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            1                       MR. VILSACK:  G ood morning,  
 
            2         everyone.  I'm Tom Vilsack, S ecretary of  
 
            3         Agriculture and I want to tha nk all of you for  
 
            4         being here today, especially I want to thank  
 
            5         Chancellor Martin and the Uni versity of Wisconsin  
 
            6         for giving us this opportunit y to have this  
 
            7         beautiful facility.  Dean Mol ly Jahn, who was  
 
            8         formerly associated with the USDA, it's good to  
 
            9         see her back as the Dean of t he College of  
 
           10         Agriculture and Life Sciences .  I want to thank  
 
           11         the participants who obviousl y for those in  
 
           12         Wisconsin need very little, i f any, introduction,  
 
           13         but I appreciate the senators  being here, the  
 
           14         Governor and the Secretary of  Agriculture.   
 
           15                       I want to ackno wledge the fact that  
 
           16         Attorney General Eric Holder would normally be  
 
           17         here, but for the death of a very close and dear  
 
           18         friend whose funeral is today .  He sends his  
 
           19         regards and apologies, but we  have Assistant  
 
           20         Attorney General Christine Va rney here who I will  
 
           21         introduce in just a little bi t.  This is the third  
 
           22         of a series of five hearings that are being  
 
           23         conducted throughout the Unit ed States.   
 
           24                       We started in A nkeny, Iowa  
 
           25         discussing seed issues and co nsolidation and  
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            1         competition in basic seed.  W e then traveled to  
 
            2         Normal, Alabama, where we had  an extensive  
 
            3         conversation about poultry.  We're here today to  
 
            4         obviously talk about an issue  that's  
 
            5         extraordinarily important to Wisconsin and to the  
 
            6         country and that's our dairy industry.  We travel  
 
            7         to Fort Collins, Colorado on August 27 to discuss  
 
            8         in more detail livestock issu es and these hearings  
 
            9         will conclude on December 8 i n Washington, D.C.  
 
           10         where we'll look at the finan cial aspects of  
 
           11         margins.   
 
           12                       The reason we a re here in  
 
           13         connection with the dairy ind ustry is that Senator  
 
           14         Kohl and Senator Feingold hav e requested that  
 
           15         given the significance of the  dairy industry to  
 
           16         the Wisconsin economy and giv en the importance  
 
           17         that Wisconsin plays in the d airy industry  
 
           18         generally, they felt that it was an appropriate  
 
           19         place for us to have a hearin g of this kind and  
 
           20         the Governor was certainly su pportive of that as  
 
           21         well.   
 
           22                       10 years ago, w e had 111,000 dairy  
 
           23         farms in the United States.  Today, we only have  
 
           24         65,000 farms.  The revenues f or the top 10  
 
           25         processors have grown from 65  percent 10 years ago  
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            1         to 82 percent and the size of  processing plants  
 
            2         generally have increased by 7 0 percent.  This is a  
 
            3         set of statistics that we've seen in other aspects  
 
            4         of agriculture which led to u s conclude that we  
 
            5         needed to begin giving a foru m for the  
 
            6         conversations that have been taking place in the  
 
            7         countryside for some time in this country about  
 
            8         precisely whether the playing  field, the  
 
            9         marketplace is as fair and ba lanced as it needs to  
 
           10         be.   
 
           11                       When we lose fa rming operations, it  
 
           12         not only impacts that specifi c family, but it also  
 
           13         has a significant impact on r ural America.  As  
 
           14         I've traveled around the coun try last year during  
 
           15         the rural tour and this year,  I have a growing  
 
           16         concern about the condition o f rural America.  It  
 
           17         is a place of higher poverty than the rest of the  
 
           18         United States.  In fact, 90 p ercent of the  
 
           19         persistent poverty counties i n America are located  
 
           20         in rural America.  It is a pl ace that is aging.   
 
           21         It is a place that is losing population.   
 
           22                       It is a place w here there's a  
 
           23         significant difference betwee n per capita income  
 
           24         of those who work and raise t heir families in  
 
           25         rural America and those who w ork and raise their  
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            1         families elsewhere.  It is no t only the source of  
 
            2         our food and our fiber and ou r water, but it is  
 
            3         also the source of the import ance of the value  
 
            4         system that this country depe nds on.  Only one  
 
            5         sixth of America's population  lives in rural  
 
            6         communities, but 45 percent o f those who serve us  
 
            7         in uniform, who are serving u s bravely in  
 
            8         Afghanistan and Iraq right no w, come from rural  
 
            9         America.   
 
           10                       And so it's imp ortant for us to  
 
           11         have these hearings and so th at you know that we  
 
           12         are listening and in fact act ing following the  
 
           13         seed discussions in Ankeny, w e began a process at  
 
           14         USDA to begin asking the ques tion what happens  
 
           15         when patents expire on seed t echnology and how can  
 
           16         we create a generic seed indu stry that gives  
 
           17         farmers a fair shake at getti ng the seed they need  
 
           18         to plant their crops.  Follow ing the poultry  
 
           19         hearings in Alabama, we annou nced significant  
 
           20         revision to the GIPSA rules, leveling, in our  
 
           21         view, the playing field.   
 
           22                       It's now open f or comment and we  
 
           23         will be looking at those comm ents and hopefully  
 
           24         finalizing those rules by the  end of the year, the  
 
           25         most significant change in th ose rules probably  
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            1         since the Great Depression.  And so we come today  
 
            2         fully recognizing the struggl es the dairy industry  
 
            3         has experienced over the long  haul and certainly  
 
            4         over the last couple of years .  We at USDA have  
 
            5         been sensitive to the concern s of dairy  
 
            6         producers.  Have attempted to  provide some degree  
 
            7         of temporary help, but recogn ize that there needs  
 
            8         to be a more permanent soluti on.   
 
            9                       For that reason , we put together  
 
           10         the Dairy Council which has m et twice already in  
 
           11         Washington, D.C. and will con tinue its  
 
           12         deliberations and discussions  through this year to  
 
           13         try to determine how we might  reach a consensus  
 
           14         position among dairy producer s as to what we can  
 
           15         do to insure greater price st ability and greater  
 
           16         prosperity for those who are in the industry.   
 
           17                       I want to say o ne thing before I  
 
           18         turn it over to Assistant Att orney General Varney  
 
           19         and that is, I want to be cle ar about what these  
 
           20         hearings are not.  There's be en some concern that  
 
           21         these hearings are focused on  doing damage to the  
 
           22         important work that cooperati ves do throughout the  
 
           23         United States and particularl y in agriculture.   
 
           24         That is certainly not the cas e.  We recognize the  
 
           25         important role that cooperati ves play in giving  
 
                 PROFESSIONAL REPORTERS, LTD. 



                                  10 
 
              TRANSCRIPT OF PROCEEDINGS 6/25/2010 
 
            1         farmers the capacity to come together in order to  
 
            2         have some more balance and fa irness in the  
 
            3         marketplace and we expect and  anticipate that  
 
            4         we'll continue to be supporti ve of cooperative  
 
            5         efforts throughout the United  States.   
 
            6                       With that, I wa nt to explain just  
 
            7         briefly the process that we'l l follow today.  I'm  
 
            8         going to turn it over to the Assistant Attorney  
 
            9         General for her comments.  Th at will be followed  
 
           10         by welcoming comments from Go vernor Doyle who  
 
           11         because of his schedule will have to leave after  
 
           12         those comments.  Then I'll ba sically direct a  
 
           13         general question and start wi th Senator Kohl.  I  
 
           14         want you to know, Governor, y ou put me on the spot  
 
           15         here.  Now, as a former gover nor, I love  
 
           16         governors, but these guys are  in charge of my  
 
           17         budget and Senator Kohl is re ally in charge of my  
 
           18         budget.   
 
           19                       So you know, yo u put me on the spot  
 
           20         asking to go first, so Senato r, I hope you  
 
           21         don't -- Mr. Chairman, I hope  you don't take that  
 
           22         against me in the budget.  It 's his fault, not  
 
           23         mine.  We will follow that co nversation with the  
 
           24         political leaders who are her e today with an  
 
           25         opportunity for a number of f armers from across  
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            1         the country to visit with us,  but during the  
 
            2         course of this hearing today,  we will give as best  
 
            3         we can everyone an opportunit y to comment and  
 
            4         participate.  We are here ver y much to listen.   
 
            5                       With that, I wa nt to turn it over  
 
            6         to the Assistant Attorney Gen eral who has been at  
 
            7         every single one of these hea rings and has been  
 
            8         engaged and involved very muc h in this listening  
 
            9         opportunity.  The Assistant A ttorney General comes  
 
           10         with a broad degree of experi ence in the private  
 
           11         sector and one of Washington' s leading law firms  
 
           12         where she was engaged and inv olved in antitrust  
 
           13         litigation and review for abo ut a decade.   
 
           14                       Prior to that, she served as a  
 
           15         commissioner on the Federal T rade Commission with  
 
           16         obviously a keen eye towards competition and a  
 
           17         fair marketplace and prior to  that, she served in  
 
           18         the Clinton administration in  cabinet affairs, so  
 
           19         she has a broad array of inte rests and has been a  
 
           20         good partner in these hearing s.  So with that I'll  
 
           21         turn it over to Christine Var ney. 
 
           22                       MS. VARNEY:  Th ank you very much,  
 
           23         Secretary.  It's a great plea sure to be here  
 
           24         today.  Dairy farming has bee n vital to America  
 
           25         since before there was an ant itrust vision and we  
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            1         are -- division and we are he re to learn about  
 
            2         what is going on in this indu stry from you, those  
 
            3         who have worked on dairy farm s and in the  
 
            4         industry.  As importantly, I am here to learn how  
 
            5         DOJ, working with the USDA, c an improve  
 
            6         competition in the dairy indu stry.   
 
            7                       I am disappoint ed, of course, that  
 
            8         Attorney General Holder could  not join us, but not  
 
            9         as disappointed as the Attorn ey General himself.   
 
           10         He asked me to convey his mos t sincere regrets  
 
           11         that he could not be here per sonally to thank you  
 
           12         all, both for welcoming us to  America's Dairyland  
 
           13         and for sharing your knowledg e with us about the  
 
           14         important issues confronting the dairy industry.   
 
           15         As the Secretary said, unfort unately, a close  
 
           16         friend of his passed away thi s week and the  
 
           17         funeral is being held today.  He would surely be  
 
           18         here otherwise.   
 
           19                       I know how impo rtant a priority  
 
           20         these workshops have been for  General Holder and  
 
           21         how much he values hearing fr om and learning from  
 
           22         the people on the ground, the  people who live  
 
           23         daily with the market forces that we have  
 
           24         assembled these workshops to better understand.   
 
           25         It is clear, of course, why h e values these  
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            1         workshops so much.  In our pr ior sessions, we have  
 
            2         heard personally from so many  farmers struggling  
 
            3         to maintain a way of life tha t their family and  
 
            4         this nation has known for gen erations.   
 
            5                       American agricu lture provides the  
 
            6         livelihood for an enormous po rtion of the work  
 
            7         force and sustenance for the rest of us.  For us,  
 
            8         the experience and insights o f those of you who  
 
            9         work tremendously hard to mak e a living in these  
 
           10         fields are crucial not only t o keep this great  
 
           11         nation healthy and strong, bu t to help us at the  
 
           12         Department of Justice get our  job right.  As the  
 
           13         Secretary said, this is the t hird session of these  
 
           14         joint workshops and from our perspective, they are  
 
           15         a major success and an import ant example of  
 
           16         government collaboration.   
 
           17                       We have been wo rking closely with  
 
           18         the Department of Agriculture  and based on what  
 
           19         we've heard at prior workshop s, we've formed a  
 
           20         task force to examine how we can better work  
 
           21         together to promote healthy c ompetition in all  
 
           22         agriculture sectors.  One foc us of this working  
 
           23         group will be to review the e nforcement of the  
 
           24         Packers and Stockyard Act, on e of this Nation's  
 
           25         essential and historic compet ition laws.  We have  
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            1         been gathering information, b uilding more time in  
 
            2         each session to hear from far mers about the issues  
 
            3         and industry dynamics that af fect them the most.   
 
            4                       This is leading  to more fruitful  
 
            5         understanding and more succes sful cooperation  
 
            6         between our agencies than his torically has ever  
 
            7         occurred.  Today is a particu lar highlight for  
 
            8         us.  Our discussion and panel s will focus on  
 
            9         bringing together officials n ot only from the  
 
           10         Department of Justice and Agr iculture, but from  
 
           11         Congress, the Commodity Futur es Trading Commission  
 
           12         and the states, all of whom h ave a strong interest  
 
           13         in insuring the competitivene ss of the dairy  
 
           14         markets.   
 
           15                       These diverse p anels of farmers,  
 
           16         academic and industry represe ntatives will be  
 
           17         discussing the important tren ds affecting the  
 
           18         industry, the prevalence and increase in  
 
           19         concentration in the market f or raw milk and  
 
           20         issues surrounding the way in  which prices to  
 
           21         dairy farmers are set.  We ex pect that what we  
 
           22         learn today will help us imme asurably as we  
 
           23         consider the ways in which go vernment can help to  
 
           24         insure efficiency and competi tion in dairy markets  
 
           25         with low prices to consumers,  from school children  
 
                 PROFESSIONAL REPORTERS, LTD. 



                                  15 
 
              TRANSCRIPT OF PROCEEDINGS 6/25/2010 
 
            1         to family pizza shops with a fair return to those  
 
            2         who run our nation's dairy fa rms.   
 
            3                       We have taken s ome important steps  
 
            4         to protect consumers from und o consolidation in  
 
            5         the dairy industry.  In Janua ry, we at the  
 
            6         Department of Justice filed a  lawsuit against Dean  
 
            7         Foods, alleging that it had v iolated the antitrust  
 
            8         laws in its acquisition of Fo remost Farms.  As we  
 
            9         said in our complaint, we bel ieve the transaction  
 
           10         will lead to higher milk pric es for both school  
 
           11         children and everyday fluid m ilk consumers here in  
 
           12         Wisconsin, as well as Michiga n and Illinois.   
 
           13                       I have traveled  with Senators  
 
           14         Leahy, Sanders and Schumer to  Vermont and to New  
 
           15         York to speak with dairy farm ers and we are  
 
           16         keeping a watchful eye on thi s industry, mindful  
 
           17         of the various comments we ha ve heard.  We know  
 
           18         that dairy farmers are concer ned about a lack of  
 
           19         choices for buyers and about the way their milk is  
 
           20         priced, as well as a year of dispiriting returns  
 
           21         for their labors.  It is my h ope that today's  
 
           22         conversation will allow us to  bring attention and  
 
           23         clarity to these issues and h elp us think hard  
 
           24         about the role the Department  of Justice can play  
 
           25         with the Department of Agricu lture in promoting  
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            1         and protecting the health and  competitiveness of  
 
            2         America's dairy farms.    
 
            3                       Let me just say  on a personal note,  
 
            4         you have no better champions in Washington than  
 
            5         Senator Kohl and Senator Fein gold.  Every time I  
 
            6         see them, they want to know w hat I'm doing about  
 
            7         dairy, so they keep the press ure on and I'm doing  
 
            8         my best to live up to it. 
 
            9                       MR. VILSACK:  T hank you very much.   
 
           10         I want to take this opportuni ty to just briefly  
 
           11         introduce the Governor.  Obvi ously, he's no  
 
           12         stranger to Madison.  He's a native of Madison and  
 
           13         elected to this position as G overnor of Wisconsin  
 
           14         in 2002 and reelected in 2006 .  Prior to that, he  
 
           15         served as Wisconsin's Attorne y General.  To me,  
 
           16         Jim Doyle is a friend.  He is  someone who  
 
           17         passionately cares about the economy of Wisconsin  
 
           18         and is constantly talking to me about ways in  
 
           19         which the USDA can use its ru ral development  
 
           20         resources to provide expanded  job opportunities.   
 
           21                       He has been ver y proud of the work  
 
           22         that's been done in Wisconsin  on energy issues and  
 
           23         has positioned Wisconsin to b e a national leader  
 
           24         in this energy revolution tha t we are seeing in  
 
           25         this country.  So it's my ple asure to turn the  
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            1         podium over to my good friend  Governor Doyle. 
 
            2                       MR. DOYLE:  Wel l, good morning,  
 
            3         everyone.  I really, truly wa nt to thank the  
 
            4         Secretary for being here toda y.  I believe this is  
 
            5         his third trip to Wisconsin a nd he has come here  
 
            6         to listen carefully every tim e, particularly in  
 
            7         the last year when our dairy farmers were facing  
 
            8         some of the most difficult ec onomic circumstances  
 
            9         that they have faced in many,  many years and I  
 
           10         want to extend my deep apprec iation to the  
 
           11         Secretary.  He came here and listened and I will  
 
           12         tell you, he pulled every lev er available to him  
 
           13         to help the dairy industry du ring that very, very  
 
           14         difficult time, of which we'r e not out of yet,  
 
           15         although things are a little bit better, but we're  
 
           16         not out of and I deeply thank  the Secretary for  
 
           17         what he has done.   
 
           18                       I also really w ant to welcome Chris  
 
           19         Varney here.  I've known her for many years in my  
 
           20         days as Attorney General.  Sh e has a tremendous  
 
           21         national reputation in antitr ust, somebody who  
 
           22         understands markets, somebody  who fights for  
 
           23         consumers and somebody who I know will listen  
 
           24         carefully and take to heart t he comments that are  
 
           25         made here today.  We have the  two greatest dairy  
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            1         senators in the country and t hey are both here  
 
            2         with us today, who have fough t tirelessly for  
 
            3         dairy, the dairy industry in this country, which  
 
            4         of course affects Wisconsin i n many ways and so to  
 
            5         Senators Kohl and Feingold, I  thank them.   
 
            6                       I can't tell yo u the number of  
 
            7         times I've called on each of them with issues that  
 
            8         have come up in this state an d as they relate to  
 
            9         all things, but certainly as they relate to dairy,  
 
           10         they have been with us every step of the way.  Rod  
 
           11         Nilsestuen will participate t oday and Rod, I think  
 
           12         most people recognize in seve n and a half years  
 
           13         has been an extraordinary Sec retary of Agriculture  
 
           14         here in Wisconsin and in many  ways, Rod has had a  
 
           15         vision that we have been able  to carry out  
 
           16         together that has strengthene d and built the dairy  
 
           17         industry in Wisconsin.   
 
           18                       You know, there 's probably no area  
 
           19         of our economy in which the i nterplay between the  
 
           20         Federal government and State government and  
 
           21         Federal policy and State poli cy is more  
 
           22         intertwined than it is in dai ry.  We are obviously  
 
           23         a state that benefits from a great dairy  
 
           24         industry.  Mr. Secretary, the  agriculture and  
 
           25         dairy, but the back bone is d airy in Wisconsin, is  
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            1         a $60 billion a year industry  in Wisconsin.  One  
 
            2         out of ten employees, workers  in this state are  
 
            3         employed in some way in the a gricultural and  
 
            4         particularly the dairy indust ry.  So it is  
 
            5         critical for us to have a str ong and growing dairy  
 
            6         economy.   
 
            7                       I'm very proud,  you'll hear, I  
 
            8         think, today from a number of  people, we've done  
 
            9         some really great things in t he last seven and a  
 
           10         half years.  When I came in, our milk production  
 
           11         had been falling for 20 plus years.  California's  
 
           12         had been growing and they had  surpassed us in milk  
 
           13         production.  Everybody told u s that California,  
 
           14         given where the vectors were going, was soon going  
 
           15         to pass us in cheese producti on, which was  
 
           16         something that we all decided  in the dairy world  
 
           17         and agricultural community in  Wisconsin we weren't  
 
           18         going to allow to happen.   
 
           19                       So with the use  of dairy  
 
           20         modernization tax credits, we  have spurred the  
 
           21         investment of over a half a b illion dollars in our  
 
           22         dairies in this state.  With the added processing  
 
           23         tax credits that have been pr ovided as well, we  
 
           24         now have spurred the investme nt of over $2.2  
 
           25         billion in farm operations an d processing firms in  
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            1         this state.  What that has do ne is turned around  
 
            2         dramatically our milk product ion, where we are now  
 
            3         on the rise.  California is o n the decline.  We  
 
            4         hope that those vectors will pass soon, but even  
 
            5         more importantly, the great t hreat to us that's  
 
            6         supposedly California was goi ng to overtake us in  
 
            7         cheese not only didn't happen , but our cheese  
 
            8         production has stepped up dra matically while  
 
            9         California's has run into a f ew issues and is  
 
           10         going in the other direction.    
 
           11                       And I wouldn't say we are safely  
 
           12         secure as the cheese making c apital of the country  
 
           13         and of the world, but we are solidly there and  
 
           14         moving in the right direction , but we have some  
 
           15         very big challenges as well.  Obviously,  
 
           16         protecting our great farmland  is critically  
 
           17         important and the Secretary, I know, cares deeply  
 
           18         about the rural economy, as h is comments have  
 
           19         mentioned, and part of that i s making sure we have  
 
           20         a strong rural economy.   
 
           21                       There's so many  pieces to it, but  
 
           22         it's to make sure that there is good farmland in  
 
           23         our rural areas.  And we have  in the last year  
 
           24         significantly modernized our farm protection,  
 
           25         farmland protection programs in this state, taken  
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            1         some old, outdated programs a nd consolidated and  
 
            2         moved them in a way to really  help people be able  
 
            3         to stay on the farms and be a ble to -- to be able  
 
            4         to use that farmland for what  God gave it to us  
 
            5         for, which is to farm.   
 
            6                       We have also wo rked hard at regulatory 
reform and with  
 
            7         the work of many people in th is room, we passed major  
 
            8         citing reform legislation tha t has allowed our dairy  
 
            9         farms to be able to grow and expand and we understand,  
 
           10         and, again, thank the Secreta ry for all the work he's  
 
           11         done, that one of our great s trengths is  
 
           12         diversification.  So whether it is managed grazing  
 
           13         and now over 20 percent of ou r dairy farmers do  
 
           14         some form of managed grazing,  value added and  
 
           15         particularly biofuels are are as of enormous  
 
           16         opportunity for us in Wiscons in.  So doing  
 
           17         everything we can to get this  -- to get the  
 
           18         economic incentives lined up correctly and to make  
 
           19         sure that all farm operations , big and small,  
 
           20         that's our motto in Wisconsin .  We're not for big  
 
           21         farms or small farms, we're f or making sure that  
 
           22         every farm, big and small, ca n make money and  
 
           23         profit here in this state.  A nd so we really thank  
 
           24         you for your attention on thi s very, very critical  
 
           25         issue.  I'm sorry that I have  to leave, but  
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            1         Secretary Nilsestuen will be here and I look  
 
            2         forward to hearing the result s of this  
 
            3         conversation that you'll have  in the course of the  
 
            4         day and once again, to the As sistant Attorney  
 
            5         General and to you, Mr. Secre tary, we really,  
 
            6         really thank you for the atte ntion that you've given  
 
            7         this very crucial issue.  Tha nk you.   
 
            8                       MR. VILSACK:  T hanks, Governor,  
 
            9         thank you very much.  Thank y ou, Governor,  
 
           10         appreciate you taking time to  be here this  
 
           11         morning.  I want to turn the podium over now to  
 
           12         our two senators and I'll sta rt with Chairman  
 
           13         Kohl, again, someone who does n't need a great deal  
 
           14         of introduction, but prior to  his successful  
 
           15         public career, as everyone kn ows he has a small  
 
           16         grocery store operation, at l east it was small at  
 
           17         one time.  I'm told it sells a lot of milk and  
 
           18         cheese, which I'm sure it doe s.   
 
           19                       He served on th e senate  
 
           20         appropriations committee, he is the chair of the  
 
           21         agriculture appropriations su bcommittee, is on the  
 
           22         judicial committee where he i s the chair of the  
 
           23         subcommittee on antitrust com petition policy and  
 
           24         consumer rights.  I will tell  you that the senator  
 
           25         is passionately interested in  all things relating  
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            1         to agriculture.  When I appea r before his  
 
            2         committee, the questions are insightful,  
 
            3         comprehensive, well thought o ut and with a deep  
 
            4         concern about the future of r ural America.   
 
            5                       So Senator Kohl , I'd like to give  
 
            6         you the opportunity to make a  few comments and  
 
            7         then I'll turn it over to Sen ator Feingold. 
 
            8                       SENATOR KOHL:  Thank you very much,  
 
            9         Mr. Secretary, Tom Vilsack, w e so much appreciate  
 
           10         that you and the U.S. Assista nt Attorney General,  
 
           11         Christine Varney, are here wi th us today.  As we  
 
           12         all know, the agricultural in dustry is the state's  
 
           13         biggest industry and that dai ry is the biggest  
 
           14         part of agriculture.  It prod uces over $26 billion  
 
           15         of business a year here in ou r state and so  
 
           16         ensuring a fully competitive dairy marketplace is  
 
           17         crucial.   
 
           18                       We appreciate t hat the Department  
 
           19         of Justice as well as the Dep artment of  
 
           20         Agriculture are holding this workshop here in  
 
           21         Madison today.  Recent years have been very  
 
           22         difficult for dairy farmers, not only here, but  
 
           23         throughout our country.  Reco rd high farm prices  
 
           24         quickly turned to record lows  and while farm  
 
           25         prices plummeted, the price c onsumers paid for  
 
                 PROFESSIONAL REPORTERS, LTD. 



                                  24 
 
              TRANSCRIPT OF PROCEEDINGS 6/25/2010 
 
            1         dairy products saw only a mod est price decline.   
 
            2         This discrepancy in price cha nges forces us to ask  
 
            3         whether or not consolidation in the industry is  
 
            4         leading to excess market powe r by some firms.   
 
