .

prices jumped from $3.16 per gallon
in early January to $3.51 per gallon
in early February. That just doesn’t
seem to make any sense whatsoever.

Meanwhile, milk buyers in the
largest city in Wisconsin also saw
their milk prices increase in early
February. Granted, the increase was
only two cents per gallon, but given
all the news stories in farm and gen-
eral newspapers and on TV about
plummeting farm milk prices, it's a
bit surprising farmers haven't organ-
ized a protest against certain Mil-
waukee retailers because they
haven't dropped their milk prices in
line with the drop in farm prices.

While they're at it, maybe farmers
should protest the fact that Milwau-
kee's retail milk prices, at $3.86 per
gallon for whole milk, are well above
theaverage for the 30 cities surveyed
by the market administrators.

Come to think of it, at current
milk and gas prices, Milwaukee con-
sumers might be better off driving to
Detroit and stocking up on milk (at
an average of $2.96 per gallon) than
staying close to home and paying
some of the highest retail milk prices
in the US.

Speaking of some of the highest
retail milk prices in the US, Milwau-
kee consumers appear to be getting a

among the 30 surveyed by marker
administrators: New Orleans ($4.55)
and Fort Lee, N) ($4.12).

Fort Lee (metro New York) is an
interesting story for a couple of rea-
sons. First, average retail milk prices
there didn't change from early Janu-
ary to early February, despite the big
drop in the Class | price.

And second, milk prices there
trail only New Orleans, despite
being located near two of the wop
five milk-producing states in the US.
There's added intrigue in this point
because about 250 miles away, in
Syracuse, NY, retail milk prices in
early February averaged just $2.92
per gallon, among the lowest in the
country.

Now, maybe a big part of the
problem here is that retail milk
prices are simply “stickier” than in
the past. That is, retail prices just
don't respond very quickly to
changes in wholesale prices.

But that apparently only applies
when prices are dropping. When
prices increase, retailers are quick to
pass along the bulk of that increase,
Back in 2007, to cite just one exam-
ple, the Class | base price increased
by about $5.00 per hundred from
May to July; retail milk prices in the
market administrators’ survey rose
from $3.38 per gallon in early May
to $3.80 by early July,

It would seem that there are per-
haps three options here for getting
retail dairy prices to more quickly
reflect wholesale and farm prices.

Two of those are to get rid of the
“stickiness” when prices drop, or pre-
vene prices from rising so much in
the first place.

Or mayhe, as seems to be the case
in some markets, more competition
is needed ar the retail level. »
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