            5                       We need to ask,  in other words, if  
 
            6         our farmers are getting a fai r shake.  Over the  
 
            7         last several years, the dairy  industry, like many  
 
            8         sectors in agriculture that w e have looked at, has  
 
            9         seen considerable consolidati on in marketing,  
 
           10         processing and retail.  The g rowing market power  
 
           11         by some firms leaves family f armers with few  
 
           12         bidders for their milk and ve ry tough terms of  
 
           13         sale.  This consolidation mea ns that we need  
 
           14         strong antitrust enforcement now more than ever.   
 
           15                       That's why it's  encouraging to see  
 
           16         the Department of Justice and  USDA here today.   
 
           17         They need to hear and learn f rom farmers, like  
 
           18         many of you who are here toda y, where the  
 
           19         consolidation is hurting our ability to receive a  
 
           20         fair price for the milk that you produce.  We've  
 
           21         worked hard to preserve and e nhance a competitive  
 
           22         marketplace in agriculture th rough the  
 
           23         subcommittee on antitrust, wh ich I chair.  We've  
 
           24         held several hearings to revi ew competition in  
 
           25         agricultural markets.   
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            1                       In 2008, we con ducted an  
 
            2         investigation on the proposed  JBS/Swift meat  
 
            3         packing acquisition to expose  the danger that  
 
            4         consolidation would have in m eat packing.  We  
 
            5         urged that the deal be blocke d.  A recommendation  
 
            6         that the Bush Justice Departm ent followed in large  
 
            7         part.  The lessons we learned  from that  
 
            8         investigation apply equally t o dairy.  When  
 
            9         processors gain too much mark et power and too much  
 
           10         leverage, farmers suffer and lose the benefits of  
 
           11         a competitive market and that  is not acceptable.   
 
           12                       That is why we' re planning to  
 
           13         develop a working group here in Wisconsin to  
 
           14         further analyze and make poli cy recommendations to  
 
           15         address competition, consolid ation and other  
 
           16         issues impacting the dairy in dustry in our state.   
 
           17         We also must make sure that d airy pricing is  
 
           18         transparent.  In 1997, the sp ot market for cheese  
 
           19         was moved from Green Bay, Wis consin due to  
 
           20         concerns that it was thinly t raded with only a  
 
           21         small number of buyers and se llers who could  
 
           22         potentially manipulate the ma rket.  The spot  
 
           23         cheese market is now housed a t the Chicago  
 
           24         Mercantile Exchange, but the concerns about  
 
           25         potential market manipulation  persist.   
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            1                       The Commodity F utures Trading  
 
            2         Commission has reported that the volume of cheese  
 
            3         traded in Chicago generally r epresents less than 1  
 
            4         percent of all the cheese pro duced in the United  
 
            5         States.  Now, why is this so important?  Because  
 
            6         that spot market sets the pri ce directly and  
 
            7         indirectly for almost all the  cheese and milk in  
 
            8         our country.  This is a situa tion where the tail  
 
            9         controlled by a few traders i n Chicago can and  
 
           10         often does wag the dog of the  market for milk all  
 
           11         across our country.   
 
           12                       At a time when Americans' trust in  
 
           13         financial markets is so low, relying on a market  
 
           14         that can be easily manipulate d should worry all of  
 
           15         us.  I call on the CFTC and t he CME to strongly  
 
           16         monitor the spot cheese marke t, because we must  
 
           17         have market transparency that  insures a fair price  
 
           18         for farmers.  Additionally, w e could get better  
 
           19         market transparencies through  more frequent  
 
           20         pricing reporting and expandi ng the number of  
 
           21         products USDA uses to set pri ces on the federal  
 
           22         milk marketing order to inclu de a more  
 
           23         representative sample of prod ucts sold in the  
 
           24         commercial markets.   
 
           25                       Secretary Vilsa ck, I believe you  
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            1         have the authority to help do  these things and in  
 
            2         doing so, it would give our f armers a fairer price  
 
            3         for their milk and I would li ke very much to work  
 
            4         with you to implement some of  these changes.  As  
 
            5         the chairman of two committee s with direct  
 
            6         jurisdiction over competition  in agriculture, I'm  
 
            7         worried about the consolidati on happening in  
 
            8         agriculture.  Strong competit ion for farmers' milk  
 
            9         is the best insurance that th ey will get a fair  
 
           10         price.  Today's session needs  to determine whether  
 
           11         competition is healthy enough  in the dairy  
 
           12         industry to protect farmers a nd if not, what we  
 
           13         need to do about it.   
 
           14                       The farmers her e have a lot to tell  
 
           15         us about the health of the ma rket and we are  
 
           16         looking forward to hearing fr om them.  We thank  
 
           17         each of you for being here to day to share your  
 
           18         views and we particularly app reciate Secretary  
 
           19         Vilsack and Assistant Attorne y General Varney  
 
           20         being here with us today. 
 
           21                       MR. VILSACK:  T hank you, Senator.   
 
           22         Now I'd like to give Senator Feingold an  
 
           23         opportunity to speak.  As fol ks know, he was first  
 
           24         elected to the senate here in  Wisconsin in 1992.   
 
           25         Prior to that, he was a membe r of the Wisconsin  
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            1         State Senate.  In the U.S. Se nate, he serves on a  
 
            2         variety of committees, includ ing the budget  
 
            3         committee, the judiciary comm ittee where he serves  
 
            4         as the chair of the subcommit tee on the  
 
            5         constitution.  He's also on t he foreign relations  
 
            6         committee where he's the chai r of the subcommittee  
 
            7         on African affairs and he's a  member of the  
 
            8         intelligence committee as wel l.   
 
            9                       I think everyon e in Wisconsin and  
 
           10         certainly many of us around t he country appreciate  
 
           11         his legislative focus on camp aign finance reform  
 
           12         and fair competition, fair tr ade and jobs.  But he  
 
           13         also has, as has been express ed before, a keen  
 
           14         interest in agriculture, unde rstanding the  
 
           15         important role that it plays in the Wisconsin  
 
           16         economy and the important rol e that it plays in  
 
           17         the United States economy, wi th one out of every  
 
           18         12 jobs connected in this cou ntry to agriculture.   
 
           19         So Senator Feingold, we appre ciate you being here  
 
           20         today and taking your time. 
 
           21                       SENATOR FEINGOL D:  Thank you,  
 
           22         Mr. Secretary.  I'd like to s tart by echoing the  
 
           23         words, obviously, of Senator Kohl and Governor  
 
           24         Doyle and thanking you, Secre tary Vilsack, and  
 
           25         Assistant Attorney General Va rney for coming to  
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            1         Wisconsin, America's Dairylan d, to have this  
 
            2         important workshop, and Secre tary, despite the  
 
            3         advertising campaign, I know that our cows are  
 
            4         actually happier than the Cal ifornia cows.  I do  
 
            5         recognize, though, that this is a national forum  
 
            6         on dairy, and I'll tell you, I've noticed the  
 
            7         increase in interest in the U nited States Senate  
 
            8         of numbers of senators that a re vitally concerned  
 
            9         about this issue.   
 
           10                       At the meeting you held, there were  
 
           11         like 25 senators there from a ll over the country.   
 
           12         Some of the -- Al Franken tea sed Tom Udall of New  
 
           13         Mexico whether he really thou ght there were any  
 
           14         cows down there, but it was a  very strong  
 
           15         demonstration of what an incr edibly important part  
 
           16         of our nation's economy it is  and of course, no  
 
           17         place is it more important th an here in Wisconsin  
 
           18         and I want to particularly th ank you and  
 
           19         Ms. Varney for agreeing to ha ve two public comment  
 
           20         sessions.   
 
           21                       This was a spec ific request of mine  
 
           22         that this be done at this ses sion today and I look  
 
           23         forward to returning for the second public comment  
 
           24         session so I can just hear th at directly myself,  
 
           25         because I find the unfiltered  stories I hear  
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            1         directly from farmers and che ese makers and others  
 
            2         to be especially valuable.  S enator Kohl mentioned  
 
            3         the Green Bay Cheese Exchange , my actions to deal  
 
            4         with that, that were very exc iting to be able to  
 
            5         get that done, had to do with  the fact that people  
 
            6         came to me on that at town me etings and I hear  
 
            7         these stories in every one of  Wisconsin's 72  
 
            8         counties every year as I do m y listening  
 
            9         sessions.   
 
           10                       And I have to s ay, we kept hearing  
 
           11         it even when the previous adm inistration was  
 
           12         turning a blind eye to the is sue and I am very  
 
           13         encouraged by the turnaround in the Department of  
 
           14         Justice and Agriculture after  years of inaction  
 
           15         and there is a new willingnes s to reach across  
 
           16         agency jurisdictions.  I've b een particularly  
 
           17         impressed by the turnaround t hat began when  
 
           18         President Obama took office a nd the team he put in  
 
           19         place at the Justice Departme nt.   
 
           20                       I raised simila r concerns with the  
 
           21         previous administration, but frankly, they  
 
           22         essentially completely ignore d anticompetitive  
 
           23         behavior in the agriculture c ommunity.  They even  
 
           24         came up with extreme interpre tations of antitrust  
 
           25         law that were so skewed in fa vor of giant  
 
                 PROFESSIONAL REPORTERS, LTD. 



                                  31 
 
              TRANSCRIPT OF PROCEEDINGS 6/25/2010 
 
            1         corporations that a majority of the Federal Trade  
 
            2         Commission had to take them t o task.  So I'm very  
 
            3         glad that the Obama administr ation reversed course  
 
            4         and has been working to addre ss our long-standing  
 
            5         concerns to make sure that da iry farmers and small  
 
            6         processors and consumers are treated fairly in the  
 
            7         marketplace.   
 
            8                       Now, during Ms.  Varney's  
 
            9         confirmation hearing, I asked  you to look into the  
 
           10         Bush administration's questio nable decisions in  
 
           11         this area.  This administrati on has already  
 
           12         responded, as shown by the de cision to block Dean  
 
           13         Foods from acquiring two bott ling plants of  
 
           14         Foremost Farms, as well as th e decision to hold  
 
           15         these workshops.  I was espec ially pleased by the  
 
           16         Antitrust Division's willingn ess to dig into this  
 
           17         complex issue from day one.  At my suggestion and  
 
           18         even before the full senate c onfirmed it, in fact  
 
           19         I asked Ms. Varney to come to  my office and said I  
 
           20         am so concerned about so many  areas of antitrust  
 
           21         across the board, mega merger s in the media  
 
           22         industry and so on, I said, b ut today all we're  
 
           23         going to talk about is dairy.    
 
           24                       And I asked you  to meet with our  
 
           25         Wisconsin experts.  I asked y ou to meet with  
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            1         University of Wisconsin law p rofessor Peter  
 
            2         Carstensen, an expert on anti trust law and  
 
            3         particularly the dairy indust ry and you did  
 
            4         exactly that, and your willin gness to listen, of  
 
            5         your staff to listen has been  even greater.  With  
 
            6         other people, such as Pete Ha rden of the Milkweed,  
 
            7         whose come to my listening se ssions almost every  
 
            8         year, you folks were willing to listen and learn  
 
            9         when it came to him and that has shown me your  
 
           10         seriousness about this.   
 
           11                       Secretary Vilsa ck, I should also  
 
           12         note the Antitrust Division i sn't the only cop on  
 
           13         the beat after a period of se rious neglect.  I  
 
           14         agree with Senator Kohl, you' ve shown exceptional  
 
           15         leadership and accessibility and a willingness to  
 
           16         use what powers you have in t hese areas.  Just  
 
           17         last week, for example, I was  glad to see your  
 
           18         announcement of a rule implem enting a major  
 
           19         improvement to farmer protect ions under the  
 
           20         Packers and Stockyards Act, a  recent issue that  
 
           21         Senator Grassley and I pushed  with regard to beef  
 
           22         contracts that you have now i mplemented.   
 
           23                       And while this rule is focused on  
 
           24         improving fairness in the liv estock and poultry  
 
           25         markets, with cull cows going  to slaughter being a  
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            1         significant part of a dairy f armer's cash flow,  
 
            2         this is important news for us  as well.  So I again  
 
            3         want to thank you for your re sponsiveness.  Now,  
 
            4         I'm pleased that Department o f Justice and  
 
            5         Department of Ag are collabor ating to hold these  
 
            6         workshops and also have shown  an openness toward  
 
            7         involving other agencies, suc h as the FTC and the  
 
            8         CFTC.   
 
            9                       It's good to se e that the CFTC will  
 
           10         be part of a panel on market transparency later in  
 
           11         the day.  I believe this is t he only way this is  
 
           12         going to work, if there is th is kind of  
 
           13         cooperation and frankly, I've  rarely seen this  
 
           14         level of cooperation between different agencies in  
 
           15         the years that I've been invo lved with these kinds  
 
           16         of issues.  This is really hi gh on the charts.   
 
           17                       Finally, I've b een following two  
 
           18         trends for years now with gro wing concern.  First,  
 
           19         the growing concentration at the cooperative  
 
           20         processor and retailer level and second, the  
 
           21         widening gap between what far mers are paid for  
 
           22         milk and what consumers pay f or dairy products.  I  
 
           23         remember way back when I was a state senator, just  
 
           24         a few blocks away here in my office I had a chart  
 
           25         that showed -- a graph that s howed the growing gap  
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            1         between what consumers paid f or milk and cheese at  
 
            2         the market and the lower pric es that farmers got  
 
            3         for the milk and cheese and t hat trend has  
 
            4         continued to get worse over t he years.   
 
            5                       The farmers' sh are has continued to  
 
            6         shrink and many farmers and o ther dairy industry  
 
            7         observers suspect that someon e between the farm  
 
            8         and the consumer is taking a bigger slice than  
 
            9         they really should and I know  that dairy farmers  
 
           10         agree with me on this.  We ar e coming off a year  
 
           11         when dairy farmers were losin g $100 per cow per  
 
           12         month for many months in a ro w while consumers  
 
           13         were often not seeing a drop in prices at the  
 
           14         store.   
 
           15                       At the same tim e, some of the  
 
           16         entities in the middle of thi s supply chain were  
 
           17         posting massive profits and c ertainly no one was  
 
           18         struggling to the degree that  farmers were.  I've  
 
           19         had farmers just ask me at my  listening sessions  
 
           20         if consumers are still paying  about the same and  
 
           21         it isn't showing up in their milk check, where is  
 
           22         the money going.  Well, dairy  farmers and  
 
           23         competition experts like Pete r Carstensen make it  
 
           24         clear that something is amiss .  It is true, the  
 
           25         dairy industry is very comple x and it's difficult  
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            1         to target a specific culprit behind this unfair  
 
            2         situation.   
 
            3                       This is where y ou folks come into  
 
            4         the picture and I agree with the Secretary about  
 
            5         the outcome that should come from this workshop.   
 
            6         This is not about assessing b lame.  The first goal  
 
            7         is to educate the agencies.  After years of  
 
            8         neglect, getting out and hear ing from individuals  
 
            9         on the ground is an important  step.  Secondly, the  
 
           10         workshops are not an end in t hemselves.  I expect  
 
           11         to see each of those agencies  use the information  
 
           12         from the workshop as a spring board for improved  
 
           13         investigations and enforcemen t to address  
 
           14         anticompetitive practices acr oss agriculture.   
 
           15                       And finally, we  need to figure out  
 
           16         the answer to the question no t only that I posed,  
 
           17         but so many of you have posed  to me, what happens  
 
           18         between the farm and the cons umer to cause such a  
 
           19         price spread.  It's important  to see whether  
 
           20         better enforcement of our cur rent basic antitrust  
 
           21         and competition laws can solv e this, whether we  
 
           22         need stronger laws in this ar ea or whether it's  
 
           23         going to be a combination of that and reform of  
 
           24         the milk marketing orders and  other pricing  
 
           25         systems.   
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            1                       But we need to make that  
 
            2         determination and then we nee d to act on it.   
 
            3         Again, my gratitude, this is a great thing for us  
 
            4         to be able to host this here and we are grateful  
 
            5         to you.  Thanks so much. 
 
            6                       MR. VILSACK:  T hank you, Senator.   
 
            7         We're going to turn it over n ow to Wisconsin  
 
            8         Secretary of Agriculture Rod Nilsestuen.  Rod, I  
 
            9         appreciate you being here tod ay.  As everyone  
 
           10         knows, he was appointed by Go vernor Doyle in  
 
           11         January of 2003 as the Wiscon sin Secretary of  
 
           12         Agriculture, Trade and Consum er Production.  Prior  
 
           13         to that he served as presiden t and CEO of the  
 
           14         Wisconsin Federation of Coope ratives from 1993 to  
 
           15         2003.   
 
           16                       He served a piv otal role in the  
 
           17         creation and establishment of  the Wisconsin Milk  
 
           18         Marketing Board, as well as t he Wisconsin Corn  
 
           19         Promotion Board and the Wisco nsin Soybean Board.   
 
           20         The Secretary is also involve d with the Wisconsin  
 
           21         Dairy 2020 program, the Natio nal Rural Cooperative  
 
           22         Development Task Force.  He i s past chair and  
 
           23         board member of the National Cooperative Business  
 
           24         Association.  That is just a few of the things he  
 
           25         has done in his distinguished  career.   
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            1                       I will tell you  that every month at  
 
            2         USDA, we have a phone call wi th the state ag  
 
            3         secretaries and commissioners  and I will tell you,  
 
            4         Wisconsin is well represented  during those calls.   
 
            5         There is a constant level of communication between  
 
            6         the Secretary's office and my  office.  He is very,  
 
            7         very tuned to the concerns th at his farmers are  
 
            8         expressing to him and he in t urn expresses it to  
 
            9         us and we appreciate you bein g here today. 
 
           10                       MR. NILSESTUEN:   Thank you very  
 
           11         much for that very kind and o verly generous  
 
           12         introduction, but as a Scanda hoovian, I believe  
 
           13         every word, who said it will remember them always,  
 
           14         but having -- and that's the extent of the levity  
 
           15         for today, but I would echo t he appreciation shown  
 
           16         to you, Mr. Secretary, and th e great work that  
 
           17         you're doing and Assistant AG  Varney for teeing up  
 
           18         this issue of competition and  consolidation and  
 
           19         antitrust in Food and Ag.   
 
           20                       It's certainly time to have a  
 
           21         vigorous national discussion about the structure  
 
           22         and direction of the industry  which provides  
 
           23         Americans with their food, th e nation with its  
 
           24         most consistently positive el ement in balance of  
 
           25         trade, our rural communities with most of their  
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            1         jobs and with stewardship of the country's  
 
            2         productive land and natural r esource base.  The  
 
            3         meltdown that we saw in Wall Street, the massive  
 
            4         oil spill in the Gulf, the lo ss of lives of coal  
 
            5         miners in West Virginia have made crystal clear  
 
            6         to, I think most of us across  this country, that  
 
            7         the lack of balanced and enfo rceable regulations  
 
            8         can exact a very, very high c ost, both immediate  
 
            9         and long-term, to citizens, t o our communities and  
 
           10         to our economy.   
 
           11                       And as with the  big banks and big  
 
           12         oil and big mining, it's long  been evident that  
 
           13         meaningful enforcement of ant itrust and  
 
           14         anticoncentration policy regs  in our food and ag  
 
           15         industry have been sadly miss ing in recent  
 
           16         decades, as both senators hav e just clearly  
 
           17         indicated and their role in m oving this forward is  
 
           18         very important and very timel y and I know  
 
           19         appreciated by all of us in a griculture.   
 
           20                       In terms of the  trends, we've  
 
           21         already touched on a number h ere in this panel,  
 
           22         but clearly, the result of th e lack of  
 
           23         enforcement, we've seen massi ve consolidation and  
 
           24         widespread vertical integrati on in poultry, in  
 
           25         pork, in beef, with packers a nd processors  
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            1         exercising near total control  over those markets  
 
            2         and the farmers who produce t he livestock for  
 
            3         them.  And so Mr. Secretary, we very much applaud  
 
            4         the work that you've done on the Packers and  
 
            5         Stockyards Act, in advancing this as a part of the  
 
            6         administration's overall appr oach in this area.   
 
            7                       It may be the m ost significant  
 
            8         change in this since the Depr ession era and that  
 
            9         is no small statement.  It's a beginning to level  
 
           10         the playing field, to provide  some basic  
 
           11         protection for independent li vestock farmers, and  
 
           12         as you said earlier, the pict ure in the seed  
 
           13         industry is similar, where th e chemical or life  
 
           14         science companies have seized  near total control  
 
           15         and they're extracting huge p rices.   
 
           16                       In just the las t nine years, the  
 
           17         price for seed worn has gone up 135 percent while  
 
           18         the consumer price index 20 p ercent, and in the  
 
           19         process, the hundreds and hun dreds of multi  
 
           20         generational, small seed comp anies that we've had  
 
           21         across rural America have lar gely evaporated.   
 
           22         These ongoing developments no t only affect crop  
 
           23         producers, but also dairy and  livestock, because  
 
           24         our farmers are major growers  and users of seed  
 
           25         and crop inputs and so this p olicy area needs a  
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            1         lot of attention, as well as dairy.   
 
            2                       As the Governor  said, dairy,  
 
            3         particularly in the Upper Mid west, has been the  
 
            4         most resistant and resilient against the  
 
            5         consolidation trend and verti cal integration, the  
 
            6         oligopolies.  This may be a r esult of our  
 
            7         long-term heritage of family sized farms, together  
 
            8         with perhaps the most robust system of farmer  
 
            9         owned co-ops in the country.  Our co-ops now  
 
           10         market over 80 percent of the  milk in the nation,  
 
           11         a higher percentage than any of the commodities  
 
           12         that I just mentioned and I t hink that's  
 
           13         significant.   
 
           14                       Cooperatives ca n provide farmers  
 
           15         with a proven mechanism to ag gregate marketing  
 
           16         power while still staying fre e of those very  
 
           17         restrictive entanglements whi ch are almost  
 
           18         inescapable components of tot al vertical  
 
           19         integration.  But nonetheless , given that fact,  
 
           20         even the largest of our marke ting co-ops are small  
 
           21         businesses when compared to t he retail giants.  If  
 
           22         you take Land O' Lakes as an example which is both  
 
           23         in farm supply and dairy, it' s $10.4 billion, only  
 
           24         $3.2 in dairy.   
 
           25                       If you compare that with Wal*Mart,  
 
                 PROFESSIONAL REPORTERS, LTD. 



                                  41 
 
              TRANSCRIPT OF PROCEEDINGS 6/25/2010 
 
            1         which has $408 billion in rev enues this year,  
 
            2         Kroger at $77 billion, Kraft at $40 billion and so  
 
            3         I think the emergence of the big box retailer is  
 
            4         radically and has radically c hanged the food  
 
            5         business from the farm to the  food shelf and that  
 
            6         includes the dairy sector.  A nd so no longer --  
 
            7         for a long time we knew that manufacturers or  
 
            8         processors called the tune, b ut with their huge  
 
            9         buying power, the big box ret ailers can exert  
 
           10         incredible leverage and these  retailers, given  
 
           11         their size, seldom want the i nconvenience of  
 
           12         dealing with lots of small da iry processors or  
 
           13         ingredient suppliers.   
 
           14                       Rather, they'd like a small number  
 
           15         of large suppliers and so as a result of that, a  
 
           16         predictable dynamic happens.  If the co-op or  
 
           17         dairy processor wants access to that dominant big  
 
           18         box, they need to be able to become significantly  
 
           19         larger or exit and I've been to a lot of co-op  
 
           20         annual meetings and I've hear d a lot of management  
 
           21         say it, and this is not a cri ticism, but a lot of  
 
           22         them say that we've got to be come either number  
 
           23         one, two or three in our part icular sector if  
 
           24         we're going to survive long-t erm and it becomes a  
 
           25         self-fulfilling prophecy.   
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            1                       So the Justices ' charge in the Dean  
 
            2         suit of purchase of Foremost fluid operations  
 
            3         significantly can reduce the competition there via  
 
            4         acquisition, even though that  may have been not  
 
            5         the intent of the seller.  So  Dean now has  
 
            6         eliminated a major food compe titor, has 57 percent  
 
            7         of the marketshare in fluid m ilk in the Chicago  
 
            8         area and Wisconsin and the UP .  That is a market  
 
            9         leverage change.   
 
           10                       So in addition,  the very existence  
 
           11         of long-term purchasing contr acts with very few  
 
           12         big box retailers exerts an a dditional kind of  
 
           13         leverage there.  It makes sup pliers very reluctant  
 
           14         and tentative in pursuing any  actions that might  
 
           15         jeopardize a contract which r epresents a big part  
 
           16         of their business.  And so fo r these and other  
 
           17         reasons, we urge full conside ration of creation of  
 
           18         antitrust guidelines and regu lations which force  
 
           19         greater attention and active enforcement on the  
 
           20         buyer's side of the equation.    
 
           21                       We think attent ion should be also  
 
           22         given to remedying the FTC's near nonexistent role  
 
           23         in the food marketplace and t he need for a more  
 
           24         proactive, prospective approa ch there, with better  
 
           25         guidelines and more consisten t and robust  
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            1         enforcement.  Dairy producers  and their industry,  
 
            2         without those may be in jeopa rdy of going the way  
 
            3         of the other commodity sector s, whether it's  
 
            4         poultry or pork or beef that I've said and in  
 
            5         Wisconsin, as has been said h ere several times,  
 
            6         dairy is the biggest part of our ag economy, our  
 
            7         $59 billion economy and erosi on of the size and  
 
            8         the number of sector particip ants is a blow to  
 
            9         dairy farmers of all sizes, b ut also to the rural  
 
           10         communities and the main stre ets that they  
 
           11         support.   
 
           12                       And so one last  point, while  
 
           13         there's widespread agreement in many sectors in  
 
           14         the dairy industry that we ne ed better price  
 
           15         discovery, as Senator Kohl an d Senator Feingold  
 
           16         clearly indicated, to determi ne the federal order  
 
           17         milk price formula, whether i t's for cheese or  
 
           18         non-fat or whey or butter or other commodities.   
 
           19         Currently, and this has been true for too long,  
 
           20         that the product price formul as of the CME which  
 
           21         is very thin, lightly traded,  have just too much  
 
           22         price volatility and it drive s the federal order  
 
           23         system, distorts that and dri ves prices across the  
 
           24         country.   
 
           25                       And so any mark et that's that  
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            1         thinly traded is vulnerable t o intentional or  
 
            2         unintentional manipulation an d distortion and so  
 
            3         however -- so we really need serious exploration  
 
            4         of improved mechanism as was suggested to correct  
 
            5         that.  There's a longer list here, but that's for  
 
            6         the rest of these panels, and , again, we greatly  
 
            7         appreciate the presence and t he opportunity to be  
 
            8         a part of this. 
 
            9                       MR. VILSACK:  T hank you very much,  
 
           10         Mr. Secretary.  I think what I'd like to do is  
 
           11         direct a question to General Varney for just a  
 
           12         second.  I think it would be helpful for folks who  
 
           13         are here to better understand  what the Justice  
 
           14         Department can do.  If you're  a struggling dairy  
 
           15         farmer and you want to know w hat your  
 
           16         opportunities or your remedie s or your protections  
 
           17         are, what will the Department  of Justice be able  
 
           18         to do, what can it do?   
 
           19                       MS. VARNEY:  Su re, let me take it  
 
           20         from the higher level and the n bring it down to  
 
           21         specifics for people in this room.  We at the  
 
           22         Antitrust Division basically have a couple of  
 
           23         baskets of activity that we d o.  It all centers  
 
           24         around blocking mergers that substantially lessen  
 
           25         competition or prosecuting co mbinations or  
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            1         conspiracies that would restr ain trade.   
 
            2                       So the first th ing we do and we  
 
            3         take very seriously is we put  people in jail.  If  
 
            4         there's price fixing going on , we will prosecute  
 
            5         it and you will go to jail.  In the past decade,  
 
            6         we've brought over 100 school  milk bid rigging  
 
            7         cases, so if you are aware or  suspect that there  
 
            8         is bid rigging going on, let us know, we will  
 
            9         prosecute it.  We work very c losely also with the  
 
           10         U.S. Attorney's Office and th ey are here today and  
 
           11         I know they would also want t o know if you've got  
 
           12         any evidence of any illegal p rice fixing going on,  
 
           13         whether it's at a corporate l evel or at a smaller  
 
           14         level.   
 
           15                       The second thin g we do is we  
 
           16         examine mergers very carefull y and as everybody  
 
           17         has mentioned, we recently su ed to unwind the Dean  
 
           18         Foods acquisition of Foremost .  Should a merger  
 
           19         arise in this industry and yo u have concerns about  
 
           20         it, a merger, an acquisition,  we want to know.  We  
 
           21         can work on that and we will go to court and we  
 
           22         will block mergers that subst antially lessen  
 
           23         competition, which we believe  the more competition  
 
           24         there is for your product, th e better price you're  
 
           25         going to be, the more competi tive the marketplace  
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            1         is going to be, the more we'r e going to get good  
 
            2         quality, safe product out the re.   
 
            3                       Our third baske t of activity that  
 
            4         we do is we investigate condu ct and I think this  
 
            5         is probably something at hear t for many, many of  
 
            6         you.  Big is not necessarily bad under the  
 
            7         antitrust laws, but if you ha ve a substantial  
 
            8         share of the market, you have  a special obligation  
 
            9         to vigorously adhere to the p ro-competitive  
 
           10         antitrust rules that have bee n clearly established  
 
           11         by the Supreme Court.  So we investigate  
 
           12         anticompetitive or predatory conduct on either the  
 
           13         buyer's side or the seller's side. 
 
           14                       So we will look  at both and that's  
 
           15         why we're always concerned wh en there's  
 
           16         concentration in any industry , in any part of the  
 
           17         industry.  Many of America's dairy farmers have  
 
           18         come to us and said we are co ncerned about the  
 
           19         level of consolidation and we  take those concerns  
 
           20         seriously and I have a number  of staff people here  
 
           21         today whose principal job in Washington is to be  
 
           22         looking at consolidation that 's happened in the  
 
           23         agriculture sector and in dai ry in particular and  
 
           24         trying to determine whether o r not all the rules  
 
           25         and laws are being fully adhe red to.   
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            1                       And finally, Mr . Secretary, what we  
 
            2         have been doing is an unprece dented cooperation,  
 
            3         as you know, with your staff.   We have lawyers who  
 
            4         are now sitting together on a  day-to-day basis  
 
            5         looking at these very importa nt issues with your  
 
            6         expertise that your staff bri ngs to the  
 
            7         marketplace and the competiti on expertise that our  
 
            8         staff has.  We're very intere sted in hearing from  
 
            9         you about issues that confron t you on a day-to-day  
 
           10         basis that maybe in previous years people thought  
 
           11         well, there's not too much th e government can do  
 
           12         about that.   
 
           13                       I think what yo u're hearing from us  
 
           14         is we take pretty seriously o ur obligation to  
 
           15         enforce the laws and if we fi nd that we're limited  
 
           16         by the current structure of t he law, I've got two  
 
           17         people here I can go to and s ay this isn't working  
 
           18         and here's why and I know the y're committed to  
 
           19         helping us make sure we can g et the authority that  
 
           20         we need to make sure that you  are protected as you  
 
           21         earn a living and bring food to our tables every  
 
           22         day. 
 
           23                       MR. VILSACK:  T hank you.  I'd like  
 
           24         to direct a question to both of the senators.  In  
 
           25         taking a look at the ag censu s that was published  
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            1         last year, it was fairly obvi ous that the average  
 
            2         age of American farmers is co ntinually and rapidly  
 
            3         aging.  Today, the average ag e of a farmer across  
 
            4         the country is 57.  It aged t wo years in the last  
 
            5         five years and so one can exp ect that five years  
 
            6         from now, the average age wil l be 60.   
 
            7                       As we deal with  the aging  
 
            8         population, the question then  is how do we help  
 
            9         what needs to be done in term s of the market,  
 
           10         market trends, market structu res, pricing  
 
           11         mechanisms or other ideas tha t you might have that  
 
           12         would encourage younger peopl e to be able to  
 
           13         consider an opportunity in da iry instead of seeing  
 
           14         this contraction which we've seen over the last 10  
 
           15         years.  Are there ways that t his hearing can  
 
           16         inform how USDA and the gover nment can provide  
 
           17         assistance to expand the numb er of farmers rather  
 
           18         than seeing a contraction?  S enator Kohl? 
 
           19                       SENATOR KOHL:  Well, there are many  
 
           20         aspects of farming and dairy farming that are  
 
           21         enormously attractive to youn g people today.  The  
 
           22         opportunity to be your own bo ss, to live out where  
 
           23         you can experience all the jo ys of living with  
 
           24         fresh air and a lot of open l and.  To raise your  
 
           25         family in that kind of an env ironment is extremely  
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            1         attractive.  I think particul arly today with all  
 
            2         the difficulties that we find  afflicting our urban  
 
            3         areas.  So in a very basic wa y, farming can be  
 
            4         attractive to young people. 
 
            5                       But, among othe r things, it has to  
 
            6         be profitable.  When young pe ople decide what  
 
            7         they're going to do with thei r lives, if they want  
 
            8         to either enter farming or st ay in the farming  
 
            9         business which has been a par t of their families,  
 
           10         in many cases, for generation s, they want to see a  
 
           11         future financially for themse lves as well as  
 
           12         quality of life.  And as we'r e discussing it here  
 
           13         today, with the decline in th e number of farms and  
 
           14         with the increasing difficult y of farmers to make  
 
           15         a decent profit, farming beco mes less of a  
 
           16         desirable option.   
 
           17                       And that is, in  a sense, what we're  
 
           18         here today to discuss, is way s and means in which  
 
           19         we can insure that people who  are operating farms  
 
           20         are getting a fair price for their product, seeing  
 
           21         to it that the markets operat e in a way so that  
 
           22         they are decently compensated  for all of their  
 
           23         work.  I think in our country  historically,  
 
           24         there's been an imbalance for  many reasons, but  
 
           25         one reason is that we have so  few farmers relative  
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            1         to all of the consumers acros s the country.   
 
            2                       So that when pe ople in public life  
 
            3         make decisions, fairly or not , you know, they look  
 
            4         to satisfy consumers perhaps first and the  
 
            5         producers a close second.  An d I think that  
 
            6         predisposition to favor consu mers over producers  
 
            7         over the years has made farmi ng less attractive.   
 
            8         We have to try and turn that around, because as  
 
            9         has been said by many people here today, it's the  
 
           10         farmers, but it's also the ru ral areas all across  
 
           11         our state and all across our country that are  
 
           12         directly impacted by the decl ine in the number of  
 
           13         people who want to operate fa rms.   
 
           14                       So we have our work cut out for us,  
 
           15         Mr. Secretary, and I think on e of the reasons  
 
           16         we're here today is because w e want to face it and  
 
           17         we want to do something about  it. 
 
           18                       SENATOR FEINGOL D:  Senator Kohl,  
 
           19         obviously, I've seen this tre nd as well and it's  
 
           20         disturbing, but there are -- I'm sure Senator Kohl  
 
           21         has had this experience, too,  there are groups of  
 
           22         young farmers that do come to  visit with us in  
 
           23         Washington as well as here an d I happened to be  
 
           24         next to one on the plane out here on Monday and  
 
           25         after he had a chance to hear  me snore for a  
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            1         while, he had said he remembe red that I had been  
 
            2         out to his farm in Washington  County and we just  
 
            3         talked about how much he love d doing this.   
 
            4                       He was taking o ver for his dad,  
 
            5         he's got three sisters, two o f them probably  
 
            6         aren't going to go into it, b ut one of his sisters  
 
            7         might.  And you know, I just said what do you  
 
            8         think about this.  He said I just love it.  I  
 
            9         mean, you could tell the way Senator Kohl  
 
           10         described it, the passion for  being there and  
 
           11         doing this.  But you know, th ese are really tough  
 
           12         days for people in any part o f our economy.   
 
           13         People are going to make a ra tional decision about  
 
           14         their futures. 
 
           15                       So they have to  believe not only,  
 
           16         obviously, that they can make  a profit, but  
 
           17         they're not going to suddenly  get undercut by some  
 
           18         decisions or trade agreements  or something else  
 
           19         that is going to cause them t o have the rug pulled  
 
           20         out from under them, so that has to do with the  
 
           21         pricing systems.  That has to  do with trade  
 
           22         agreements, such as let's say  if somebody thought  
 
           23         it would be a good idea to ha ve a trade agreement  
 
           24         with New Zealand, you know, y oung farmers have to  
 
           25         know that they're not going t o suddenly put all of  
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            1         this investment into this and  then have themselves  
 
            2         having put that effort and al l that education into  
 
            3         it.  We have to make sure tha t there's some  
 
            4         stability and pricing stabili ty, having a belief  
 
            5         that you can actually get som ewhere near the cost  
 
            6         of production.   
 
            7                       At some point, that this could  
 
            8         actually be something you cou ld rely on, you're  
 
            9         not going to have a situation  where one year it's  
 
           10         over $20, the next year it's under $10 and then it  
 
           11         gets a little higher and you expect dairy farmers  
 
           12         to be happy, when in fact the y're not even getting  
 
           13         their cost of production.  So  I think these policy  
 
           14         matters would have a great de al to do with letting  
 
           15         people trying to make a good decision for their  
 
           16         family or their future famili es and I think that  
 
           17         will have a particular impact  on young people. 
 
           18                       MR. VILSACK:  Y ou know, it's  
 
           19         interesting, Senator, I've wa tched folks in  
 
           20         Washington over the course of  the last number of  
 
           21         years talk about the necessit y of having 100,000  
 
           22         police officers and 100,000 n ew teachers.  Why not  
 
           23         100,000 new farmers as a goal .  (Applause) It's  
 
           24         interesting, when I -- in my lifetime, the number  
 
           25         of farmers as a percentage of  our population has  
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            1         gone from 15 percent -- when I was born in 1950,  
 
            2         15 percent of our population were farmers.  Today  
 
            3         it's less than 1 percent and I suspect when I was  
 
            4         born that the other 85 percen t were probably only  
 
            5         a generation removed from the  farm. 
 
            6                       Today there are , Mr. Secretary,  
 
            7         there are multiple generation s removed.  I'm sure  
 
            8         you see this, where people do n't fully appreciate  
 
            9         and understand where their fo od comes from.  So  
 
           10         your thoughts -- I would be i nterested to hear  
 
           11         your thoughts.  You know, 10 years from now, if we  
 
           12         convene again, what would you  hope it would look  
 
           13         like in the dairy industry an d what kinds of hope  
 
           14         can you provide, would you wa nt to provide to  
 
           15         young people interested in ge tting into this  
 
           16         business? 
 
           17                       MR. NILSESTUEN:   Well, I would  
 
           18         think that my hope would be, and I think many  
 
           19         producers and certainly young er producers would be  
 
           20         to see a future where they an d their family  
 
           21         members have an opportunity t o have a good  
 
           22         lifestyle and to be able to c hoose alternatives to  
 
           23         them in production.  One of t he reasons that you  
 
           24         heard the Governor talk a lot  about the various  
 
           25         initiatives that he undertook  here was that we do  
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            1         have a vision here in this st ate of trying to have  
 
            2         a diversified, growing dairy industry.   
 
            3                       One of the -- f or several decades,  
 
            4         we didn't see reinvestment, w e saw a lack, a  
 
            5         stagnation, both in investmen t at the farm level  
 
            6         and at the plant.  Many of ou r cheese plants were  
 
            7         70 percent full.  You can't o perate that way, you  
 
            8         can't reinvest that way.  We were losing  
 
            9         marketshare and a lot of farm  parents were telling  
 
           10         their kids you better think t wice about whether  
 
           11         you want to do that and that' s a hard thing to say  
 
           12         for all the reasons stated he re.   
 
           13                       With the right time in dairying and  
 
           14         a lot of other things and a p artnership in this  
 
           15         state, that picture turned ar ound radically and we  
 
           16         did see growth, not only at t he high side of the  
 
           17         market in the larger farms, b ut diversification.   
 
           18         We have the largest organic m arketshare.  We have  
 
           19         over 50 percent of our new en tering farmers are  
 
           20         grazers at this point.  We've  gone into specialty  
 
           21         cheeses in a big way.  We now  produce over 600  
 
           22         varieties of cheese in this s tate, more than any  
 
           23         country in the world.   
 
           24                       That's importan t from a producer's   
 
           25         standpoint because many of th ose are artisan  
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            1         farms, are farmstead cheeses or people that are  
 
            2         selling to that and so our ma rketshare has grown  
 
            3         about one to one and a half p ercent per year for  
 
            4         the last seven years.  That i s important.  We're  
 
            5         now at 46 percent of all the specialty cheese that  
 
            6         the nation produces.  That's the result of a  
 
            7         very -- of a balanced opportu nity ,and so before  
 
            8         Wall Street crashed this whol e economy, for two  
 
            9         years running at the World Da iry Expo at our  
 
           10         little booth there, the numbe r one question that  
 
           11         we got, to my surprise, was f rom young farmers  
 
           12         from out of state asking how can we come to  
 
           13         Wisconsin to dairy farm.  In my lifetime, that has  
 
           14         never happened before.   
 
           15                       Now, if this re cession and if the  
 
           16         other changes that we have, t here's no guarantees  
 
           17         in this game, but the actions  that you are trying  
 
           18         to take here and that are try ing to be taken for  
 
           19         this economy can make that pi cture bright again.   
 
           20         Farmers don't want guarantees , but they want  
 
           21         greater predictability and le ss volatility.  And  
 
           22         the commission that -- the da iry committee that  
 
           23         you appointed me to, and I fe lt a little like Mark  
 
           24         Twain's thing there, if it we ren't for the honor,  
 
           25         I'd just as soon pass, after 30 years of dairy  
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            1         policy. 
 
            2                       But I think wha t you are trying to  
 
            3         put together is a coherent si ngle approach to a  
 
            4         mish-mash and what I hear fro m dairy farmers from  
 
            5         across the country is a great er will to get that  
 
            6         done.   
 
            7                       MR. VILSACK:  T hank you.  I see  
 
            8         we've been joined by another distinguished member  
 
            9         of our panel.  Congresswoman,  thank you very much  
 
           10         for being here.  We appreciat e you taking time  
 
           11         from your busy schedule.  I w anted to give you an  
 
           12         opportunity to do what the ot her elected officials  
 
           13         have been able to do, which i s to make a few  
 
           14         comments.  As folks from this  area know,  
 
           15         Congresswoman Baldwin has rep resented Wisconsin's  
 
           16         Second Congressional District  since January of  
 
           17         1999.  Madison, obviously, is  in her congressional  
 
           18         district.   
 
           19                       She serves on a  variety of  
 
           20         committees as well, including  energy and commerce  
 
           21         and judiciary, where she has also worked on   
 
           22         antitrust issues in dairy and  has been focused on  
 
           23         providing freight rail to pro vide relief to  
 
           24         consumers.  Prior to her serv ice in Congress, she  
 
           25         served in the Wisconsin State  Assembly and also as  
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            1         a Dane County supervisor.  So  Congresswoman, thank  
 
            2         you for being here. 
 
            3                       CONGRESSWOMAN B ALDWIN:  Thank you,  
 
            4         and I apologize for my tardin ess, the airlines  
 
            5         were not cooperating this mor ning.  Let me begin  
 
            6         by thanking you, Mr. Secretar y, for coming here  
 
            7         and Assistant Secretary Varne y, we're delighted to  
 
            8         have you here and focusing so me really needed  
 
            9         attention on competition issu es facing our dairy  
 
           10         farmers.  I really can't thin k of a more fitting  
 
           11         location for you to have this  workshop than  
 
           12         America's Dairyland.   
 
           13                       You will hear f rom people who have  
 
           14         generations of knowledge hand ed down and to be on  
 
           15         this campus at this fine Univ ersity where also so  
 
           16         much knowledge is located is very fitting.  I  
 
           17         would be remiss if I didn't s tart with some  
 
           18         reflections about how difficu lt the last year and  
 
           19         some months have been in this  area.  You know,  
 
           20         dairy farmers are very famili ar with price  
 
           21         volatility, but the historic low prices that were  
 
           22         experienced over the last yea r were really  
 
           23         something that was very drast ic.   
 
           24                       I remember read ing an article in  
 
           25         the Milwaukee Journal Sentine l last August  
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            1         indicating that on average, o r the average dairy  
 
            2         farm was losing roughly $100 per cow per month in  
 
            3         their operation because of th e historic low  
 
            4         prices, and you know, while t hey're accustomed to  
 
            5         this volatility, this crisis feels like it  
 
            6         threatened the industry unlik e others that they've  
 
            7         experienced in the past.   
 
            8                       I know that dur ing the same time  
 
            9         period, I didn't see any reli ef at the grocery  
 
           10         store when I was picking out my dairy products.   
 
           11         So during this time, family f armers and their  
 
           12         advocates have told me truly heartbreaking stories  
 
           13         of their struggles to stay in  business, to pay  
 
           14         bills, to get credit, some ca shing out their  
 
           15         savings and sadly, for too ma ny, losing their  
 
           16         whole farms and Mr. Secretary , as you know, many  
 
           17         of these farms have been in f amilies for  
 
           18         generations and so losing a f arm is not just  
 
           19         losing a small business, but it's a homestead and  
 
           20         the ripple effect goes throug h.   
 
           21                       I particularly am troubled by the  
 
           22         human toll that it's taken.  I am in contact with  
 
           23         those who take calls from fol ks in crisis.  The  
 
           24         Wisconsin Farm Center certain ly has been inundated  
 
           25         with requests for assistance,  including suicide  
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            1         prevention and I can furnish you with a lot more  
 
            2         information, but anyhow, to t he topic of the day,  
 
            3         much of the concern about the  dairy crisis rests  
 
            4         with the lack of competition in the dairy industry  
 
            5         and the effect that that has particularly on small  
 
            6         dairy farmers.   
 
            7                       Now, I want to be clear, farming  
 
            8         cooperatives do play a really  important role in  
 
            9         rural communities by improvin g farmers' bargaining  
 
           10         position with milk handlers a nd farmers have long  
 
           11         joined cooperatives to better  market their  
 
           12         products and access farm rela ted supplies and  
 
           13         services.  And so I was pleas ed, Mr. Secretary, to  
 
           14         see your recent comments that  the antitrust focus  
 
           15         is not so much on Capper-Vols tead Act, but more  
 
           16         Sherman and Clayton Act issue s.   
 
           17                       That said, comp etition is necessary  
 
           18         in the dairy industry and I a pplaud the Department  
 
           19         of Justice's action and revie w of Dean Foods for  
 
           20         its acquisition of two plants  formerly owned by  
 
           21         Foremost Farms.  We certainly  have a concern that  
 
           22         this acquisition will lead to  increased  
 
           23         consolidation in the processi ng industry and more  
 
           24         limited competition in Wiscon sin at the expense of  
 
           25         farm families.  As a result o f this acquisition,  
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            1         Dean Foods now controls appro ximately 57 percent  
 
            2         of the market for processed m ilk in northeastern  
 
            3         Illinois, Wisconsin and the U P.   
 
            4                       And while Dean Foods' bottom line  
 
            5         grows, dairy farmers struggle , you know, to avoid  
 
            6         hitting rock bottom.  I am al so interested in  
 
            7         consolidation and competitive ness issues, not only  
 
            8         among processors, but among r etailers and those in  
 
            9         the food delivery business.  Giants like Wal*Mart  
 
           10         and new changes that we see w ith discount mass  
 
           11         merchandisers and warehouse c lub stores are of  
 
           12         concern, but quite frankly, a nticompetitive  
 
           13         practices have been around fo r a long time, but  
 
           14         until recently, I don't think  enough attention has  
 
           15         been paid to this important i ssue.   
 
           16                       And as I got a chance to tell  
 
           17         Assistant Secretary Varney wh en we talked on the  
 
           18         phone last year, I'm really g lad that you're  
 
           19         giving it the attention that you are.  We really  
 
           20         do need your emphasis on thes e issues.  Today's  
 
           21         event is extremely important,  in that farmers will  
 
           22         have a chance to be heard and  express their  
 
           23         concerns about the declining number of family  
 
           24         farms, the fewer market optio ns that they have and  
 
           25         less competition among proces sors, retailers and  
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            1         food distributors, artificial ly depressed prices  
 
            2         and the possibility of price manipulation and the  
 
            3         resulting toll that this take s in our community.   
 
            4         Farming and family farming in  particular is really  
 
            5         the back bone of the Wisconsi n economy and we're  
 
            6         just so glad to have you here  today calling  
 
            7         attention to these issues. 
 
            8                       MR. VILSACK:  T hank you.  To the  
 
            9         Congresswoman and the two sen ators, one of the  
 
           10         issues that you've touched on  in your comments is  
 
           11         the need for expanded market opportunities.  And  
 
           12         as we look at consumption of dairy products,  
 
           13         notwithstanding all the speci alty cheeses that are  
 
           14         being produced, we see especi ally among young  
 
           15         children less interest in dai ry products and  
 
           16         particularly milk.   
 
           17                       I'm interested in knowing your  
 
           18         thoughts about how we might b e able to encourage  
 
           19         more consumption.  I know tha t the Institute of  
 
           20         Medicine has suggested that w ith reference to our  
 
           21         school lunch and school break fast programs, that  
 
           22         there could be greater focus on low fat dairy  
 
           23         products and greater consumpt ion of that as a  
 
           24         possibility.  Is that somethi ng that might provide  
 
           25         some degree of assistance and  help to these  
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            1         farmers if we expand markets in consumption,  
 
            2         comments or thoughts about th at? 
 
            3                       SENATOR FEINGOL D:  Well, you know,  
 
            4         in my conversations with youn g people, I think  
 
            5         there's a lot of opportunity here.  You know,  
 
            6         particularly given the number  of people that  
 
            7         are -- unfortunately, if you' re in other parts of  
 
            8         the agriculture industry choo sing alternative ways  
 
            9         for diets, vegetarian, other diets, this is an  
 
           10         area that I find people pursu ing.  I find people  
 
           11         very interested in various da iry products.  Yes,  
 
           12         the low fat helps, but also, you know, given the  
 
           13         fact that people are talking about making sure  
 
           14         that kids aren't drinking sod a all the time, and  
 
           15         you know, that's a big change  from when I was a  
 
           16         kid.   
 
           17                       It was like any  opportunity to get  
 
           18         at soda or pop, as we call it  here in Wisconsin.   
 
           19         People don't believe that it' s called pop, but it  
 
           20         is.  So you know, you're righ t, there are trends  
 
           21         out there that would be poten tially negative, but  
 
           22         if people are given the prope r information about  
 
           23         not only the short-term, but the long-term benefit  
 
           24         of dairy products for people,  obviously, for your  
 
           25         bones and your health later i n life.  If you  
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            1         really are being educated as a young person about  
 
            2         the way to have a good diet, I think we can  
 
            3         counter some of these trends through some of the  
 
            4         strengths we really have in t he dairy industry. 
 
            5                       MR. VILSACK:  S enator Kohl, do you  
 
            6         have any thoughts about that?  
 
            7                       SENATOR KOHL:  Yes, well, I think  
 
            8         the rise of the organic movem ent has had some  
 
            9         positive impact on dairy, bec ause there are  
 
           10         increasing numbers of dairy f arms that produce  
 
           11         organic and have attracted a real following, of  
 
           12         course producing more low fat , as Russ pointed  
 
           13         out, low fat dairy products i s a positive in the  
 
           14         marketplace and of course, th e marketers  
 
           15         themselves have to do a bette r job, I think, as  
 
           16         marketers in ever industry ha ve seen to it that  
 
           17         their particular products are  always more  
 
           18         attractive to consumers who h ave increasingly more  
 
           19         choices.   
 
           20                       I happen to ope rate a milk stand at  
 
           21         the State Fair every summer.  I've been doing it  
 
           22         for many, many years and we s ell just flavored  
 
           23         milk and we have five differe nt flavors every  
 
           24         summer and mothers can't wait  to get their kids to  
 
           25         come to our milk stand, becau se the kids go wild  
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            1         over the flavors and I've oft en wondered why more  
 
            2         marketers don't produce more flavored milks,  
 
            3         because young people in parti cular really like  
 
            4         that. 
 
            5                       So marketing is  a big aspect of it  
 
            6         and I think really, Mr. Secre tary, if we can make  
 
            7         farming, dairy farming more a ttractive and more  
 
            8         profitable as a lifestyle for  young people, there  
 
            9         will always be enough custome rs for dairy products  
 
           10         in our country.  It has been that way since the  
 
           11         very beginning and I think it  will continue to be  
 
           12         that way, but I believe our n umber one challenge  
 
           13         is to see to it that dairy fa rming can be  
 
           14         economically attractive to yo ung people. 
 
           15                       MR. VILSACK:  C ongresswoman? 
 
           16                       CONGRESSWOMAN B ALDWIN:  Your  
 
           17         question leads me in a lot of  different directions  
 
           18         and I don't want to talk too long, but I think  
 
           19         there's a new focus on this i ssue that is -- that  
 
           20         provides an opportunity for d airy farmers, I think  
 
           21         about the lack of nutritional  literacy, the  
 
           22         childhood obesity epidemic th at has gotten new  
 
           23         attention.  It's now going to  be, among others,  
 
           24         championed by our First Lady,  and also as the  
 
           25         recession has deeply hit folk s, poverty and food  
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            1         choices are issues we need to  understand more  
 
            2         deeply.   
 
            3                       If the grocery store in your  
 
            4         neighborhood closes because y ou live in a poor  
 
            5         neighborhood, as many have in  even our own  
 
            6         community here, the options, the array of options  
 
            7         you have, if there's only a 7 -11 or a convenience  
 
            8         store in your immediate neigh borhood and in order  
 
            9         to go to a grocery store, you 're taking a taxi or  
 
           10         multiple buses, these affect people's food choices  
 
           11         and their nutritional health.    
 
           12                       And as we pay m ore attention to it,  
 
           13         I think that clearly, educati ng people about a  
 
           14         balanced diet and things that  are truly affordable  
 
           15         would absolutely include dair y products as a  
 
           16         cornerstone of that. 
 
           17                       MR. VILSACK:  G eneral, I'd like to  
 
           18         ask you, we've only got a few  more minutes here,  
 
           19         but the Congresswoman mention ed cooperatives and  
 
           20         the focus, I just thought it might be helpful for  
 
           21         folks to get your take on thi s, to reinforce the  
 
           22         fact that what this is and wh at this isn't. 
 
           23                       MS. VARNEY:  Su re, we understand  
 
           24         that co-ops are essential to the livelihood of  
 
           25         many of America's farmers and  we are very, very  
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            1         supportive of the mission of co-ops and of Capper- 
 
            2         Volstead.  We have heard an a lternative view here  
 
            3         and there, that sometimes som e of the larger  
 
            4         co-ops are not as accessible to their members as  
 
            5         some of their members would l ike to be and in  
 
            6         particular, I've heard from o ne of the larger  
 
            7         co-ops that they are trying t o become more  
 
            8         transparent and more responsi ve to their members'  
 
            9         needs. 
 
           10                       So we're -- we don't have an agenda  
 
           11         here that is in any way anti co-op.  We have a pro  
 
           12         farmer agenda and we're going  to take that  
 
           13         wherever it leads us and just  to assure you,  
 
           14         Secretary, we're very support ive of  
 
           15         Capper-Volstead. 
 
           16                       MR. VILSACK:  A ll right, thank  
 
           17         you.  We have probably time f or sort of one minute  
 
           18         summations, if anyone wants t o have any additional  
 
           19         thoughts.  Mr. Secretary, I'l l start with you and  
 
           20         just kind of move down the li ne. 
 
           21                       MR. NILSESTUEN:   Well, hopefully,  
 
           22         this open session, Mr. Secret ary, is teed up and  
 
           23         just touched the -- touched q uickly on the variety  
 
           24         of the issues and their compl exity here, that  
 
           25         there aren't any silver bulle ts, but to me, the  
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            1         one takeaway that I have here  is the recognition  
 
            2         by the Obama administration a nd you and leadership  
 
            3         in agriculture together with Justice that market  
 
            4         transparency, balance that we ll designed,  
 
            5         modernized, effective regulat ion and oversight  
 
            6         enforcement is good for marke ts and good for  
 
            7         producers and good for all th e participants within  
 
            8         them.   
 
            9                       And if we can d o that, the other  
 
           10         things that producers and mar keters and co-ops do  
 
           11         so well, we can have that bri ght future that  
 
           12         you're talking about, but if there is dislocation,  
 
           13         if we have a blind eye to str ucture, as boring as  
 
           14         sometimes those topics seem t o be to the general  
 
           15         public, we'll have great disl ocation and continue  
 
           16         to see the kind of consolidat ion that we've had in  
 
           17         too many sectors and I think the dairy industry  
 
           18         does not want to go down that  road. 
 
           19                       SENATOR FEINGOL D:  I guess the  
 
           20         point I want to make is I've seen some changes in  
 
           21         terms of the emphasis on the issues in the dairy  
 
           22         industry.  I'll tell you, som e of the bloodiest  
 
           23         battles I've ever seen are th e regional battles  
 
           24         between the Midwest and New E ngland.  Usually, we  
 
           25         often vote together on many i ssues and there's  
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            1         some good natured joshing tha t goes on.  It turns  
 
            2         out that Ben & Jerry's actual ly wanted to come to  
 
            3         Wisconsin, but their car brok e down, so they  
 
            4         stayed in Vermont.  They knew  where to come.   
 
            5                       But you know, t here was great  
 
            6         ugliness and frankly tension not only between, but  
 
            7         even within our dairy communi ty.  What we're  
 
            8         talking about here today are things that bring us  
 
            9         together that unify dairy far mers across the  
 
           10         country and that is exciting to me, because I saw  
 
           11         us as not getting anywhere fo r years until,  
 
           12         frankly, you and Ms. Varney a nd others came in and  
 
           13         started to move us in this di rection. 
 
           14                       So I want to th ank you and  
 
           15         particularly urge you on in t he area of trying to  
 
           16         resolve this problem of where  is the money going  
 
           17         that is being paid by consume rs and not being  
 
           18         received by farmers. 
 
           19                       SENATOR KOHL:  Yes, I think it's  
 
           20         not hard for me and I think m any people to  
 
           21         understand how many aspects o f farming are  
 
           22         enormously attractive to youn g people as a  
 
           23         potential way of life.  We've  talked about some of  
 
           24         those characteristics this mo rning, so I need not  
 
           25         enumerate, but I would wager anything that if all  
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            1         of a sudden federal policies were more aligned  
 
            2         with the need for people in a griculture to make a  
 
            3         good living and if that becam e apparent to young  
 
            4         people, then they would flock  to farming for all  
 
            5         the obviously attractive qual ities of life that it  
 
            6         does offer.   
 
            7                       As I've said ea rlier, federal  
 
            8         policies over the years have favored consumers, I  
 
            9         believe, over farm producers because there are so  
 
           10         many, many, many more people at that level of  
 
           11         consumer, but I think we need  to change that.   
 
           12         Secretary Vilsack pointed out , which is true, that  
 
           13         we have so many fewer farms t oday than in decades  
 
           14         and centuries past, but the m ost important reason  
 
           15         for that is that our farms ar e so much more  
 
           16         productive and ever more prod uctive, so that a  
 
           17         farm unit, a farm acre produc es so much more  
 
           18         product than was true in time s earlier. 
 
           19                       But I think wit h a little help from  
 
           20         our people at the federal lev el, we can make  
 
           21         farming in the next generatio n something that  
 
           22         young people really are attra cted to and I think  
 
           23         with people like Tom Vilsack and Christine Varney,  
 
           24         we're going to accomplish tha t. 
 
           25                       CONGRESSWOMAN B ALDWIN:  Thank you.   
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            1         Well, the focus of today's wo rkshops are so  
 
            2         critical to us as we move for ward and Wisconsin is  
 
            3         America's Dairyland, it is ou r tradition and we  
 
            4         want it to be our future, too .  And so getting it  
 
            5         right, as we know, some aspec ts of consolidation,  
 
            6         some aspects of concentration  are positive, but  
 
            7         not all and that's where the policing function  
 
            8         needs to come in and it's bee n absent for, I  
 
            9         think, too long and we are ju st really delighted  
 
           10         that you are giving new atten tion to some of the  
 
           11         more disturbing trends that w e're seeing that we  
 
           12         think will make it more diffi cult for our dairy  
 
           13         farmers. 
 
           14                       MS. VARNEY:  I' m here principally  
 
           15         to listen and there are a cou ple things that if  
 
           16         our panelists and others coul d talk about, this is  
 
           17         my third time visiting dairy country, although I  
 
           18         may have been in enemy territ ory a few times, and  
 
           19         what I'm very interested in i s there are as many  
 
           20         views of the problems as ther e are potential  
 
           21         solutions.   
 
           22                       And I've heard a lot about over  
 
           23         production, I've heard a lot about lack of  
 
           24         demand.  I've heard about man ipulation of  
 
           25         pricing.  I've heard about co nsolidation and  
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            1         concentration and I'm very in terested in what the  
 
            2         people who are going to be ta lking to us today  
 
            3         have to say about those issue s as we continue to  
 
            4         figure out our strategy. 
 
            5                       MR. VILSACK:  I  want to thank the  
 
            6         first panel.  I know that Sen ator Feingold has to  
 
            7         leave for a little while, but  will be back, so we  
 
            8         appreciate you being here.  I  would encourage the  
 
            9         other panelists to sit tight and we're going now  
 
           10         to invite up to the stage a n umber of dairy  
 
           11         farmers now.  This will be in teresting, given the  
 
           12         pro Wisconsin bent of this co nversation so far.   
 
           13         We are going to have folks fr om California and New  
 
           14         Mexico and New York and Minne sota come up here and  
 
           15         I think they may potentially have a slightly  
 
           16         different take on some issues , but we hope to have  
 
           17         a vigorous conversation, so I 'd invite the farm  
 
           18         panelists to come on up.   
 
           19                       We've got the p anelists assembled,  
 
           20         if we could realize that this  is a panel that's  
 
           21         following a panel that we did n't take a break, but  
 
           22         we will take a break after th is panel for about a  
 
           23         half an hour, so I'm looking forward to this  
 
           24         conversation.  I think what I 'll do is introduce  
 
           25         the panelists, all of them at  once and then ask  
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            1         each of them to make a couple  of comments starting  
 
            2         to my right and just moving t o my left, and then  
 
            3         we'll have an opportunity for  dialogue and I  
 
            4         certainly would encourage Sen ator Kohl and  
 
            5         Congresswoman Baldwin to ask any questions that  
 
            6         you might have, as well as th e Assistant Attorney  
 
            7         General.   
 
            8                       Let me start wi th Darin Von Ruden,  
 
            9         who is a third generation org anic farmer.  He is  
 
           10         to my immediate right, to the  far right.  Darin  
 
           11         was elected president of the Wisconsin Farmers  
 
           12         Union this year and has serve d in several  
 
           13         capacities for the organizati on, a patron member  
 
           14         of the Westby Cooperative Cre amery, a founding  
 
           15         member of the Wisconsin Farme rs Union, specialty  
 
           16         cheese chair of the Wisconsin  Dairy Farmers Guild  
 
           17         and is a founding member of t he Upper Midwest Milk  
 
           18         Producers Association.   
 
           19                       Sitting next to  Darin, and  
 
           20         hopefully they'll get along, is Jamie Bledsoe who  
 
           21         is a dairy farmer from Riverd ale, California.  He  
 
           22         served -- currently serves as  president, board  
 
           23         president of the Western Unit ed Dairymen and is on  
 
           24         the board of directors of his  cooperative,  
 
           25         California Dairies, Inc.  He currently has 1200  
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            1         Holstein cows in two faciliti es and feeds over  
 
            2         2500 replacement heifers and 500 bulls for  
 
            3         breeding purposes, a third ge neration dairyman and  
 
            4         farms with his family.   
 
            5                       Next to the Sec retary of  
 
            6         Agriculture is Christine Suka lski.  She is a  
 
            7         partner and dairy manager in Reiland Farms, LLP.   
 
            8         The farm consists of 360 dair y cows, 300 head of  
 
            9         young stock and about 1500 ac res of crops.  She  
 
           10         earned producer of the year f rom both the  
 
           11         Minnesota Milk Producers Asso ciation and the  
 
           12         National Dairy Shrine, as wel l as an excellence  
 
           13         award from the Minnesota Depa rtment of  
 
           14         Agriculture.   
 
           15                       Sitting next to  Christine is  
 
           16         Joaquin Contente, who served as president of the  
 
           17         California Farmers Union sinc e he was elected to  
 
           18         that post in January of 2000.   He owns and  
 
           19         operates a dairy farm with hi s brother and family  
 
           20         in Hanford which is in the ce ntral valley of  
 
           21         California.  Joaquin and his family have owned and  
 
           22         operated this dairy farm sinc e the late 1920s.  He  
 
           23         is also a board member of the  California Dairy  
 
           24         Campaign.   
 
           25                       To my left sitt ing next to the  
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            1         Congresswoman is Frances Hort on.  She's a third  
 
            2         generation farmer from New Me xico.  Frances and  
 
            3         her husband own -- what I'm n ot going to get this  
 
            4         right, Las Uvas Valley Dairy,  which consists of  
 
            5         14,000 milk cows.  Additional ly, they have a  
 
            6         heifer feed lot, black angus beef cattle and grow  
 
            7         alfalfa.  She serves as a cou ncil representative  
 
            8         for the Dairy Farmers of Amer ica and is a board  
 
            9         member of the Dairy Producers  of New Mexico.   
 
           10                       Sitting next to  Frances is Ed  
 
           11         King.  He's been farming on a  family farm since  
 
           12         1963.  Since that time, the f arm has grown to 2180  
 
           13         acres and 900 registered Hols tein cows.  The farm  
 
           14         founded by his grandfather is  more than 100 years  
 
           15         old and is currently managed by two of Ed's sons.   
 
           16         In addition to his duties on the farm, he has  
 
           17         served as the director of the  Dairylea Cooperative  
 
           18         since 1993, also as vice chai r of the New England  
 
           19         Dairy Promotion Board and has  recently been named  
 
           20         by the President Obama to cha ir the Federal Farm  
 
           21         Service Agency's New York Sta te Committee.   
 
           22                       And finally nex t to Ed is Joel  
 
           23         Greeno, who is a dairy farmer  from Kendall,  
 
           24         Wisconsin, where he milks 48 cows on a 160-acre  
 
           25         farm with his family.  His fa rm was purchased in  
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            1         1990 and he began milking cow s there in 1993, has  
 
            2         a sustainable forming operati on using rotational  
 
            3         grazing, no chemicals or comm ercial fertilizers.   
 
            4                       He is the presi dent of the American  
 
            5         Raw Milk Producers Pricing As sociation, the  
 
            6         vice-president of the Family Farm Defenders and  
 
            7         serves on the executive commi ttee of the National  
 
            8         Family Farm Coalition.  He's one of the founding  
 
            9         producers of Scenic and Centr al Milk Producers, a  
 
           10         midwest cooperative marketing  milk to many  
 
           11         processes in the last 12 year s.  So as you can  
 
           12         tell from the introduction, i t's a fairly  
 
           13         representative sampling both in geography and in  
 
           14         size and in concept here toda y. 
 
           15                       So with that, D arin, I'm going to  
 
           16         ask you to start, if that's o kay and we'll just  
 
           17         move right down the line with  any comments that  
 
           18         you all have.  We have about five minutes each for  
 
           19         each of you and then we'll op en it up for  
 
           20         questions. 
 
           21                       MR. VON RUDEN:  Thank you,  
 
           22         Mr. Secretary, and thank you,  Assistant Attorney  
 
           23         General Varney for being here  today.  I thank you,  
 
           24         Senator Kohl, Senator Feingol d, Congresswoman  
 
           25         Baldwin, thank you much for b eing here today.   
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            1         This is a critical issue that  needs to be  
 
            2         addressed.  I've been involve d in dairy pricing  
 
            3         issues now for the better par t of 20 years, since  
 
            4         I've taken over the family fa rm from my folks.  In  
 
            5         1996, I was part of a group o f farmers that  
 
            6         organized the Upper Midwest M ilk Producers  
 
            7         Association and we were actua lly brought to the  
 
            8         Attorney General's office her e in the State of  
 
            9         Wisconsin for price fixing, t rying to get a decent  
 
           10         price for our friends and our selves, basically.   
 
           11                       No action was t aken off that,  
 
           12         because we did form the Upper  Midwest Milk  
 
           13         Producers Cooperative because  of that, but because  
 
           14         of that, I was also put on fo rmer Governor Tommy  
 
           15         Thompson's cheese pricing tas k force and in that  
 
           16         process, I tried to introduce  some form of a  
 
           17         formula that would include co st of production in  
 
           18         the formula, which at that ti me was being  
 
           19         discussed for the 1996 farm.  We ended up losing  
 
           20         the battle to get that includ ed in that, so the  
 
           21         recommendations that that tas k force took to the  
 
           22         Attorney General at that time  did not include the  
 
           23         cost of production, which was  a disappointment to  
 
           24         me.   
 
           25                       Then in the fol lowing years, or in  
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            1         the following months, I shoul d say, the Wisconsin  
 
            2         Assembly or Wisconsin Senate introduced a bill and  
 
            3         I'm not sure what the number is on that right  
 
            4         offhand, I haven't had time t o look it up, but  
 
            5         they introduced a bill that w ould regulate the  
 
            6         Green Bay Cheese Exchange on trading against  
 
            7         interests.  It was trading ag ainst interests rule  
 
            8         of 1996 or 1997, one of those  two years, but  
 
            9         anyway, the senate passed 28 to five and the  
 
           10         assembly got held up in ag co mmittee a little bit  
 
           11         and then pretty soon, the Gre en Bay Cheese  
 
           12         Exchange was announcing that they were going to  
 
           13         move out of the state.  They didn't want to be  
 
           14         regulated.   
 
           15                       And I think thi s is something that  
 
           16         needs to be looked at, becaus e if the CME, which  
 
           17         is the old Green Bay Cheese E xchange, it's all the  
 
           18         same players, nothing has rea lly changed there.   
 
           19         If they run away from being r egulated in one state  
 
           20         they're going to and they mov e to another state,  
 
           21         if that state adopts the same  type of regulation,  
 
           22         they're going to move to anot her state, they will  
 
           23         go to Kansas City or New York .   
 
           24                       So this is some thing that has to be  
 
           25         done on the federal level to address that issue of  
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            1         trading against interests.  W hat trading against  
 
            2         interests is, really, is that  a net buyer of  
 
            3         cheese, somebody that buys ch eese all the time  
 
            4         cannot sell on that market or  if they're a net  
 
            5         seller on that market, they c an't be a net buyer  
 
            6         and that's what's happening o n this market, is  
 
            7         somebody will buy too much pr oduct at a low price  
 
            8         and when prices start coming up which will reflect  
 
            9         a higher price for farmers, t hey sell it to drop  
 
           10         the price to the farmers.   
 
           11                       Whereas if they  were on their own  
 
           12         side of the block at all time s, we'd have a, you  
 
           13         know, I think a more stable p rice for our  
 
           14         product.  So that's one thing  I think that, you  
 
           15         know, we really need to addre ss.   
 
           16                       Some of the oth er concerns that we  
 
           17         heard from the panel this mor ning, and just the  
 
           18         general feeling that I'm gett ing, my folks didn't  
 
           19         want me to farm because of th e economics.  It's  
 
           20         all about economics.   
 
           21                       It's a great pl ace to grow a  
 
           22         family.  I've got a 16 year o ld son and an 11 year  
 
           23         old daughter and I knew this was going to happen,  
 
           24         but you know, I would like to  see one of them take  
 
           25         over the farm, I really would , but can they.  I've  
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            1         had real good friends that th eir folks sold the  
 
            2         farm lock, stock and barrel j ust so they couldn't  
 
            3         farm and why, you know, they want to.   
 
            4                       We're going int o this period of  
 
            5         time in our lives where we're  going to be looking  
 
            6         at non-Americans producing ou r food right in our  
 
            7         own territory.  It's happenin g already today.  And  
 
            8         I think with that sentiment, you get so much of  
 
            9         the working public that doesn 't have the tie to  
 
           10         ownership and when you've got  the tie to  
 
           11         ownership, you actually care about things. 
 
           12                       But when you're  there just working  
 
           13         an eight-hour day for a salar y, you really don't  
 
           14         care about the animals and th e land the way the  
 
           15         people that actually own it d o, and if we keep  
 
           16         going down this road of large r and larger the way  
 
           17         the system is taking us, I th ink we're going to be  
 
           18         where Russia was 20 years ago  where they and  
 
           19         Assemblywoman Baldwin or Cong resswoman Baldwin  
 
           20         already said that there's loc al grocery stores  
 
           21         being closed up.   
 
           22                       In 1992, we hos ted a Russian at our  
 
           23         place and if they weren't in line by 8:00 on  
 
           24         Monday or Thursday mornings a t the local grocery  
 
           25         stores, they didn't have food  for the next three  
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            1         or four days and if we've alr eady got grocery  
 
            2         stores that are closing, loca l grocery stores that  
 
            3         are closing down, what's it g oing to be like here  
 
            4         in 10 or 15 years, are we goi ng to be in that same  
 
            5         situation.   
 
            6                       We're supposed to be the bread  
 
            7         basket of the world, but I th ink part of the  
 
            8         problem is the concentration.   We're seeing it in  
 
            9         all the other aspects of agri culture, where more  
 
           10         and more people -- or I shoul dn't say more and  
 
           11         more people, less and less pe ople are controlling  
 
           12         the system and we need to mov e beyond that point.   
 
           13                       Just one last c omment, you know, I  
 
           14         think some of the things that  we're going to hear  
 
           15         throughout today, I was rathe r encouraged by the  
 
           16         panel before us, because they 're looking at let's  
 
           17         get back to controlling, you know, our own  
 
           18         destiny, basically.   
 
           19                       And I hope that  the panels this  
 
           20         afternoon are going to have s ome of that same  
 
           21         tone, but you know, I've sat in so many meetings  
 
           22         like this and come out of it with the same general  
 
           23         consensus, that there's nothi ng wrong and there is  
 
           24         something wrong, you know, an d it needs to be  
 
           25         changed.  Thank you. 
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            1                       MR. BLEDSOE:  G ood morning,  
 
            2         Secretary Vilsack and Assista nt Attorney General  
 
            3         Holder and other elected offi cials at the table  
 
            4         today.  I've prepared a state ment because I'm  
 
            5         nervous, particularly because  I don't do this  
 
            6         every day.  I take care of co ws and the other  
 
            7         reason is I'm from California .  Some of the  
 
            8         comments I heard this morning , I'm glad Joaquin  
 
            9         Contente's here because that leaves two targets  
 
           10         for you.  I want to thank you  for holding this  
 
           11         workshop to examine competiti on in agricultural  
 
           12         markets.   
 
           13                       The Secretary k ind of gave me a  
 
           14         brief introduction, but I wan ted to tell you my  
 
           15         wife's name is Elizabeth and we have four  
 
           16         children, and Liz is a third generation dairy  
 
           17         farmer, but I'm the first and  my son came from  
 
           18         Cal-Poly last June to join us  on the farm and help  
 
           19         run the farm and I have three  daughters that are  
 
           20         finishing various degrees at state colleges in  
 
           21         California.   
 
           22                       My experience h as been many and  
 
           23         varied in this industry, incl uding managing dairy  
 
           24         operations, the development o f the lead dairy  
 
           25         cattle genetics, marketing of  live cattle semen  
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            1         and embryos all over the worl d, but my first love  
 
            2         is to develop a profitable da iry herd and my wife  
 
            3         and I started that in 2003 wi th 120 cows and as  
 
            4         you heard earlier today, I mi lk 1200 cows and have  
 
            5         a diversified farming operati on.  Our operation  
 
            6         supports my family as well as  provides food and  
 
            7         shelter for 20 employees and their families.   
 
            8                       I wanted to say  that the dairy  
 
            9         industry is a competitive ind ustry and that has  
 
           10         provided my family a chance t o grow our operations  
 
           11         to where we are today, and ou r prices are not set  
 
           12         as many like to claim.  Our f arm prices are  
 
           13         responsive to market signals,  but do not have --  
 
           14         but do have processes in plac e to pay uniform  
 
           15         prices to farmers recognizing  the perishability of  
 
           16         the product we have.  In Cali fornia, the dairy  
 
           17         industry has a huge impact, j ust like Wisconsin.   
 
           18                       Milk production  is the largest  
 
           19         sector of the largest industr y in the state.  The  
 
           20         California dairy industry is responsible for more  
 
           21         than 443,000 jobs and a typic al dairy, which is a  
 
           22         dairy my size, can generate $ 33 million a year in  
 
           23         economic activity and provide s 232 jobs in the  
 
           24         state.  In total, the dairy i ndustry in the state  
 
           25         of California contributed $63  billion in economic  
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            1         impact in 2008.   
 
            2                       The economic si tuation facing the  
 
            3         California dairy industry thi s past year was  
 
            4         ruinous.  While things have i mproved slightly,  
 
            5         dairy farmers are still exper iencing negative  
 
            6         margins.  In fact, June marks  the 19th consecutive  
 
            7         month of low milk prices and high input costs.   
 
            8         Farm milk prices and feed com modity prices tend to  
 
            9         be cyclical in nature.  Howev er, producers have  
 
           10         never witnessed such dramatic ally low milk prices  
 
           11         combined with skyrocketing pr oduction costs as  
 
           12         they did for all of 2009.  Pe ople, margins just  
 
           13         haven't been low, they just s imply haven't  
 
           14         existed.   
 
           15                       The crash came earlier to  
 
           16         California.  The California m ilk pricing system  
 
           17         responds more quickly to curr ent market conditions  
 
           18         because it corresponds to the  Chicago Mercantile  
 
           19         Exchange.  In contrast, price  reporting procedures  
 
           20         for federal milk marketing or ders usually result  
 
           21         in a one or two-month delay.  The U.S. has a huge  
 
           22         impact on the competitiveness .  It's been the  
 
           23         world's low-cost volume milk producer for many  
 
           24         years.  Unlike some other cou ntries that may beat  
 
           25         us on price, we also have the  advantage of the  
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            1         most lucrative domestic dairy  market in the  
 
            2         world.   
 
            3                       New Zealand, fo r example, produces  
 
            4         roughly the same amount of mi lk as we do in  
 
            5         California, but has a domesti c market of just 10  
 
            6         percent the size of the State  of California.  Our  
 
            7         competitiveness is borne out by the number of  
 
            8         companies based elsewhere tha t have come here in  
 
            9         search of milk and our market s, companies like  
 
           10         Nestle, Saputo, LALA, Fonterr a and Glambia, just  
 
           11         to name a few.   
 
           12                       Productivity ga ins on the U.S.  
 
           13         dairy farms for the past seve ral decades are  
 
           14         nothing short of astonishing.   However, all U.S.  
 
           15         producers will be higher cost  producers in the  
 
           16         years to come as a result of the additional debt  
 
           17         load taken on to survive thes e negative operating  
 
           18         margins, and in my case, the last 25 years I've  
 
           19         built an equity.  I lost it a ll in 2009.   
 
           20                       Industry consol idation is occurring  
 
           21         at all levels of the dairy in dustry.  Fewer farms,  
 
           22         fewer cows and more milk have  been trends for  
 
           23         decades.  The upside for cons umers has been better  
 
           24         quality milk.  You only have to look at how much  
 
           25         longer the sell by dates are on milk in retail  
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            1         stores to know improvements i n quality are being  
 
            2         made every day in this busine ss.  There are also  
 
            3         fewer cooperatives, fewer pro cessors and fewer  
 
            4         larger retailers that always seem to want larger  
 
            5         suppliers.   
 
            6                       Everybody works  to squeeze costs  
 
            7         out of the system and every l ink in the chain.   
 
            8         Farmers, we tinker with our f eed rations.  We'll  
 
            9         milk more cows so the premium  cost of production  
 
           10         goes down.  Cooperatives get more efficient  
 
           11         hauling milk to reduce fuel u se and miles on the  
 
           12         road.  And if you ask any pro cessor today what  
 
           13         it's like dealing with retail ers these days from a  
 
           14         cost standpoint, you'll want to be prepared to  
 
           15         spend some time.   
 
           16                       Through all the se consolidations  
 
           17         and quality improvements, how ever, it is  
 
           18         undeniable that farmers have seen their share of  
 
           19         what the consumer pays for mi lk and other dairy  
 
           20         products go down significantl y.  The farm price  
 
           21         for a gallon of milk today is  now roughly 30  
 
           22         percent of what you pay in th e retail store.   
 
           23         Dairy farming is becoming uni que in the livestock  
 
           24         industry.  That was mentioned  earlier, in that  
 
           25         milk production is controlled  by the families who  
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            1         own the land, the facilities and the cows. 
 
            2                       We buy the feed , we make the  
 
            3         breeding decisions, we decide  who buys our milk  
 
            4         and when it's time to cull a cow.  Every farmer I  
 
            5         know wants to keep it that wa y and that's what I  
 
            6         want this hearing to be about .  Here's a few  
 
            7         suggestions to keep it that w ay that I believe  
 
            8         will help.  We need to insure  transparency in all  
 
            9         markets accessed by producers .  We need to build a  
 
           10         federal economic safety net a nd not in the  
 
           11         traditional terms we think of , for farmers that  
 
           12         recognize our significantly h igher input costs.   
 
           13                       We need to prov ide risk management  
 
           14         tools that work for farmers.  We need to keep our  
 
           15         marketing options open, for e xample, for farmers.   
 
           16         For example, artisan cheese m aking has been a real  
 
           17         advantage for some of the fam ilies that have  
 
           18         chosen to diversify into it.  Raw milk sales to  
 
           19         the public, however, pose a r eal health risk to  
 
           20         consumers and recurring consu mer confidence crisis  
 
           21         to our industry and should no t be allowed.   
 
           22                       Keep farmers in  control of the  
 
           23         regulatory system.  Farmers h ave the right to  
 
           24         determine how and by which ag ency milk marketing  
 
           25         is regulated in their state a nd region and it  
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            1         should stay that way.  The la st thing is to make  
 
            2         sure it's milk.  Regulatory i ndustries must, at a  
 
            3         minimum, ensure that products  labeled milk meet  
 
            4         the federal descriptor to be called milk.  And  
 
            5         while on the subject of minim um standards, I just  
 
            6         want to mention that we have a state requirement  
 
            7         in California that fluid milk  be fortified with  
 
            8         additional milk solids in the  form of condensed  
 
            9         skim.  Dairy producers pay fo r that.   
 
           10                       Our milk tastes  better and at the  
 
           11         same time provides 30 percent  more calcium per  
 
           12         serving and the most importan t thing is it's all  
 
           13         milk.  That is a policy that' s good for farmers.   
 
           14         It's good for the public heal th and it's one that  
 
           15         I hope the federal government  will consider taking  
 
           16         nationwide.  With that, I tha nk you for the  
 
           17         opportunity to be here today and talk about the  
 
           18         competitiveness and I look fo rward to answering  
 
           19         any questions.  Thank you. 
 
           20                       MS. SUKALSKI:  I'm honored to be  
 
           21         here today.  Thank you, Secre tary Vilsack and  
 
           22         Assistant Attorney General Va rney.  After the most  
 
           23         difficult financial year I've  ever known as a  
 
           24         dairy farmer, these discussio ns are appreciated.   
 
           25         I graduated from the Universi ty of Minnesota with  
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            1         a degree in animal science an d was working for a  
 
            2         dairy magazine in Ohio when m y father indicated he  
 
            3         was going to sell his dairy h erd and just crop  
 
            4         farm.   
 
            5                       I returned home  in 1988 and have  
 
            6         been managing the dairy herd ever since.  Instead  
 
            7         of being dispersed, the herd has grown and now  
 
            8         supports three partner famili es, my parents, my  
 
            9         brother and his family, mysel f and my family and  
 
           10         13 employees.  All through hi gh school and  
 
           11         college, whenever I would pus h my father to adopt  
 
           12         some new tool or technology, his constant answer  
 
           13         was you come home and we'll d o things your way.   
 
           14         I'm thankful my father was tr ue to his word and  
 
           15         let me make changes, allowing  me to see firsthand  
 
           16         the results of the tools and innovations I chose.   
 
           17                       I appreciate ha ving choices and  
 
           18         being able to do what I feel is right for my cows,  
 
           19         my farm, my family and my bus iness and to watch  
 
           20         milk production per cow more than double in the  
 
           21         last 20 years.   
 
           22                       This brings me to my first concern,  
 
           23         the mountain of misinformatio n and mis-perception  
 
           24         circulating about conventiona l agriculture.   
 
           25         Contrary to popular belief, c onventional  
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            1         agriculture is very sustainab le.  The first  
 
            2         measure of the sustainability  must be financial,  
 
            3         which is the main reason we a re here today. 
 
            4                       But beyond that , utilizing science- 
 
            5         backed innovations to produce  an abundant food  
 
            6         supply using continuously few er and fewer  
 
            7         resources is sustainability.  For example, since  
 
            8         1944, the carbon footprint of  milk has actually  
 
            9         fallen by 63 percent.  In spi te of that, it seems  
 
           10         that everything about convent ional agriculture  
 
           11         from size to science is being  demonized by the  
 
           12         media, internet and books, wh ile organic  
 
           13         agriculture, which accounts f or a tiny portion of  
 
           14         total food, has been given so me big green stamp of  
 
           15         approval with no science to p rove that it is truly  
 
           16         produced with less total pres sure on the  
 
           17         environment or is necessarily  safer or healthier.   
 
           18                       The constant ba rrage of mistruths  
 
           19         gets depressing to those of u s who take such pride  
 
           20         in what we do.  I wish U.S. c onsumers could come  
 
           21         to my farm and realize our ca re and commitment for  
 
           22         our cattle and our world.  Th e average U.S.  
 
           23         consumer is generations remov ed from ever having  
 
           24         tasted hunger.  I hope it doe sn't take that  
 
           25         extreme for people to realize  that food doesn't  
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            1         just appear on shelves.   
 
            2                       Please don't mi sunderstand me.   
 
            3         There is room for all types o f farms.  I  
 
            4         appreciate diversity in agric ulture and I want  
 
            5         U.S. consumers to have as man y food choices and  
 
            6         our grocery shelves can allow , but I want  
 
            7         consumers to have complete co nfidence in all food  
 
            8         choices and not be making dec isions based on  
 
            9         misguided fears.  Ultimately,  my real concern is  
 
           10         that propaganda will influenc e policy, policy that  
 
           11         could potentially limit the U .S. ability in  
 
           12         agriculture to compete in a g lobal marketplace, a  
 
           13         strength that I feel is criti cal to our economy,  
 
           14         food safety and even national  security.   
 
           15                       I also fear tha t the threat of  
 
           16         lawsuits or consumer backlash  may inhibit future  
 
           17         agricultural research and inn ovation.  Innovations  
 
           18         that we may need to feed a hu ngry world may go  
 
           19         undiscovered.  I believe that  only a well fed  
 
           20         world has any prayer of every  being a peaceful  
 
           21         world.  I'm relieved by the U .S. Supreme Court's  
 
           22         favorable decision on Roundup  Ready alfalfa.   
 
           23         While others kept it in court rooms, we actually  
 
           24         watched Roundup Ready alfalfa  prove itself on our  
 
           25         farm.   
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            1                       From that one p lanting during the  
 
            2         narrow window of availability , we've harvested  
 
            3         continuously for five years.  It has been by far  
 
            4         the best stand of alfalfa we' ve ever seen in our  
 
            5         farming lives, but we are los ing hope to plant it  
 
            6         again in 2010.  I hope the sc ience based truth is  
 
            7         always upheld.  Of course, li ke everyone else  
 
            8         here, I'm concerned about mil k price and all the  
 
            9         other topics that go into it,  many of which will  
 
           10         be thoroughly discussed later  today.   
 
           11                       Farmers are the  eternal optimists.   
 
           12         Even after the dismal prices of 2009, just 3.8  
 
           13         percent exited the industry.  Only three of the  
 
           14         last 17 years had lower exit rates.  If farmers  
 
           15         made decisions based solely o n numbers, we  
 
           16         probably all would have quit by the end of 2009,  
 
           17         but there's always our belief  that things will get  
 
           18         better.  I hope our never giv e up attitude isn't  
 
           19         being taken advantage of by o thers in the  
 
           20         industry.   
 
           21                       In that respect , I am thankful for  
 
           22         dairy cooperatives.  Before c ooperatives, farmers  
 
           23         were being taken advantage of .  The book, "Men to  
 
           24         Remember," outlines how farme rs came together in  
 
           25         1921 to form Land O' Lakes co operative.  It's a  
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            1         great read for anyone who eat s.  As I read this  
 
            2         book, I felt the personal con nection to the  
 
            3         farmers in it as they struggl ed and strived just  
 
            4         to put top quality butter on to the tables of  
 
            5         consumers at a fair price for  all.   
 
            6                       Today most of o ur challenges are  
 
            7         different, but I realized how  the commitment and  
 
            8         passion that founded Land O' Lakes is still alive  
 
            9         and well on our farms today.  I can't imagine  
 
           10         feeling this committed to pro ducing a quality end  
 
           11         product if I wasn't a part ow ner of the company.   
 
           12         Most importantly, co-ops allo w farmers a  
 
           13         collective place at the marke ting table and a  
 
           14         collective voice on policies that affect our  
 
           15         farms.  Co-ops allow farmers to pool their equity  
 
           16         and jointly own what none of us could own alone  
 
           17         and hopefully garner a fair p rice for milk.   
 
           18                       Maybe I'm biase d, but I think the  
 
           19         dairy's cooperative system is  the epitome of all  
 
           20         the facets of agriculture and  perhaps why there's  
 
           21         less vertical integration in the dairy industry.   
 
           22         Even though it's almost 100 y ears old, the  
 
           23         cooperative system is the bes t marketing tool  
 
           24         farmers have.  However, I am concerned that there  
 
           25         may be too much consolidation  beyond our  
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            1         cooperatives.  The clear exam ple is how dairy  
 
            2         farmers' share of the retail dollar has fallen  
 
            3         from 52 percent in 1980 down to 27 percent in  
 
            4         2006.   
 
            5                       It seems that r etail prices never  
 
            6         fall as rapidly or as far as prices on the farm  
 
            7         and I am concerned that this prolongs our lows,  
 
            8         because there is no price inc entive for consumers  
 
            9         to increase consumption.  Tha nk you for the  
 
           10         opportunity to share my conce rns. 
 
           11                       MR. CONTENTE:  Good morning,  
 
           12         Mr. Secretary and Assistant A ttorney General and  
 
           13         members of the panel and the audience.  I'm a  
 
           14         second generation dairyman fr om Hanford,  
 
           15         California.  My uncle and my dad originally  
 
           16         started the operation.  My un cle started back in  
 
           17         the '20s, late '20s and my da d joined in later, in  
 
           18         the early '50s.  Then my brot her and myself now  
 
           19         have the farm.  I have a son and a daughter that  
 
           20         are also participating there with us, and  
 
           21         hopefully, they can continue the endeavors that  
 
           22         we've worked so hard for.   
 
           23                       What I'm going to do is go over  
 
           24         some of the things in my test imony and then just  
 
           25         try to come up with a visual of what happened in  
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            1         this last year for the dairy farmers in America.   
 
            2         My topics that I'm going to b e talking about are  
 
            3         dealing with the lack of a fu nctioning marketplace  
 
            4         and I think the best way to a ddress that is to go  
 
            5         back and see what happened in  2009.   
 
            6                       In 2009, the co nsumption according  
 
            7         to the USDA data in the Unite d States was 186  
 
            8         billion pounds.  The exports on the fat basis was  
 
            9         4 billion pounds.  There's on e category that's not  
 
           10         mentioned in these numbers or  in this data that  
 
           11         needs to be included in there .  The unregulated  
 
           12         proteins that come into this country do not get  
 
           13         included in any of this data.   Those unregulated  
 
           14         proteins, casein, caseinates and MPC.   
 
           15                       Last year in 20 09, those imports  
 
           16         were down significantly from the year before,  
 
           17         almost 40 percent down.  Howe ver, they still came  
 
           18         in at a high rate.  In my tes timony, I provide a  
 
           19         chart that shows how much tha t volume is.  That  
 
           20         equates to over 6 billion pou nds of milk  
 
           21         equivalent on casein, caseina tes and over 2  
 
           22         billion pounds in MPC that st ill came in and was  
 
           23         utilized.   
 
           24                       After you sum u p all the product  
 
           25         that was consumed including t hese unregulated  
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            1         proteins, it's a figure of ne arly 200 billion  
 
            2         pounds that was needed to sat isfy the market in  
 
            3         the United States, which is, by the way, the  
 
            4         largest market in the world.  We only produced   
 
            5         189 billion pounds of milk in  2009 and yet, the  
 
            6         price, the average price for 2009 in the United  
 
            7         States as an average was arou nd $12.80.  In my  
 
            8         area, it was actually a lot l ower than that.   
 
            9                       We all needed a t least $18.  We had  
 
           10         just come off of some extreme ly high feed costs  
 
           11         due to some of the speculatio ns that had driven up  
 
           12         the commodity markets and yet  we received 50  
 
           13         percent below cost of product ion in 2009  
 
           14         unnecessarily.  The system is  broken.  We don't  
 
           15         even produce enough for our o wn needs and we were  
 
           16         receiving 50 percent below co st of production.   
 
           17                       Let's compare a nother commodity.   
 
           18         In my area, where there's a l ot of almonds grown  
 
           19         in my area.  In 1995, the alm ond industry produced  
 
           20         400 million pounds of almonds .  By 2008, 13 years  
 
           21         later, that production grew t o a billion and 600  
 
           22         million.  That's four fold th at the almond  
 
           23         industry expanded their produ ction four times in  
 
           24         13 years and by the way, over  50 percent of those  
 
           25         almonds cannot be consumed in  the United States  
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            1         because there's not enough ma rket for them in the  
 
            2         United States.   
 
            3                       In September of  '08, we had a  
 
            4         financial collapse that was h eard around the  
 
            5         world.  Credit markets around  the world  
 
            6         collapsed.  They kept saying that the reason why  
 
            7         our milk prices are collapsin g is because the  
 
            8         credit markets collapsed and people can't move  
 
            9         product around the world as e asily.  So I had  
 
           10         discussions with the almond i ndustry people over  
 
           11         the last several months, and this is what they  
 
           12         tell me.   
 
           13                       In 2009, the av erage price for all  
 
           14         the almonds produced, because  there's some almonds  
 
           15         that are worth more depending  upon size than  
 
           16         others, but the average price  for 2009 almonds was  
 
           17         $1.60 something.  The cost of  production for  
 
           18         almonds as a general rule is about $1 a pound.  So  
 
           19         the almond industry that does  not have a market  
 
           20         for all their product in the United States that  
 
           21         has to export over half of th eir product, that has  
 
           22         quadrupled their production i n 13 years, received  
 
           23         60 percent above the cost of production.  We in  
 
           24         our dairy industry received 5 0 percent for most of  
 
           25         '09.   
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            1                       The system is b roken.  Now, what do  
 
            2         we do about it?  By the way, this forum that we're  
 
            3         having here is an exercise in  democracy.  This  
 
            4         provides the issues to come t o the table to be  
 
            5         discussed and to be aired and  to have these  
 
            6         distinguished people, these t wo secretaries,  
 
            7         assistant secretary, that are  here with us today  
 
            8         provides the credibility of w hat this country is  
 
            9         all about.   
 
           10                       It's democracy that creates  
 
           11         prosperity.  It's not trade o r it's not resources,  
 
           12         it's democracy, because the d emocracy, you have  
 
           13         the ability to empower yourse lf.  We as producers  
 
           14         now have this ability here th rough this exercise  
 
           15         that we're going through to e mpower ourselves to  
 
           16         gain a piece of what the cons umer is putting on  
 
           17         the table when she goes to th e store and lays down  
 
           18         that grocery dollar for dairy  products.   
 
           19                       This last year,  if you look at what  
 
           20         the consumer was paying for m ilk, there's 11.6  
 
           21         gallons of milk in a 100 poun ds and if the average  
 
           22         price for milk was $3 and it was around that  
 
           23         figure, give or take, some ar eas higher, some  
 
           24         areas a little lower, that's $35 a hundred weight  
 
           25         that the consumer was paying for that fluid milk.   
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            1         We were getting $9 in Califor nia.  Cheese that  
 
            2         sells for an average across t he United States for  
 
            3         about $4.50 or $5, cheddar ch eese yields are about  
 
            4         10 to 1, so 100 pounds of mil k will make 10 pounds  
 
            5         of cheddar cheese.   
 
            6                       A $4.50 pound o f cheddar cheese  
 
            7         will yield $45 a hundred weig ht, $5 will yield $50  
 
            8         a hundred weight.  The consum er is putting $35 to  
 
            9         $50 down a hundred weight, wh ich, by the way, the  
 
           10         CPI consumer price for '09 dr opped seven and a  
 
           11         half percent while our produc er price went from  
 
           12         $18 plus the year before to $ 12 something.  That's  
 
           13         a five percent drop and the C PI for consumers only  
 
           14         dropped seven and a half perc ent.  The system is  
 
           15         broken.   
 
           16                       Either we do no thing and watch our  
 
           17         industry follow the pork and poultry industry and  
 
           18         wind up with a totally vertic ally integrated -- I  
 
           19         disagree that we will not hav e dairy products.  We  
 
           20         will have those dairy product s.  Some of the  
 
           21         panelists here mentioned that  the food will have  
 
           22         to come from other countries.   That's not true.   
 
           23         It will be produced here.  It  will not be produced  
 
           24         here by families, at least th e majority of  
 
           25         families.  It could be just a  few small families.   
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            1                       In California, we have one family  
 
            2         that produces most of the chi cken.  It's called  
 
            3         Foster Farms, and the rest of  you know what it's  
 
            4         like on the east coast.  So w hat I'm saying here,  
 
            5         this is the opportunity for w e as dairy farmers to  
 
            6         empower ourselves to reach ou t and get a piece of  
 
            7         that rock for us through this  forum that we're  
 
            8         having here and this discussi on and I thank the  
 
            9         Secretary and the assistant.  Thank you. 
 
           10                       MR. VILSACK:  T hank you.  Frances,  
 
           11         your thoughts?  
 
           12                       MS. HORTON:  Go od morning,  
 
           13         Secretary and Assistant Attor ney General.  My name  
 
           14         is Frances Horton and I'm ver y pleased to be here  
 
           15         today to tell you a little bi t about dairying in  
 
           16         the southwest, and I wish Sen ator Feingold was  
 
           17         here because I can assure him  there are cows in  
 
           18         New Mexico.  I was born in Ne w Mexico and grew up  
 
           19         in Arizona.  My grandfather w as a cotton ginner.   
 
           20         My father grew cotton and had  a small beef feed  
 
           21         lot.   
 
           22                       In 1980, we sta rted our first dairy  
 
           23         with 200 cows.  Today, my hus band Dean and I with  
 
           24         the help of our son Loren are  milking 14,000  
 
           25         head.  We are a closed herd a nd use sex semen to  
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            1         provide our replacements.  We  employ over 200  
 
            2         people from the local communi ty and buy most of  
 
            3         our silage and alfalfa from l ocal farmers.  To be  
 
            4         as efficient as we can in tod ay's economy, we use  
 
            5         technology to help improve ou r income, such as  
 
            6         drip irrigation to conserve o ur precious water.   
 
            7                       We use low till  farming practices  
 
            8         with GPS equipment to save fu el.  Every day, we  
 
            9         strive to improve our busines s by producing the  
 
           10         very best milk that we can, b y testing for somatic  
 
           11         cell levels and antibiotics.  We use best  
 
           12         management practices to provi de top quality care  
 
           13         for our animals.  We also use  the latest computer  
 
           14         programs to maximize our feed  usage and  
 
           15         efficiency.  We keep records of all our cattle  
 
           16         with RFID tags to minimize us e of medicine and to  
 
           17         improve breeding results.   
 
           18                       We also use com puters and  
 
           19         satellites to keep track of m ilk and feed markets  
 
           20         and weather reports.  Our lab or force comes from  
 
           21         the local community and inclu des many women and  
 
           22         high school students who work  after school.  We  
 
           23         have a bonus program for qual ity milk, a perfect  
 
           24         attendance reward program and  a college  
 
           25         scholarship program.  In spit e of our size, our  
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            1         business is totally family ow ned, and the only  
 
            2         other person who has a say in  its operation is our  
 
            3         banker.   
 
            4                       We are a family  that supports other  
 
            5         families, those of our employ ees, our local  
 
            6         merchants and our local farme rs.  As everyone in  
 
            7         this room knows, and I hope t hey do, the dairy  
 
            8         industry is not in good shape .  In the 32 years we  
 
            9         have been dairying, there hav e been ups and downs  
 
           10         and now there's only down.  I  am not an economist  
 
           11         or a statistician.  I can't s pout numbers or show  
 
           12         you charts with lots of color ed lines.  I can tell  
 
           13         you that my main job is takin g care of the money  
 
           14         in our business.   
 
           15                       I used to be ab le to make the  
 
           16         payroll, pay for the hay and feed, pay the bills  
 
           17         on time and pay my debt down in time to borrow it  
 
           18         again.  Right now, I am lucky  to pay the employees  
 
           19         and maybe part of the bills.  Our debt is three  
 
           20         times what it was two years a go.  I'm not sure  
 
           21         what the problem is.  We atte nd many meetings and  
 
           22         I've listened to many experts  say what the  
 
           23         problems are and I'm sure the y're all right.  I  
 
           24         don't think there is one perf ect solution.   
 
           25                       I don't want th e government to run  
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            1         my business or my industry.  I think that the  
 
            2         government and my family each  has an important job  
 
            3         to do.  My job is to pay taxe s, to protect the  
 
            4         environment where I farm, pro duce the best quality  
 
            5         milk possible, provide the be st care for our  
 
            6         animals and have the best wor king conditions for  
 
            7         our employees.  My government 's job to protect me  
 
            8         from enemies, to enforce fair  and reasonable rules  
 
            9         for the environment, to prote ct our animals from  
 
           10         abuse and make sure that my e mployees are treated  
 
           11         fairly.   
 
           12                       I also think th e government should  
 
           13         keep the playing field level,  so that anyone who  
 
           14         works harder and smarter and is willing to make  
 
           15         sacrifices and take risks sho uld be able to make a  
 
           16         success and provide for their  families and future  
 
           17         generations.   
 
           18                       I believe in co -ops.  They help  
 
           19         us.  They transport and marke t my milk so that we  
 
           20         can concentrate on doing what  we do best.  They  
 
           21         also have a job to do to help  keep the dairy  
 
           22         industry strong and have unit y in the give and  
 
           23         take of dealing with processo rs.   
 
           24                       I have no probl ems with the  
 
           25         processing company being larg e.  I do have a  
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            1         problem with companies that t ake unfair or  
 
            2         dishonest advantage because t hey can.  The  
 
            3         government's job is to set ru les and limits and  
 
            4         enforce them fairly.  The dai ry industry is not in  
 
            5         good shape.  However, I don't  believe that drastic  
 
            6         changes will help with the go vernment controlling  
 
            7         supply.   
 
            8                       I want my gover nment to do a better  
 
            9         job of regulating and enforci ng the rules we  
 
           10         already have, such as improvi ng the standards of  
 
           11         the pasturized milk ordinance  and increasing  
 
           12         solids in milk.  This would u se more milk and  
 
           13         create a better product that would compete in the  
 
           14         world market.  I also feel th at we need to be more  
 
           15         careful on allowing imports i nto our market which  
 
           16         are incorrectly labeled, and these compete with  
 
           17         pure, wholesome American milk  for the processors'  
 
           18         dollar.   
 
           19                       I know that pro cessors and food  
 
           20         companies need to make a prof it.  However, they  
 
           21         also need to pay the American  dairyman a fair  
 
           22         share of the consumer's dolla r unless they want to  
 
           23         end up buying their product f rom places that do  
 
           24         not guarantee the quality or safety of the milk  
 
           25         supply.  U.S. dairymen are th e best in the world  
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            1         at what they do, but they are  being squeezed by  
 
            2         the high cost of imports.  Th is cannot last  
 
            3         forever.   
 
            4                       We need a bette r system for pricing  
 
            5         milk that cannot be manipulat ed by thinly traded  
 
            6         CME markets.  I think all dai rymen in the United  
 
            7         States are united in their go als.  They want to  
 
            8         provide the highest quality m ilk in the world.   
 
            9         They want to have a clean, un polluted environment  
 
           10         for their families and their farms and they are  
 
           11         proud of their farming lifest yle and they want to  
 
           12         secure it for their families and future  
 
           13         generations.  Thank you. 
 
           14                       MR. KING:  Secr etary Vilsack,  
 
           15         General Varney, it's a pleasu re to be here this  
 
           16         morning.  I take some -- with  all of the chatter  
 
           17         about Wisconsin and I have a lot of great friends  
 
           18         in Wisconsin and California.  I feel a connection  
 
           19         with both of you because I kn ow both of you, I  
 
           20         believe both of you had some educational  
 
           21         experience in New York.  So a ny other way I can  
 
           22         bond with you?  That's the wa y.   
 
           23                       At any rate, I' m Ed King.  My wife  
 
           24         and I and our sons, sons are very important, and  
 
           25         their families own and operat e King's Ransom Farm,  
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            1         a 900-cow dairy which is loca ted in Saratoga  
 
            2         County, New York.  It's about  30 miles north of  
 
            3         Albany, our capital.  For tho se of you who like  
 
            4         thoroughbred horses, this is where the oldest  
 
            5         thoroughbred track in the cou ntry is located.   
 
            6         Thoroughbred racing reigns su preme there in July  
 
            7         and August each year.  Okay.  Now, on to the dairy  
 
            8         issues.   
 
            9                       I consider it a  privilege to be  
 
           10         invited to present my views o n the challenges  
 
           11         facing our industry today.  A s you've already  
 
           12         heard, dairy producers are hu rting.  I can attest  
 
           13         to that.  There are a number of issues which we  
 
           14         face as we struggle to surviv e in hopes of  
 
           15         restoring our businesses to p rofitability.  Let me  
 
           16         identify just three of those issues.  Number one,  
 
           17         the lack of market power.  Nu mber two, our share  
 
           18         of the retail dollar, and, nu mber three, the lack  
 
           19         of market transparency.   
 
           20                       Let me detail m y concerns.  First,  
 
           21         as I said, producers lack mar ket power.  We need  
 
           22         our cooperatives.  Our family  has marketed milk  
 
           23         through the Dairylea Cooperat ive for 20 years.   
 
           24         It's been a great relationshi p.  We're invested in  
 
           25         them and they're invested in us and we will  
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            1         continue to rely on the coope rative's expertise  
 
            2         into the foreseeable future.  Because of this, I  
 
            3         want to personally thank both  the Secretary and  
 
            4         the General for the comments that they've made  
 
            5         this morning and have made pr eviously in the  
 
            6         support of the Capper-Volstea d Act.   
 
            7                       And we know now  that it's not a  
 
            8         real focus of this endeavor, so I want to thank  
 
            9         both of you personally for th ose comments and that  
 
           10         support.  It means a lot to m e.  Second, the  
 
           11         producers' share of the consu mer dollar has shrunk  
 
           12         substantially in recent years .  USDA's Economic  
 
           13         Research Service, and you've heard this spoken to  
 
           14         before, has confirmed this by  reporting that the  
 
           15         farmer's share of the retail dairy price fell  
 
           16         dramatically in the past two years to about 25  
 
           17         percent in '09 from about alm ost 38 percent in  
 
           18         2007.   
 
           19                       This is particu larly evident in the  
 
           20         fluid milk market, because co nsolidation in the  
 
           21         retail food marketing industr y has reached the  
 
           22         point where major chain marke ters can flex their  
 
           23         buying power muscle and deman d price concessions  
 
           24         from processors in the name o f keeping them  
 
           25         competitive.  All of these pr ice concession  
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            1         demands quickly end up on the  producers' doorstep  
 
            2         as we become the target of th is feeding frenzy for  
 
            3         lower prices.  Yet we produce rs have no place to  
 
            4         turn to apply pressure to kee p us competitive.   
 
            5                       Attention must be given to bringing  
 
            6         an end to the demands for inc lusion of  
 
            7         competitiveness provisions in  contracts.   
 
            8         Additionally, significant con solidation at the  
 
            9         retail level is seemingly mak ing it easier for  
 
           10         retailers to capture an inord inate share of the  
 
           11         total margin on milk.  Bottom  line, farmers have  
 
           12         no control over this part of the equation.  It  
 
           13         might be interesting for you to know that as a  
 
           14         result of this, our family ha s, after careful  
 
           15         analysis, coupled with our ac cess to a very unique  
 
           16         consumer market opportunity, we've embarked on a  
 
           17         new business venture that inc ludes weekly delivery  
 
           18         of fluid milk.   
 
           19                       Our goal is to recapture some of  
 
           20         that retail dollar.  We're en couraged, as in just  
 
           21         eight short weeks, this is a very new venture, we  
 
           22         have a growing customer list and apparently, many  
 
           23         opportunities ahead of us.   
 
           24                       Finally, I woul d like to address  
 
           25         the lack of market transparen cy.  Dairy producers  
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            1         have a particular need to acc ess market  
 
            2         reconnaissance from all regio ns of the country  
 
            3         where milk prices are more co mpetitive.   
 
            4                       Today, the mark et signals we  
 
            5         receive can be affected by th e activity of a  
 
            6         handful of buyers on the chee se exchange, and  
 
            7         frankly, sometimes that activ ity does not fairly  
 
            8         represent true marketplace dy namics across our  
 
            9         nation and, yes, even the wor ld.  We need a change  
 
           10         in policy and the systems tha t we use that will  
 
           11         help to provide price stabili ty for our industry  
 
           12         for the long term.   
 
           13                       As I close, I w ant to thank USDA  
 
           14         and the Department of Justice  for allowing me to  
 
           15         express just a few of my thou ghts.  Thank you very  
 
           16         much. 
 
           17                       MR. VILSACK:  J oel? 
 
           18                       MR. GREENO:  It 's good to be here.   
 
           19         I'd like to thank Ag Secretar y Vilsack and  
 
           20         Assistant Attorney General Va rney for being here  
 
           21         and holding this session and you've been asked to  
 
           22         do a lot of things here today  and I was just  
 
           23         wondering, my farm has seen 1 7 inches of rain in  
 
           24         the last four weeks and if yo u could call somebody  
 
           25         and just turn it off for two weeks, it would be  
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            1         appreciated. 
 
            2                       MR. VILSACK:  T hat would be  
 
            3         Governor Doyle. 
 
            4                       MR. GREENO:  I' d just like to start  
 
            5         with the Greeno family has fa rmed in Monroe  
 
            6         County, Wisconsin for 150 yea rs now and I'm the  
 
            7         last one, and that's unfortun ate.  And I guess I'm  
 
            8         here today to be a voice for the voiceless.  I've  
 
            9         waited 17 years for this oppo rtunity and I'm glad  
 
           10         to be here.  My mom and dad's  29th wedding  
 
           11         anniversary present was a far m foreclosure and  
 
           12         their 30th wedding anniversar y present was a  
 
           13         Sheriff's auction on the cour thouse steps.   
 
           14                       That forced me to move my dairy  
 
           15         operation out of their facili ty into an abandoned  
 
           16         FSA property that I had purch ased in 1990.  The  
 
           17         house and barn had all been c ompletely vandalized,  
 
           18         no doors and windows in the h ouse, no electricity,  
 
           19         and we had to set up shop and  go into operation in  
 
           20         a matter of days, and the fam ily pulled together  
 
           21         and came through and I've bee n milking cows there  
 
           22         now 17 years.  You know, my d ad battled through  
 
           23         polio, a debilitating back in jury, cancer, but he  
 
           24         couldn't beat low milk prices  and something has to  
 
           25         be done.   
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            1                       In mid January,  a New York State  
 
            2         dairy farmer shot 51 of his c ows and then  
 
            3         himself.  We know of nearly 1 00 dairy farmers that  
 
            4         have committed suicide to dat e since the '08  
 
            5         crash.  It's got to stop.  Ma ny of ours, a dear  
 
            6         friend, a Korean farmer by th e name of Mr. Lee was  
 
            7         on his family's farm for 1000  years and he  
 
            8         committed suicide at the Worl d Trade Organization  
 
            9         ministerial meeting in Cancun , Mexico and his last  
 
           10         words were WTO kills farmers as he shoved a dagger  
 
           11         in his chest and bled to deat h.  These people's  
 
           12         lives had value.  The work th ey did had value and  
 
           13         the products they produced ha d value and corporate  
 
           14         America didn't allow them to have that.   
 
           15                       The crisis in d airy is real.  The  
 
           16         problems in dairy are manmade .  It's easy to do  
 
           17         nothing.  Do we have the will  to fix it?  Dairy  
 
           18         pricing has a beginning and t he beginning is the  
 
           19         Chicago Mercantile Exchange.  Primarily, block  
 
           20         cheddar trading.  The Chicago  Mercantile Exchange  
 
           21         decides everything in dairy p ricing.   
 
           22                       When companies report cheddar  
 
           23         prices through the NASS surve y, 30 of the  
 
           24         companies that report always report the CME cash  
 
           25         block market.  CME block trad ing has a near  
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            1         perfect correlation to dairy farmer's Class III  
 
            2         price.  If supply and demand were true indicators  
 
            3         of the market, there should b e a strong  
 
            4         relationship between American  cheese stocks and  
 
            5         the price of block cheddar on  the CME.  There is  
 
            6         not.  All volatility in milk pricing is caused by  
 
            7         the CME.   
 
            8                       The CME cheese trading is a highly  
 
            9         leveraged, thinly traded mark et with few players.   
 
           10         Currently, two players mainly  control CME block  
 
           11         cheddar trading, in Davisco b eing the main seller  
 
           12         and Schreiber's being the mai n buyer.  Two players  
 
           13         do not make a market, and at least not a true  
 
           14         market indicator.  All of the  industry marches in  
 
           15         lock step with CME prices.  W ith a history of  
 
           16         price fixing, the CME block t rading cannot be the  
 
           17         deciding factor in milk prici ng.   
 
           18                       Commodity Futur es Trading  
 
           19         Commission needs immediate ju risdiction over the  
 
           20         CME trading.  DOJ needs to ta ke swift action on  
 
           21         the ongoing dairy industry in vestigation began by  
 
           22         Ali Ramadan into the actions of DFA, Deans and  
 
           23         National Dairy Holdings, swif t action on market  
 
           24         manipulation and price fixing  of dairy commodities  
 
           25         and USDA needs to strongly re consider relying on  
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            1         the NASS survey, which is the  vehicle of all  
 
            2         fabricated market information  going to USDA that  
 
            3         is used in the milk pricing f ormula.   
 
            4                       DOJ needs to mo ve forward on the  
 
            5         creation of the food and ag u nit with field  
 
            6         offices.  Is the Antitrust Di vision the  
 
            7         appropriate division to inves tigate milk prices or  
 
            8         should it be shared or handed  over to the  
 
            9         racketeering division?   
 
           10                       Dairy farmers d eserve dignity.   
 
           11         They deserve justice.  They d eserve cost of  
 
           12         production plus a profit.  A friend of mine  
 
           13         recently had a position with Caterpillar and he  
 
           14         said that if farmers ran thei r farms like  
 
           15         corporate America ran their b usinesses, we'd all  
 
           16         be bankrupt.   
 
           17                       And he's moved back to Pennsylvania  
 
           18         to take up his ag job again, and you know, it's  
 
           19         just a scenario that's went o n far too long and  
 
           20         let's hope that today is the beginning of the end  
 
           21         and that we restore fair pric es to our farmers.   
 
           22         Thank you. 
 
           23                       MR. VILSACK:  W ell, in order to  
 
           24         keep on schedule, we're going  to have to be sort  
 
           25         of quick on these -- on the Q &A, but I don't know  
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            1         if the Senator or the Congres swoman have any  
 
            2         specific questions that they' d like to ask the  
 
            3         panel.  If they do, I'd be ha ppy to give them that  
 
            4         first opportunity. 
 
            5                       CONGRESSWOMAN B ALDWIN:  I will be  
 
            6         an accomplice in being brief and maybe can get  
 
            7         some follow-up afterwards, bu t I would say I'd be  
 
            8         interested in knowing from Ja mie particularly a  
 
            9         listing of some of the risk m anagement tools that  
 
           10         you were talking about earlie r and also a couple  
 
           11         of people talked about -- I t hink it was Christine  
 
           12         Sukalski and Ed King talked a bout the farmer's  
 
           13         share of retail price and the  lag time in seeing  
 
           14         any sort of reflection of tha t in the grocery  
 
           15         store, and also often times n ot seeing it ever  
 
           16         appear.   
 
           17                       I'm really inte rested in -- because  
 
           18         to me, those are signals of a nticompetitiveness  
 
           19         and to sort of drill down -- not a good expression  
 
           20         to use these days, but to und erstand a little bit  
 
           21         more why the signals of a hea lthy competitive  
 
           22         market aren't occurring. 
 
           23                       MR. BLEDSOE:  S o on risk management  
 
           24         tools, your question is how d o we make them  
 
           25         available or educate farmers?    
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            1                       CONGRESSWOMAN B ALDWIN:  When you  
 
            2         were talking about policy rec ommendations to us  
 
            3         and since a couple of us are -- you said we need  
 
            4         better risk management tools and I figured there  
 
            5         was a lot more behind that se ntence. 
 
            6                       MR. BLEDSOE:  Y eah, those are --  
 
            7         risk management tools are thi ngs that aren't as  
 
            8         familiar to us in California and I think they've  
 
            9         been used a lot more out in t he Midwest and even  
 
           10         as you look at -- from my per spective, if you look  
 
           11         at the whole policy, the whol e dairy policy, risk  
 
           12         management, even if we love t he CME or don't love  
 
           13         the CME or we like buying put s or calls or not,  
 
           14         risk management is something farmers can do today  
 
           15         to protect their margin.   
 
           16                       We're not good at it.  We're  
 
           17         learning about it.  The progr am is thinly traded,  
 
           18         so you have to be right there  and -- but I think,  
 
           19         you know, we have to educate farmers on how to use  
 
           20         those tools better.  Perhaps,  and we look at  
 
           21         further down the road discuss ions, perhaps when I  
 
           22         talk about safety net, there may be a possibility  
 
           23         to help fund or -- I'm trying  to think of the word  
 
           24         right now, to help farmers bu y puts. 
 
           25                       Rather than jus t give them money to  
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            1         produce milk when we don't ne ed the milk, let's  
 
            2         help them manage their risk i n some way.  These  
 
            3         are things that we need to ed ucate and are  
 
            4         actually talking about in the  industry today, but  
 
            5         as a dairy farmer today, I kn ow we lost a lot of  
 
            6         milk last year and a lot of m oney last year and  
 
            7         nobody did it, but in Califor nia, we had the  
 
            8         opportunity, as well as in th e Midwest, having  
 
            9         contracted our milk in that b rief period of time,  
 
           10         it was there for $19 or $18.   
 
           11                       I wouldn't have  lost as much money  
 
           12         as I did, but I need more edu cation.  I need to  
 
           13         learn how to use those totals  and those tools need  
 
           14         to be affordable. 
 
           15                       MS. SUKALSKI:  On the reducing  
 
           16         share of consumer prices, you  know, farmers we buy  
 
           17         all of our inputs retail whic h keeps a lot of  
 
           18         other industries in business and none of those  
 
           19         costs have gone down, but we sell our products  
 
           20         wholesale and so we're consta ntly in this  
 
           21         crosshairs of where we see wh at it is in the  
 
           22         grocery store and see it not coming down and I'm  
 
           23         on promotion boards.  My numb er one passion is  
 
           24         promoting dairy products and I would just like to  
 
           25         see the opportunity for consu mers to consume  
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            1         more.   
 
            2                       When we have a surplus, why can't  
 
            3         the store price reflect our p rice and perhaps the  
 
            4         consumers will consume more. 
 
            5                       MR. BLEDSOE:  C an I add to that?  I  
 
            6         just have a real cute little story and in economic  
 
            7         terms, it's called elasticity  and demand, but the  
 
            8         story, we have -- our family has a house on the  
 
            9         beach and one day we're havin g a barbecue and my  
 
           10         wife sent me down to the stor e to buy butter and  
 
           11         this is in 2003 when we start ed the cows.  When I  
 
           12         started my cows, I was gettin g $9.25 a hundred  
 
           13         weight, that was my price.   
 
           14                       So I went in to  buy butter, it was  
 
           15         $5 a pound.  So I asked the s tore owner, I go you  
 
           16         know, I'm a dairyman from the  valley, why are  
 
           17         you -- I'm only getting $1 a pound for my butter,  
 
           18         why are you charging $5 a pou nd, and he said well,  
 
           19         you know, if I lower it every  time your price  
 
           20         lowers, then one day the cust omers come in and  
 
           21         he's buying it for $2.50, the  next time he has to  
 
           22         buy it for $5.  Every time I raise that price, he  
 
           23         won't buy it.   
 
           24                       He goes, it's n ot my fault you're  
 
           25         dumb enough to sell your milk  to the processor for  
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            1         $1 a hundred weight, $1 a pou nd.  So that's from a  
 
            2         retailer's side, that's a sma ll mom and pop store,  
 
            3         but that's maybe how they loo k at it. 
 
            4                       SENATOR KOHL:  I thought we all  
 
            5         feel that the testimony that we received here this  
 
            6         morning from these various pr oducers across the  
 
            7         country has been very, very i mportant and  
 
            8         stimulating and informative.  Personally, I feel  
 
            9         that as a result of this work shop, if one thing  
 
           10         came out of it, it would be v ery productive,  
 
           11         Mr. Secretary and Christine V arney, that we would  
 
           12         undertake to do everything th at's necessary to see  
 
           13         to it that the Chicago Mercan tile Exchange and the  
 
           14         CFTC is really operating effe ctively in terms of  
 
           15         producing a national market p rice.   
 
           16                       There probably isn't a producer in  
 
           17         the country that doesn't feel  that it's not  
 
           18         operating correctly.  I think  they have a right to  
 
           19         expect us at the federal leve l to guarantee them  
 
           20         that either it is operating e ffectively or that we  
 
           21         see to it that we install pro cedures to accomplish  
 
           22         that goal.  We owe it, I thin k, to the producers  
 
           23         of this country. 
 
           24                       MR. VILSACK:  I  have a question for  
 
           25         all of the panelists.  As you  all provided your  
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            1         testimony, you had a series o f ideas and thoughts  
 
            2         and obviously very different geographic locations  
 
            3         and different types of operat ions.  Do you believe  
 
            4         that there is sufficient inte rest across the  
 
            5         country, across dairy operato rs of all sizes and  
 
            6         kinds for some significant ch ange in the way in  
 
            7         which we do business so that we have greater  
 
            8         stability, or do you think we  will evolve back  
 
            9         into protecting our own regio nal turf?   
 
           10                       I'd be just cur ious, do you think  
 
           11         the time is right or do you t hink we're going to  
 
           12         slide back to business as usu al?  Who wants to  
 
           13         take that?   
 
           14                       MR. VON RUDEN:  I might as well  
 
           15         start, being I started it, I guess, but we've only  
 
           16         got a minute, so I'll keep it  short.  I think  
 
           17         right now with the desperatio n that's among dairy  
 
           18         farmers, I think we're ready for something that's  
 
           19         going to be constructive.  If  we go back to the  
 
           20         same old song and dance of no t having a mechanism  
 
           21         to raise our price with -- an d that boils down to  
 
           22         the CME, you know.  We've got  to change that  
 
           23         mechanism.   
 
           24                       And I would per sonally like to see  
 
           25         a consumer pricing index in t hat formula, whether  
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            1         it's 100 percent or 50 percen t.  50 percent of the  
 
            2         CPI in our pricing formula wo uld certainly give us  
 
            3         a lot more money today than w hat we've receiving,  
 
            4         although I'd like to see that  used as 100 percent  
 
            5         with the current market or an y time you go in the  
 
            6         grocery store today, the groc ery item runs across  
 
            7         a bar code, so that system is  automatic.  The  
 
            8         numbers are there on a daily basis.   
 
            9                       It isn't like i t was 40 years ago  
 
           10         when you'd buy a carrot and t here would be a  
 
           11         little sticker on there that said 20 cents and the  
 
           12         clerk had to push it in for e ach carrot.  You  
 
           13         know, everything today is so much faster, so that  
 
           14         information is there and I do n't know why they  
 
           15         can't use the consumer pricin g index as a part of  
 
           16         our pricing formula to allow us to receive our  
 
           17         fair share. 
 
           18                       MR. BLEDSOE:  A nd also to add to  
 
           19         that, we're in a different ki nd of a marketing  
 
           20         order in California, but I kn ow the country is  
 
           21         looking now at that federal m arketing order  
 
           22         reforms and I think there's t hings that you can do  
 
           23         in there, although I'm not an  expert, that can  
 
           24         actually give you forward pri cing, send signals to  
 
           25         dairymen ahead of time of wha t may be the price of  
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            1         powder, what may be the price  of cheese, as well  
 
            2         as things that are coming up as the dairy industry  
 
            3         globalizes.   
 
            4                       We're looking a t things like the  
 
            5         global dairy trade, which can  actually give us  
 
            6         forward pricing.  Rather than  always looking back,  
 
            7         we can look ahead and I think  that would help  
 
            8         dairy farmers as well and yes , the answer to your  
 
            9         question is dairymen want cha nge and I know in  
 
           10         California, we're working for  that change  
 
           11         regardless of what happens?   
 
           12                       MR. VILSACK:  H ow about  
 
           13         dairywomen?   
 
           14                       MS. SUKALSKI:  Dairywomen want  
 
           15         change even more.  I do appre ciate the foundation  
 
           16         for the future plan that I've  seen come out of  
 
           17         National Milk Producers Feder ation.  It's a good  
 
           18         start.  There's definitely ar eas that we have to  
 
           19         discuss on it, though, and we  are going to have  
 
           20         regional differences.  Some o f us in the Midwest,  
 
           21         we'd like to kind catch up to  California. 
 
           22                       MR. CONTENTE:  Mr. Secretary, the  
 
           23         question was are producers re ady to come together,  
 
           24         is that basically it?  Yeah, all right.  The  
 
           25         problem that we have as produ cers is that we  
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            1         really don't have a strong vo ice for dairy  
 
            2         producers across the country.   National Milk has a  
 
            3         tendency to lean more towards  the processing  
 
            4         sector, which is understandab le due to all the  
 
            5         plants that have the processi ng element in it.   
 
            6                       The make allow structure that  
 
            7         decouples the plants from the  marketplace is a  
 
            8         little bit of that problem an d so we producers  
 
            9         across the country, and I tal k to a lot of people  
 
           10         around the country, and peopl e do want to change.   
 
           11         Of course, all you have to do  is look at their  
 
           12         milk checks to figure that ou t.  But the problem  
 
           13         is, is that we don't have the  voice that carries  
 
           14         the producers' wishes. 
 
           15                       MR. VILSACK:  F rances, what do you  
 
           16         think?   
 
           17                       MS. HORTON:  Ye s, I think we are  
 
           18         ready for a change and what I 've seen from this  
 
           19         crises is that a lot of diffe rent groups, like  
 
           20         your trade associations, have  found out that the  
 
           21         only way they're going to sur vive is to come  
 
           22         together for political power and within their  
 
           23         co-ops.  And I know when we f irst got into the  
 
           24         dairy business, there was a l ot of discord between  
 
           25         south and the west and everyt hing and I think  
 
                 PROFESSIONAL REPORTERS, LTD. 



                                 122 
 
              TRANSCRIPT OF PROCEEDINGS 6/25/2010 
 
            1         people have found out you're either going to hang  
 
            2         together or you're going to h ang by yourself, and  
 
            3         necessity, I think, will caus e dairymen to work  
 
            4         together.  And we need to cha nge, because what  
 
            5         we're doing now is not very g ood. 
 
            6                       MR. KING:  The short answer is yes,  
 
            7         I think producers are ready t o come together and  
 
            8         we need to do it quickly.  I don't know, from our  
 
            9         farm operation, we've bled lo ng enough and I'm not  
 
           10         sure how long the banker want s to hang on to  
 
           11         anybody's hand any more and t hose are just cold,  
 
           12         hard, brutal economic facts.  So we can't afford  
 
           13         the time to debate and debate  and debate and  
 
           14         debate and wait for whatever time period, two or  
 
           15         three more years.   
 
           16                       I just can't im agine the credit  
 
           17         community sticking with farme rs that long, so we  
 
           18         need to move.  We need to com e to consensus and if  
 
           19         we want to be -- elevate the issues of regionalism  
 
           20         and all of those kind of thin gs, we're just  
 
           21         shooting ourselves in the foo t.   
 
           22                       MR. VILSACK:  J oel, your thoughts? 
 
           23                       MR. GREENO:  I think more than ever  
 
           24         before, farmers have come tog ether.  The  
 
           25         availability of conference ca lls has helped us a  
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            1         lot.  You know, I've been 13 years now with  
 
            2         farmers all across the U.S. o n calls and as  
 
            3         Joaquin said, we lack the veh icle to convey our  
 
            4         message to you folks in Washi ngton, and hopefully,  
 
            5         this meeting has kind of crea ted that bridge and  
 
            6         opportunity.  I've worked a l ot with farmers  
 
            7         around the globe, attending a g policy meetings in  
 
            8         Spain and Portugal and have m et Ajmer Singh from  
 
            9         India, from the BKU who has 2 0 million members in  
 
           10         his cooperative, which is an organization similar  
 
           11         to the Farmers Union here.   
 
           12                       And I recently had the president of  
 
           13         Family Farm Defenders and a b oard member of ARMCO  
 
           14         over in Germany for a worldwi de dairy policy  
 
           15         meeting of which there was a dairy manifesto put  
 
           16         together which was just recen tly mailed to  
 
           17         Secretary Vilsack, Attorney G eneral Holder, the  
 
           18         President, and that was farm organizations from  
 
           19         all over the world that were there and worked on  
 
           20         that document and, you know, it refers to dumping  
 
           21         practices and stable prices a nd, you know, we were  
 
           22         talking a minute ago about ri sk, risk management  
 
           23         and volatility and, again, it  all goes back to the  
 
           24         CME.   
 
           25                       The volatility is created, because  
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            1         we have a stable milk supply.   We have a stable  
 
            2         consuming public and all of t he factors are  
 
            3         relatively predictable and st able.  It is only  
 
            4         the, you know, act of, you kn ow, a market where --  
 
            5         I lost that word I was lookin g for, but a lot of  
 
            6         speculation and in speculatio n, you use risk  
 
            7         management, because that's wh ere you make the  
 
            8         money.  So this volatility th at's being created by  
 
            9         the CME is the source of our problem.   
 
           10                       And risk manage ment makes them  
 
           11         money, but for dairy farmers,  it doesn't work,  
 
           12         because we can't have a rolle r coaster milk price  
 
           13         like we've had and it has all  begun since cheese  
 
           14         trading went to the CME.  Nev er before, because  
 
           15         you can look at the graph of the last 60 years of  
 
           16         milk price and it went from f airly stable ups and  
 
           17         downs to looking like a heart  monitor and it can't  
 
           18         look like a heart attack. 
 
           19                       MR. VILSACK:  W e're going to take a  
 
           20         break, but before we do, I ju st want to -- just a  
 
           21         couple of closing comments.  One, again, I want to  
 
           22         thank the panelists for their  participation.   
 
           23         Secretary, thank you for bein g here.  Senator,  
 
           24         thank you so much for spendin g time,  
 
           25         Congresswoman, thank you for being with us as  
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            1         well.  We're going to take a break.   
 
            2                       We're going to come back after the  
 
            3         break for an hour of public t estimony, people who  
 
            4         have comments.  That will be recorded by folks  
 
            5         from the Justice Department a s well as the  
 
            6         Department of Agriculture.  T here will be a brief  
 
            7         lunch break and we will then come back and have  
 
            8         several panels, one, trends i n dairy industry  
 
            9         which will focus on regulatio n and enforcement  
 
           10         that will be moderated by a J ustice Department  
 
           11         official.   
 
           12                       We'll have an a g program focused on  
 
           13         farm size.  That's going to b e moderated by  
 
           14         someone from ERS.  We'll have  a panel discussion  
 
           15         on farm prices and farm trend s and then there will  
 
           16         be another public opportunity .  I do also want to  
 
           17         acknowledge the folks -- it's  hard to see with  
 
           18         these bright lights, but I ca n see a lot of yellow  
 
           19         shirts, so I'm assuming there 's a lot of UFCW  
 
           20         folks here.  Thank you for be ing here.  So we'll  
 
           21         take about a half hour break and come back at  
 
           22         11:45.   
 
           23                 (A short recess is ta ken) 
 
           24                       MR. FERRELL:  F olks, I think we  
 
           25         will go ahead and get started  with the public  
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            1         comment portion of today.  Fo r this comment  
 
            2         period.  It will run one hour .  We have two  
 
            3         comment periods today.  This first one will run  
 
            4         one hour and then we'll pick it up again in the --  
 
            5         later in the afternoon.  If y ou would like to  
 
            6         provide a comment, when you c ame in the doors  
 
            7         today, there was a ticket tha t you should have  
 
            8         picked up and what we're goin g to try to do is  
 
            9         when you come forward, there' s a microphone on  
 
           10         each side in the aisle, and w hen you come forward,  
 
           11         we're going to have someone t hat will pick the  
 
           12         ticket up from you.   
 
           13                       We're going to have two minutes for  
 
           14         anyone to be able to come for ward and to provide  
 
           15         their comments, and we're goi ng to do everything  
 
           16         we can to try to work through  as many people as  
 
           17         possible, but I do need your cooperation.  If you  
 
           18         can limit your comments to tw o minutes, that  
 
           19         ensures we get as many people  as possible to be  
 
           20         able to come forward and prov ide their comments.   
 
           21                       So with that, I  think we will go  
 
           22         ahead and get started.  If yo u would like to  
 
           23         provide a public comment, jus t come ahead and line  
 
           24         up along each side of the ais le by the microphone  
 
           25         and you can go ahead and get started.  If everyone  
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            1         could take their seats.  Than k you. 
 
            2                       AUDIENCE MEMBER :  Hello, my name is  
 
            3         Ken Turner and I really appre ciate the opportunity  
 
            4         given by USDA, Department of Justice for this  
 
            5         workshop.  My comments will b e exceedingly brief.   
 
            6         I just want to point out some thing that many of us  
 
            7         know here.  Something is wron g here in America  
 
            8         when market manipulation is c ondoned by our  
 
            9         government.  Something is wro ng when market  
 
           10         manipulation closes processin g plants and markets  
 
           11         to family farms.   
 
           12                       Something is wr ong when market  
 
           13         manipulation leads to the dea th of family farms  
 
           14         and rural communities, displa cing family farms.   
 
           15         Something is wrong when corpo rate agriculture is  
 
           16         subsidized as it displaces fa mily farms.   
 
           17         Something is wrong when corpo rate agriculture is  
 
           18         responsible for a redistribut ion of wealth from  
 
           19         rural communities to the hand s of very few.   
 
           20         Recently, in America, many pe ople are rethinking  
 
           21         the concept of acceptable ris k.   
 
           22                       From the coal m ines in West  
 
           23         Virginia to the Gulf Coast an d the oil spill, we  
 
           24         have problems with acceptable  risk.  Something is  
 
           25         wrong when corporate ag is ab ove the concept of  
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            1         acceptable risk.  Is it accep table today in  
 
            2         northwestern Illinois to plac e 43 acres of manure  
 
            3         pits leaking 40,000 gallons o f untreated waste per  
 
            4         day, by their own engineer's witness and testify,  
 
            5         less than five feet above an aquifer that is the  
 
            6         drinking water for thousands.    
 
            7                       Something is wr ong in America, our  
 
            8         America, when this is allowed  to happen.  Thank  
 
            9         you. 
 
           10                       AUDIENCE MEMBER :  Hello, my name is  
 
           11         Sarah Lloyd and I'm a dairy f armer from the  
 
           12         Wisconsin Dells.  My husband Nelson and I milk 300  
 
           13         cows with his brother and bro ther's family and my  
 
           14         in-laws, and we ship our milk  to Foremost Farms.   
 
           15         I appreciate this ability to speak today.  There  
 
           16         is something very wrong in th e dairy industry.   
 
           17         It's been devastating to my f riends in the dairy  
 
           18         farming community.  This year , we have many people  
 
           19         on the verge of bankruptcy.   
 
           20                       I know many far mers that have their  
 
           21         children on free and reduced lunch at schools, so  
 
           22         I urge the Department of Just ice to take action  
 
           23         now.  There are things that c an be done on  
 
           24         existing enforcement actions and investigations  
 
           25         and you need to take action n ow.  We need a fair  
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            1         price.  To give you an exampl e of what could  
 
            2         happen in Wisconsin, we are t he dairy state, but  
 
            3         not just on production, we ac tually have 12,500  
 
            4         dairy farms in the state, pro bably a little bit  
 
            5         more than that, but that's pr etty phenomenal, when  
 
            6         you consider our friends in C alifornia have about  
 
            7         1900 dairy farms.   
 
            8                       We have 12,500,  but we produced 25  
 
            9         billion pounds of milk last y ear in Wisconsin and  
 
           10         we could actually do that wit h 250 5000-cow  
 
           11         dairies instead of 12,500 100 -cow dairies and I  
 
           12         really think that it's import ant for communities,  
 
           13         for our schools, for our chur ches, for our land  
 
           14         that we keep a distributed pr oduction system and  
 
           15         so -- but we need a price tha t will support  
 
           16         families.   
 
           17                       So I ask that t he DOJ take action  
 
           18         immediately to make sure that  a fair price can be  
 
           19         given to farmers for their pr oduction.  We need  
 
           20         cost of production plus a rea sonable amount of  
 
           21         money to make a living.  Than k you. 
 
           22                       AUDIENCE MEMBER :  Hello, my name is  
 
           23         Irv Conley and I'm a member o f the United Food and  
 
           24         Commercial Workers Union.  I' m here on behalf of  
 
           25         about 3000 dairy workers with in our union who are  
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            1         part of 1.3 million nationwid e in the meat  
 
            2         packing, food processing and retailing.  We  
 
            3         appreciate the opportunity to  speak to you today  
 
            4         and our concerns go beyond th e relationship  
 
            5         between the dairy processing companies and the  
 
            6         farmers.   
 
            7                       We want you to consider the state  
 
            8         of consolidation in the dairy  industry, but also  
 
            9         into other agricultural marke ts in general.  We  
 
           10         urge the administration to in clude in its  
 
           11         investigation the assessment of the role of the  
 
           12         retail grocer in this sector for playing and  
 
           13         driving consolidation in vari ous agricultural  
 
           14         markets.  The means of the in volvement -- this  
 
           15         means the involvement of the Federal Trade  
 
           16         Commission in this process is  critical.  We're  
 
           17         concerned by their absence he re today.   
 
           18                       The market prio r to these large  
 
           19         grocery retailers has grown d ramatically in the  
 
           20         last two decades.  Retail con solidation has had a  
 
           21         dramatic impact on the food s upply chain and  
 
           22         everybody here knows the sing le most powerful  
 
           23         entity in food production in the world, single  
 
           24         largest retailer is Wal*Mart.   Wal*Mart's  
 
           25         relentless quest for larger m arketshare throughout  
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            1         the nations of the world and its growing  
 
            2         marketshare provides it with the power to apply  
 
            3         increasing pressure on the fo od processors and to  
 
            4         lower price and cut costs, wh ich in turn passes  
 
            5         losses down the food supply c hain.   
 
            6                       This drives dow n workers' wages and  
 
            7         farmers' prices.  Caught in t he vice of Wal*Mart,  
 
            8         many of our colleagues and fr iends and neighbors  
 
            9         have found themselves unable to support their  
 
           10         families and have lost their livelihoods and their  
 
           11         American dream.  One of our m embers, a dairy  
 
           12         processing worker, was going to speak to you here  
 
           13         today.  In the area where he works, Wal*Mart has  
 
           14         more than 30 percent of the g rocery marketshare in  
 
           15         seven of eight markets.  In o ne area, Wal*Mart has  
 
           16         50 percent of the grocery mar ketshare.   
 
           17                       Until recently,  Wal*Mart was the  
 
           18         major consumer of his dairy p rocessing company,  
 
           19         but then without warning, Wal *Mart dropped the  
 
           20         company as a supplier because  of a cheaper price  
 
           21         from a national conglomerate.   Now his company is  
 
           22         threatening workers at the pl ant to work harder  
 
           23         and to produce faster product s at a reduced cost.   
 
           24         We know that the quest to woo  Wal*Mart back is  
 
           25         going to force concessions, w age reductions,  
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            1         healthcare reductions can't b e far behind.   
 
            2                       This worker wit h his job and the  
 
            3         jobs of his co-workers are on  the line.   
 
            4         Understandably, he was unwill ing to speak in this  
 
            5         public audience, but I ask th at this panel  
 
            6         consider him and his family, the farmers involved  
 
            7         in this, his ability to make a living and to keep  
 
            8         his lifestyle as he sees it t oday and look into  
 
            9         the pressure that retail cons olidation and  
 
           10         Wal*Mart has put on the dairy  industry as a whole,  
 
           11         that many of us here today de pend on for our  
 
           12         livelihoods.  This is urgent and I ask for you to  
 
           13         move on this immediately.  Th ank you. 
 
           14                       AUDIENCE MEMBER :  Yes, my name is  
 
           15         Howard Roeth(phonetic), I'm f rom southwest  
 
           16         Wisconsin.  I'm a pork produc er here in this great  
 
           17         dairy state, but I wanted to bring my views here  
 
           18         instead of traveling to Color ado or somewhere  
 
           19         else.  The decline in the num ber of pigs whose  
 
           20         price is negotiated each day concerns me, but I do  
 
           21         not believe government interv ention is the answer  
 
           22         to that problem.  Focus on be tter information  
 
           23         systems and expanding markets  for more  
 
           24         information.   
 
           25                       The mandatory p rice reporting law  
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            1         needs to be reauthorized in a  timely manner.  The  
 
            2         last time it expired in 2004,  it took more than 18  
 
            3         months to get the reauthoriza tion.  The percentage  
 
            4         of all wholesale cuts reporte d to USDA under the  
 
            5         current voluntary system is b etween three and four  
 
            6         percent.  Most weeks, that is  so low that it casts  
 
            7         doubt about whether USDA's pu blished count value  
 
            8         accurately represents U.S. ca rcasses value as a  
 
            9         whole.   
 
           10                       It also leaves me and many others  
 
           11         uncomfortable using the publi shed USDA cutout  
 
           12         value to price my hogs.  In s ummary, I am more --  
 
           13         I think more market informati on on hogs and cuts  
 
           14         and values are needed.  Incen tives, like tax  
 
           15         credits or low interest loans  to medium and small  
 
           16         market retailers and processo rs would be helpful.   
 
           17         I also think to help young fa rmers get into the  
 
           18         business there, needs fob mor e education and money  
 
           19         spent in that process.  Thank  you. 
 
           20                       AUDIENCE MEMBER :  Hello, my name is  
 
           21         Ruth Simpson and I am on the board of the Family  
 
           22         Farm Defenders.  I have been working on dairy  
 
           23         issues for over 20 years and it all has -- bottoms  
 
           24         down to farmers getting a fai r price, and they  
 
           25         just aren't in the marketplac e, they just -- it is  
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            1         just not happening.  There ob viously are multiple  
 
            2         reasons for that that have be en explained.   
 
            3                       I want to have a couple of comments  
 
            4         that are a little bit off, bu t -- the pricing, but  
 
            5         have to do with farmer contro l and one is the  
 
            6         allowance of block voting in the dairy industry.   
 
            7         I don't think most farmers un derstand what's  
 
            8         happening with their pricing system because it's  
 
            9         done by block voting and they 're not notified or  
 
           10         know anything about it and I think block voting is  
 
           11         very undemocratic and it shou ld be -- should not  
 
           12         be allowed to happen.   
 
           13                       Secondly, we al l -- I think a lot  
 
           14         of us remember the farm crisi s in the 1980s when  
 
           15         farm foreclosures were happen ing much too often  
 
           16         and that is obviously going t o be happening again  
 
           17         very soon if we don't fix the  farm system.  You  
 
           18         have heard people say they ha ve been losing money  
 
           19         and taking on debt.  Well, wh at happened in the  
 
           20         1980s is very similar.  We we nt through a  
 
           21         financial crisis in the early  1980s and within two  
 
           22         years, the farm sector was de vastated.  And we are  
 
           23         going to be seeing that happe n again if the United  
 
           24         States government does not do  something to help  
 
           25         set a fair price for dairy fa rmers, so I urge  
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            1         action immediately to try and  correct this  
 
            2         situation. 
 
            3                       AUDIENCE MEMBER :  Hi, my name is  
 
            4         Scott Schultz, I'm the execut ive director of the  
 
            5         Wisconsin Farmers Union.  Bef ore coming to the  
 
            6         Wisconsin Farmers Union, I sp ent about 35 years in  
 
            7         the newspaper industry, inclu ding 22 of them at  
 
            8         one of Wisconsin's leading ru ral publications, The  
 
            9         Country Today.  Throughout my  career, one thing  
 
           10         has become clear and in this day of technology,  
 
           11         it's becoming even more clear .   
 
           12                       We're sitting i n this room talking  
 
           13         about the effects of the -- o f antitrust issues on  
 
           14         farmers.  I believe fully tha t we have to take  
 
           15         that argument beyond this roo m of farmers.  I say  
 
           16         that because if we read the o nline feedback from  
 
           17         the newspaper stories about t his today, you will  
 
           18         quickly see from the people c ommenting about this  
 
           19         that they don't give a damn a bout farmers out in  
 
           20         the community.  Non farmers j ust don't give a damn  
 
           21         about us, folks.  That's a fa ct.  A very small  
 
           22         handful do.   
 
           23                       This has come d own to an overall  
 
           24         economic development question , this issue of  
 
           25         consolidation.  When I was a child growing up in  
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            1         Clark County, Wisconsin, I wa s raised on a small  
 
            2         dairy farm, you know, diversi fied operation with a  
 
            3         few hogs and the like.  There  was a field  
 
            4         representative at our door fr om a small dairy  
 
            5         almost every day of the week,  it seemed.  Someone  
 
            6         wanted to offer my father a h igher price for  
 
            7         milk.  My dad in his earlier years used to sit and  
 
            8         tell me, someday when it gets  narrowed down to  
 
            9         just a few players, we're goi ng to get what we  
 
           10         deserve.   
 
           11                       Little did he k now how his words  
 
           12         were going to ring true, but in the total opposite  
 
           13         way than he had anticipated.  It seems the dairy  
 
           14         farmers are getting what they  deserve.  In many  
 
           15         counties, including Darin Von  Ruden's home county  
 
           16         of Vernon and my county of Cl ark County, there  
 
           17         used to be a dairy plant lite rally in every  
 
           18         township.  There was competit ion.  The competition  
 
           19         is gone.  The competition is owned by one or two  
 
           20         players with the likes of Dea n Foods leading the  
 
           21         way.   
 
           22                       Now, we can say  that really affects  
 
           23         us, but as I said before, unt il we take this issue  
 
           24         out and make it a rural econo mic issue, we aren't  
 
           25         going to hear very much progr ess.  That same home  
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            1         place where I grew up in Clar k County virtually no  
 
            2         longer exists.  It's a small bedroom community.   
 
            3         It used to be a thriving, eco nomic place.  Loyal,  
 
            4         Wisconsin, the chamber of com merce, used to tout  
 
            5         itself as the shopping center  city and that no  
 
            6         longer is.  It can't be, beca use there are no  
 
            7         retail stores, including a gr ocery store, left in  
 
            8         that town.   
 
            9                       I can easily tr ace, and I think the  
 
           10         Department of Justice can eas ily trace the  
 
           11         economic losses that occurred  in that small  
 
           12         community and other small rur al communities and  
 
           13         bigger ones, as far as that g oes, all the way  
 
           14         around in a circle to what's going on with the  
 
           15         consolidation and antitrust p roblems in our  
 
           16         industry and we have to as an  industry get out and  
 
           17         tell people, this affects eve rybody.   
 
           18                       So I think that  when we get that  
 
           19         argument made, the Department  of Justice and USDA  
 
           20         are going to hear on a much b igger scale that we  
 
           21         have to do something to contr ol the consolidation  
 
           22         and control of the industry b y one or two players. 
 
           23                       AUDIENCE MEMBER :  My name is Jim  
 
           24         Brown and I'm from Springfiel d, Illinois now, but  
 
           25         I spent my life as a corn, so ybean and hog farmer  
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            1         in north central Iowa and tho ugh I agree with the  
 
            2         stance of the farmer's union in Wisconsin and Iowa  
 
            3         and Illinois, I want to disag ree with the  
 
            4         gentleman who just says that the consumers and the  
 
            5         cities don't care about farme rs.  When I went to  
 
            6         Illinois and began the work t hat I'm doing now,  
 
            7         when I got up into Chicago an d got with the people  
 
            8         in Chicago, it's as though th ey wanted to touch me  
 
            9         because I had spent my life a s a family farmer.   
 
           10                       Farmers today a re less than one  
 
           11         percent of the population.  T he urban dwellers  
 
           12         love the family farm.  We do not have the  
 
           13         political power to change thi s, but those urban  
 
           14         consumers do and if you want to make a change, go  
 
           15         to the urban consumers, becau se they're going to  
 
           16         help us do this.   
 
           17                       Now, back to th e issue of  
 
           18         consolidation and concentrati on.  This meeting  
 
           19         here today reminds me of the hundreds and hundreds  
 
           20         of meetings that I attended i n the mid '90s when  
 
           21         the pork industry, my industr y, was being  
 
           22         consolidated.   
 
           23                       And we couldn't  get it done.  I met  
 
           24         with Joel Klein, President Cl inton's special  
 
           25         appointee on antitrust and at  a dinner meeting one  
 
                 PROFESSIONAL REPORTERS, LTD. 



                                 139 
 
              TRANSCRIPT OF PROCEEDINGS 6/25/2010 
 
            1         night when he and I were talk ing, he said Jim,  
 
            2         everything you are saying is true.  We're going  
 
            3         after Microsoft and if we can 't get Microsoft for  
 
            4         what they're doing, we ain't going to get  
 
            5         anybody.  We've got a problem  in the United States  
 
            6         that we need enforcement of t he antitrust laws.   
 
            7         The laws are on the books.  W e have to strengthen  
 
            8         those laws and do what Teddy Roosevelt did to  
 
            9         break up the monopolies.   
 
           10                         I'd like to c ut through the  
 
           11         Creeping Charlie on the top t o get down to the  
 
           12         heart of this issue and the h eart of this issue is  
 
           13         really what is capitalism.  T his is the definition  
 
           14         of capitalism from the Americ an Heritage  
 
           15         dictionary.  It says, "An eco nomic system in which  
 
           16         the means of production and d istribution are  
 
           17         privately or corporately owne d and development is  
 
           18         proportionate to the accumula tion and reinvestment  
 
           19         of profits gained in a free m arket."   
 
           20                       We keep hearing  that word today,  
 
           21         free market, free market.  Wh at is a free market?   
 
           22         And I have two questions that  I'd like to have you  
 
           23         ponder.  I'm not looking for answers here today.   
 
           24         What control of a marketshare  can an individual or  
 
           25         a monopoly or a conspiring gr oup of individuals,  
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            1         an oligopoly, have?  What pro portion of a  
 
            2         marketshare can any of these individuals hold  
 
            3         before it is no longer a free  market?   
 
            4                       The second ques tion is, it is --  
 
            5         capitalism is the investment in reinvestment of  
 
            6         money that is gained in a fre e market.  What  
 
            7         happens to the free markets t hat are around the  
 
            8         consolidated markets that are  no longer free when  
 
            9         the profits that are gained f rom a monopolized or  
 
           10         oligopolized market suddenly are invested into the  
 
           11         free market?  How can we have  free markets  
 
           12         according to capitalism if th e capital that's  
 
           13         flowing around is all coming from monopolies and  
 
           14         oligopolies?   
 
           15                       That destroys t he whole free market  
 
           16         system and if we're going to get down to the heart  
 
           17         of the problem that's being d iscussed here today,  
 
           18         we're going to have to stop c utting the Creeping  
 
           19         Charlie off above the ground and we're going to  
 
           20         have to get down at the root of what the problem  
 
           21         is.  This is the foundation o f capital -- Adam  
 
           22         Smith capitalism itself and t he foundation of Adam  
 
           23         Smith capitalism is that ther e has to be the  
 
           24         invisible hand of the marketp lace that is out of  
 
           25         the control of any human or h umans conspiring  
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            1         together to manipulate or be able to control that  
 
            2         market.   
 
            3                       And the only wa y we are going to do  
 
            4         that is not by having investi gations over the  
 
            5         surface, we're going to have to get down to what  
 
            6         it requires to create an Adam  Smith capitalistic  
 
            7         economy and that is a large n umber of unrelated  
 
            8         producers of a product enacti ng transactions with  
 
            9         a large number of unrelated p urchasers of that  
 
           10         product and in that negotiati on that's taking  
 
           11         place where nobody is able to  control anything  
 
           12         except the price that is set in that small  
 
           13         transaction at that time.   
 
           14                       Until we get th is opening up where  
 
           15         there are so many producers o f a product and so  
 
           16         many purchasers of a product that nobody can  
 
           17         control it, we are not going to have Adam Smith  
 
           18         capitalism.   
 
           19                       Confucius said the breakdown of a  
 
           20         society begins when we mis-la bel reality with  
 
           21         words.  A centrally controlle d economy is a  
 
           22         centrally controlled economy.   What is the  
 
           23         difference between the centra lized control of the  
 
           24         U.S. economy by a few firms a nd oligopolies that  
 
           25         we label capitalism and what was going on with the  
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            1         centralized control by a few individuals who were  
 
            2         living under the hammer and s ickle in the former  
 
            3         Soviet Union? 
 
            4                       We need to come  to recognize that  
 
            5         we do not have Adam Smith cap italism at work in  
 
            6         America today and it's up to you folks.  I'm glad  
 
            7         you're doing this.  The time has changed.  Joel  
 
            8         did what he could, but the ti me has changed and  
 
            9         hopefully we can raise the co mmunity's awareness  
 
           10         across America that we are li ving in an illusion  
 
           11         when we think that we are liv ing in an Adam Smith  
 
           12         economy, because we are not.  Thank you.   
 
           13                       MR. TOBEY:  Two  minutes.  We want  
 
           14         to give people an opportunity  to talk.  We also  
 
           15         want to have as many people w ho want to talk be  
 
           16         able to talk, so it's a balan cing act and we would  
 
           17         ask everyone to please cooper ate with us as much  
 
           18         as possible, because we want to hear you. 
 
           19                       AUDIENCE MEMBER :  Good morning,  
 
           20         Larry Bailey, partners in a f amily farm, thousand  
 
           21         cow dairy up in Upstate New Y ork.  I came here  
 
           22         today because I was under the  impression and I'm  
 
           23         glad to hear that the Capper- Volstead Act has  
 
           24         taken a little bit more of a back burner, as I  
 
           25         would say.  I'm glad to hear that we're focusing  
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            1         not so much on the cooperativ es, but I'm still  
 
            2         going to give my view on our cooperative that  
 
            3         we're members of.   
 
            4                       We're members o f Dairy Farmers of  
 
            5         America and, you know, it's a  family -- it's  
 
            6         member owned, 9500 cows and I 'm proud to be a  
 
            7         member of that cooperative, b ecause it is one  
 
            8         large family.  Some of the th ings that the -- our  
 
            9         family does, our membership d oes provide, you  
 
           10         know, is that we elect our ow n board members and  
 
           11         others to represent us and we 're very proud to do  
 
           12         that.  We do that in a very d emocratic way.   
 
           13                       Then also, many  services that DFA  
 
           14         provides, buying groups helps  farmers with buying  
 
           15         tires, fuel, other sorts of s upplies, dairy  
 
           16         supplies.  They have programs  for the young  
 
           17         farmers, we talked a lot abou t today.  We heard  
 
           18         the panel talk about young fa rmers and getting  
 
           19         young farmers involved.  That 's very important to  
 
           20         DFA in continuing their membe rship to bring in the  
 
           21         next generation of farmers, a nd then also  
 
           22         contracting programs for both  milk and feed.   
 
           23                       DFA has provide d us a fair and  
 
           24         equitable market for over 10 or 11 years that  
 
           25         we've been their members.  Al l right.  they've  
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            1         helped us reduce our somatic cell count in 1000  
 
            2         cows to 135,000 mls. or lower  and our bacteria  
 
            3         count low.  All right.  We al so work with dairies  
 
            4         to make truck routes a lot mo re efficient.  DFA is  
 
            5         always willing to educate the ir member owners in  
 
            6         all aspects of the industry, whether it's the  
 
            7         processors, the producers or the trucking  
 
            8         operations and they're never afraid to recognize  
 
            9         their dairies have success.   
 
           10                       Over the past 1 8 months, we all  
 
           11         know the price has been low a nd I'm going to  
 
           12         equate it, this spring we wan ted to by a new  
 
           13         tractor.  Our newest tractor is five years old.   
 
           14         Our next newest tractor is ei ght years old and has  
 
           15         16,000 hours on it.  That's a bout 175,000 miles to  
 
           16         the average consumer of a car .  Consumers trade  
 
           17         their cars every four to five  years.  Dairy  
 
           18         farmers this past few years h aven't been able to  
 
           19         buy new equipment.  It all eq uates to higher  
 
           20         repair costs.   
 
           21                       Everybody says that we don't have a  
 
           22         choice.  We do have a choice.   Every year, 60 days  
 
           23         before my anniversary date, I  send DFA a letter of  
 
           24         resignation and say I'm going  to find a new  
 
           25         market.  For 10 years, I've d one this and for 10  
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            1         years, I've remained with DFA  because they are a  
 
            2         higher competitive, they are a very competitive  
 
            3         market and last year alone, i n addition to the  
 
            4         $500,000 that we had to borro w to stay in  
 
            5         business, we would have lost an additional  
 
            6         $250,000 if we switched away from DFA.   
 
            7                       Cooperatives ar e important.  We're  
 
            8         glad to hear that the Assista nt Attorney General  
 
            9         has taken a little back burne r on the cooperatives  
 
           10         and focusing more.  We do nee d a better system.   
 
           11         We do need more money for our  milk and I  
 
           12         appreciate your time.  Thank you. 
 
           13                       AUDIENCE MEMBER :  I want to thank  
 
           14         Ron Kind for being here.  I d on't see my  
 
           15         representatives here, Lee Ner ison or Dan Kapanke  
 
           16         in attendance.  That's becaus e they're reactive  
 
           17         and not proactive.  I'm here to tell the powers  
 
           18         that be to enforce the antitr ust laws for the  
 
           19         world of agriculture.  I live  in Viroqua,  
 
           20         Wisconsin in Vernon County, w hich has more organic  
 
           21         farms per capita than any pla ce in the U.S. of A.   
 
           22                       If the governme nt subsidized  
 
           23         organic farms as they do fact ory farms, we'd be  
 
           24         eating organic food at an aff ordable price.  So I  
 
           25         say to the Justice Department  to enforce the  
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            1         antitrust laws.  As Bob Marle y sang, dem belly  
 
            2         full, but we hungry.  And as the founder of Earth  
 
            3         Day, Wisconsin's own Gaylord Nelson would say,  
 
            4         don't forget to have a beer o r three.  Thank you.   
 
            5                       AUDIENCE MEMBER :  I'm Mike Ferguson  
 
            6         from Senatobia, Mississippi.  It's about 30 miles  
 
            7         south of Memphis, Tennessee.  I had to come a long  
 
            8         way to get here, but I apprec iate the opportunity  
 
            9         to speak before this group.  There's a perception  
 
           10         out there that in my part of the world, there's  
 
           11         not a lot of opportunity to m arket your milk.   
 
           12         Well, even though my state ha s 125 producers,  
 
           13         that's all we've got in the w hole state, I've got  
 
           14         four different choices. 
 
           15                       I choose DFA.  The reason I choose  
 
           16         DFA is it gives me a piece of  mind of marketing my  
 
           17         milk that I don't have to -- I mean, when you work  
 
           18         16, 18 hours day on the farm,  the last thing you  
 
           19         need is a call in the middle of the night saying  
 
           20         well, we're not going to take  your milk tomorrow  
 
           21         and DFA provides us with a st able market.  The  
 
           22         services that we receive from  things such as  
 
           23         healthcare that's provided --  naturally, we have  
 
           24         to pay for it, but healthcare  is an issue for a  
 
           25         lot of people.  We have a gro up policy that is  
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            1         offered to every member.   
 
            2                       Things such as loans, that Larry  
 
            3         said just a minute ago, the q uality issues.  We  
 
            4         have a first rate lab, a firs t rate field staff.   
 
            5         If you have problems on your farm, they're there  
 
            6         to help, and I can tell you f irsthand, over the  
 
            7         course of the last six to sev en years, I have  
 
            8         firsthand knowledge of how th ey responded during  
 
            9         Hurricane Katrina.  The carin g that they -- the  
 
           10         employees worked 7 days a wee k, 24 hours a day.   
 
           11         You know, in the last five to  six years, we've had  
 
           12         a lot of things thrown out th ere at us.   
 
           13                       I've got firsth and knowledge about  
 
           14         the change in the culture tha t has taken place at  
 
           15         DFA, you know, the transparen cy, the honesty, the  
 
           16         caring for the producers out there and that's why  
 
           17         I market my milk with DFA and  if that changes back  
 
           18         to a negative, I won't be mar keting my milk with  
 
           19         them any longer.  Thank you. 
 
           20                       AUDIENCE MEMBER :  My name is Alfred  
 
           21         Wanner, Jr., I'm from Lancast er County,  
 
           22         Pennsylvania, so I also came a long distance.  I  
 
           23         want to thank Secretary Vilsa ck and Assistant  
 
           24         Attorney General Varney for t heir public  
 
           25         statements in support of coop eratives and the  
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            1         Capper-Volstead Act.  It's be en very good to be  
 
            2         here today to hear all the di fferent comments and  
 
            3         I'm thankful for the opportun ity.   
 
            4                       I also want to say that I think we  
 
            5         need to support all segments of agriculture, not  
 
            6         just organic or small farmers , not just large  
 
            7         farmers, all farmers.  We hav e room for everybody  
 
            8         in our country.  To answer Se cretary Vilsack's  
 
            9         question in the last session,  now is the most  
 
           10         opportune time in my 45-year career for changing  
 
           11         the way milk is priced.  Farm ers are talking with  
 
           12         each other and coming togethe r more than ever.   
 
           13                       Farming for the  future is a good  
 
           14         first step.  We can build on that.  We need  
 
           15         transparent price discovery, stable prices and a  
 
           16         fair share of the consumer do llar for the farm  
 
           17         families that are working. 
 
           18                       AUDIENCE MEMBER :  Good morning.   
 
           19         I'm Doug Wolf, a hog producer  from Lancaster,  
 
           20         Wisconsin.  I came here today  because I, too, was  
 
           21         trying to save a trip to Colo rado.  My point being  
 
           22         today is on the proposed GIPS A rules.  I have just  
 
           23         a little bit of concern I wan t to talk to you  
 
           24         about the unintended conseque nces of writing a  
 
           25         generic rule that's going to incorporate all the  
 
                 PROFESSIONAL REPORTERS, LTD. 



                                 149 
 
              TRANSCRIPT OF PROCEEDINGS 6/25/2010 
 
            1         livestock industries, especia lly the pork industry  
 
            2         with the chicken industry.   
 
            3                       Contracting has  been important to  
 
            4         the pork industry.  It's been  a way to allow young  
 
            5         people and other farmers to g et involved, a large  
 
            6         means of sharing risk and all owing for the pork  
 
            7         industry to grow and continue  on.  Some of the  
 
            8         proposed changes in the contr acting, I would  
 
            9         caution, are not in the best favor of hog  
 
           10         production.  The other area o f concern is some of  
 
           11         the pork market purchasing pr ograms proposed for  
 
           12         the packers.   
 
           13                       Be careful ther e that you don't go  
 
           14         overboard and in the end, cau se a bigger problem  
 
           15         than what we have to today by  eliminating the  
 
           16         packer to packer purchasing, which is exposed on  
 
           17         the market reporting service,  could cause an  
 
           18         increase in concentration.  S o I would just  
 
           19         caution that during this, be careful on trying to  
 
           20         do something generic.  Thank you. 
 
           21                       AUDIENCE MEMBER :  Hi there, my name  
 
           22         is Bill Anderson, I'm an appr entice Wisconsin  
 
           23         cheese maker.  I'm very inter ested in making  
 
           24         artisanal cheeses, especially  artisanal raw milk  
 
           25         cheeses.  I was very disappoi nted recently in  
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            1         Governor Doyle's veto of the raw milk bill.  It  
 
            2         seems that our Department of Agriculture has taken  
 
            3         it upon themselves to tell co nsumers and small  
 
            4         family farmers that they don' t have a right to  
 
            5         have a transaction to allow t he dairy farmers to  
 
            6         connect directly with the con sumers and sell high  
 
            7         quality milk directly to the consumers.   
 
            8                       As a cheese mak er, I think the  
 
            9         quality of the milk directly influences the  
 
           10         quality of the cheese and hav ing a diverse and  
 
           11         high quality milk supply is c ritical to what I  
 
           12         want to do as a cheese maker.   I also feel that  
 
           13         our regulatory system is gear ed towards medium and  
 
           14         large scale processors.  The rules are just not  
 
           15         written to be conducive to en couraging small  
 
           16         artisanal agriculture.   
 
           17                       Now, if you loo k at any country  
 
           18         which consumes a large propor tion of dairy  
 
           19         products -- I like to use the  example of France,  
 
           20         Switzerland, Italy -- there a re long and respected  
 
           21         traditions of people consumin g raw dairy products,  
 
           22         raw milk cheeses, artisanal, and they value their  
 
           23         artisanal agricultural produc ts in those  
 
           24         countries.  If we want that i n this country, we  
 
           25         need to value it as well and I feel that there's  
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            1         been -- rather than valuing, there's been  
 
            2         hostility from our regulators , hostility from the  
 
            3         large processors towards peop le that want to do  
 
            4         things that are unique, speci al and high quality.   
 
            5                       So I just feel that that's  
 
            6         something that needs to be ta ken into account,  
 
            7         too, is creating a regulatory  framework that is  
 
            8         conducive towards artisanal s kill agriculture.   
 
            9         Thank you. 
 
           10                       AUDIENCE MEMBER :  Hi, my name is  
 
           11         Paula Maven(phonetic), I'm a dairy farmer from  
 
           12         Pennsylvania.  September of ' 77 I said I do, I got  
 
           13         a husband and I got a dairy f arm.  It was on the  
 
           14         job training and I've been tr aining ever since.   
 
           15         The last 18 months have been really tough, as  
 
           16         everybody knows, but one of t he first decisions  
 
           17         that my husband and I made, a nd we do work  
 
           18         together, we make our decisio ns together, and that  
 
           19         was, where are we going to ma rket our milk.   
 
           20                       In northwest Pe nnsylvania, we have  
 
           21         four or five different places  that we can market.   
 
           22         The one we chose was Dairy Fa rmers of America and  
 
           23         for a lot of reasons.  It was  because that was one  
 
           24         less stress we had to worry a bout.  We knew they  
 
           25         were going to pick up our mil k, they could do it  
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            1         better than what we could as an individual, by  
 
            2         working as a family and they really are our  
 
            3         family.   
 
            4                       My husband is a n amputee.  With  
 
            5         them, you get health insuranc e, you get workman's  
 
            6         comp.  There are a lot of thi ngs that DFA has in  
 
            7         working with a family.  Our m ilk hauler is my  
 
            8         brother-in-law.  My brother-i n-law married my  
 
            9         sister.  When he has problems  with the 14-hour  
 
           10         wait, he calls us.  We call p eople at the plant  
 
           11         and say okay, what's the prob lem, can you fix  
 
           12         this, can you help us out and  they do.  That's  
 
           13         what is working with a family , is working with a  
 
           14         cooperative.   
 
           15                       And as a member , I just want to say  
 
           16         thank you to DFA, thank you f or the  
 
           17         Capper-Volstead and for havin g us here, but we do  
 
           18         have a problem as dairy farme rs and the problem  
 
           19         needs to be fixed or we won't  have dairy farmers. 
 
           20                       AUDIENCE MEMBER :  Hello, my name is  
 
           21         Jennifer Nelson and I am a fa rmer from Crawford  
 
           22         County in the Driftless area of Wisconsin, an area  
 
           23         uniquely suited to small farm s and dairy farming  
 
           24         and grazing.  Unfortunately, in my township, I was  
 
           25         studying some of the demograp hics and in a  
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            1         ten-year period, we have lost  75 percent of our  
 
            2         farmers.  It seems to be a co nsensus here today  
 
            3         that the price of dairy is to o low and that needs  
 
            4         to be fixed. 
 
            5                       But I'd like to  speak to another  
 
            6         issue that the Department of Justice perhaps might  
 
            7         investigate and that is the p roliferation of these  
 
            8         giant mega dairies in the sta te and where the  
 
            9         money is coming from, who is financing these  
 
           10         dairies.  I would like the De partment of Justice  
 
           11         to follow the money.  We have  heard rumors that  
 
           12         one of the largest mega dairy  owner groups is  
 
           13         being financed by one of the retailers and if that  
 
           14         isn't illegal, it should be.   
 
           15                       And so I'd like  the Department of  
 
           16         Justice to look into this, sp ecifically because  
 
           17         this does impact all of the p roducers, the medium  
 
           18         and small that are going out of business, and as a  
 
           19         consumer, I'm concerned about  the supply of food  
 
           20         and the fact that this large scale-ness of our  
 
           21         agriculture is quite a vulner able system and we  
 
           22         need to be looking at more fa ir and more equitable  
 
           23         ways of diversifying the food  system.  Thank you. 
 
           24                       AUDIENCE MEMBER :  My name is Steve  
 
           25         Hanson and I own and operate a family dairy farm  
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            1         in Clovis, New Mexico with my  three sons.  Our  
 
            2         family has been in the dairy business now for 70  
 
            3         years.  We milk 3500 cows and  raise all our own  
 
            4         replacements.  Previously, yo u mentioned the  
 
            5         figures of losing $100 per co w per month.  It  
 
            6         even -- on large dairies, it works out to that and  
 
            7         you can figure out the number s.   
 
            8                       We had to refin ance the facility  
 
            9         that we'd be paying down for many years.  We went  
 
           10         in and refinanced and to get $6 million just to  
 
           11         stay in business and hopefull y, we've seen the end  
 
           12         of that.  The sad part was wh en we built the large  
 
           13         facility, I built that so tha t my sons would have  
 
           14         a place to dairy and I had a sigh of relief  
 
           15         recently when one of my sons decided he's going to  
 
           16         go ahead and stay in college and get his Ph.D. and  
 
           17         probably won't be returning t o the farm.   
 
           18                       It was a sad da y, but it was a sigh  
 
           19         of relief and I know a lot of  farms are going  
 
           20         through the same experience, large, small, medium,  
 
           21         it doesn't seem to matter wha t size.  Nobody is  
 
           22         making any money right now.  I would like to say  
 
           23         we do ship to DFA.  In our ar ea, we have choices.   
 
           24         There's roughly four co-ops w e can ship to.  DFA  
 
           25         has also been instrumental in  starting up --  
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            1         Hilmar Cheese came into our a rea and we balance  
 
            2         them when they started up and  so I don't feel that  
 
            3         they're trying to monopolize our area.  If  
 
            4         anything, they've created cho ices for us.   
 
            5                       There's no reas on for me to go on  
 
            6         and talk about all the other services, they've all  
 
            7         been mentioned, but that's al l I have. 
 
            8                       AUDIENCE MEMBER :  I'm Maria  
 
            9         Nye(phonetic).  My family and  I dairy in west  
 
           10         central Utah and despite the 3000 cows, it is a  
 
           11         family farm.  We relocated fr om the northeast and  
 
           12         we have always been cooperati ve members and when  
 
           13         we relocated, we chose cooper atives again and it  
 
           14         is truly a relief to hear the  change of direction,  
 
           15         perhaps, that we've heard tha t Capper-Volstead is  
 
           16         not under the gun as we have been told earlier.   
 
           17                       I'd like to -- I do welcome to the  
 
           18         fight the Department of Justi ce and the USDA.  We  
 
           19         need every farm that we have in this country.  We  
 
           20         need people who milk 50 cows,  we need people who  
 
           21         milk 5000 cows.  We have to h ave that to feed our  
 
           22         country, to field our world.  Our membership in  
 
           23         our marketing and supply co-o p supports our family  
 
           24         by finding the best price for  our product and low  
 
           25         costs for our inputs and both  of those are equally  
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            1         important, as we found out in  spades in the last  
 
            2         year and a half.   
 
            3                       As dairy produc ers, we are  
 
            4         tremendously good at what we do.  We're not so  
 
            5         good at marketing most of the  time and that's  
 
            6         where the strength of our coo peratives really  
 
            7         helps our business in particu lar.  We need to have  
 
            8         that marketing expertise to g et the best price for  
 
            9         our product.  My concern, as I've heard from many  
 
           10         other people here today, is w ith the pricing  
 
           11         mechanism that we have.  Our system is convoluted,  
 
           12         unduly complicated and antiqu e.   
 
           13                       And I told some one earlier that in  
 
           14         a lot of places, antiques are  worth a lot of  
 
           15         money.  This one is not.  We really need to change  
 
           16         the way that we price milk in  this country.  Our  
 
           17         system worked well when it wa s created.  That was  
 
           18         nearly a hundred years ago an d things have changed  
 
           19         just a wee bit since then.  W e need to have a  
 
           20         system that values our produc t and our  
 
           21         contribution to our communiti es and our  
 
           22         consumers.  I appreciate the opportunity to visit  
 
           23         with you today.  Thank you. 
 
           24                       AUDIENCE MEMBER :  Thank you for the  
 
           25         opportunity to speak.  My nam e is Bob  
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            1         Cran(phonetic), I farm 650 ac res and milk 165 cows  
 
            2         in Michigan.  I'm a member of  Michigan Milk  
 
            3         Producers Cooperative and tho se numbers are about  
 
            4         the average size of our membe rship.  I'm here  
 
            5         today because my family and I  strongly believe in  
 
            6         the cooperative principles an d the business  
 
            7         framework that has been the b ackbone of American  
 
            8         agriculture for nearly a cent ury.   
 
            9                       My family and I  choose to be  
 
           10         members of MMPA because we kn ow belonging to a  
 
           11         milk marketing cooperative is  the best way for us  
 
           12         to get a fair price for our p roduct and have a  
 
           13         consistent market for the mil k we produce 365 days  
 
           14         a year.  In Michigan, there's  an opportunity to  
 
           15         belong to one of 12 different  cooperatives.  Our  
 
           16         cooperative is owned by appro ximately 2200 members  
 
           17         with farms in Michigan, India na, Wisconsin and  
 
           18         Ohio.   
 
           19                       MMPA members ar e family farm  
 
           20         operations.  The average memb ership is  
 
           21         approximately 240 thousand po unds of milk every  
 
           22         month.  MMPA was formed in 19 16 in order for dairy  
 
           23         farmers to find a stable, rel iable way to market  
 
           24         their milk.  While many thing s have changed since  
 
           25         1916, the need still exists f or the cooperative  
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            1         market.  Marketing cooperativ es remain vital to  
 
            2         the success of our family far m and dairy farmers  
 
            3         in our country.  MMPA's missi on statement to  
 
            4         market MMPA's members' milk t o the greatest  
 
            5         advantage possible is one of the main reasons why  
 
            6         our family depends on MMPA.   
 
            7                       The primary adv antage we receive as  
 
            8         members of a dairy cooperativ e is a guarantee of  
 
            9         market and a guarantee of pay ment for the milk our  
 
           10         family farm produces.  Cooper atives do not  
 
           11         guarantee a profit for the mi lk sold, but rather,  
 
           12         the cooperative finds a marke t for a product and  
 
           13         collects the payments which a re then passed to us,  
 
           14         the members.  By providing th is marketing function  
 
           15         to our farm, we can concentra te our efforts on our  
 
           16         animal care and farm operatio ns while the  
 
           17         cooperative markets our produ ct.   
 
           18                       MMPA and the ma jority of other  
 
           19         dairy cooperatives own manufa cturing plants that  
 
           20         turn the perishable fluid mil k into stable shelf  
 
           21         dairy ingredients like conden sed milk, powder and  
 
           22         butter.  The ability to conve rt the fresh milk to  
 
           23         dairy ingredients helps balan ce the milk supply  
 
           24         when production out steps dem and, especially on  
 
           25         weekends and holidays.  The d airy ingredients  
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            1         produced at the plants are vi tal ingredients  
 
            2         produced in a variety of food  products, like  
 
            3         yogurt, baked goods, candy, c heese, pudding,  
 
            4         infant formula.   
 
            5                       Our cooperative  owns two milk  
 
            6         processing plants in its part nership arrangement  
 
            7         with a cheese manufacturer.  Operations in the  
 
            8         cooperative plants fluctuate dramatically day to  
 
            9         day, week to week, season to season.  During a  
 
           10         typical week, milk received a t MMPA's plants on  
 
           11         Saturday and Sunday can excee d the daily intake of  
 
           12         the other five days of the we ek by more than a  
 
           13         million pounds each day.  Our  cooperative plants  
 
           14         also experience tremendous va riability in plant  
 
           15         volume due to seasonal change s in demand from  
 
           16         bottling plants.   
 
           17                       Operating durin g manufacturing  
 
           18         plants is just one example of  the opportunities  
 
           19         dairy farmers have in the mar ketplace when they  
 
           20         can join together through a c ooperative.  It would  
 
           21         be unrealistic for individual  members to have the  
 
           22         processing capacity on their farm to handle milk  
 
           23         not needed in fluid form and to meet the demands  
 
           24         of other dairy products.  Whi le producing a solid  
 
           25         market for milk is an importa nt function of MMPA,  
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            1         our farm relies on the cooper ative to keep our  
 
            2         farm running efficiently.   
 
            3                       MMPA offers a l ong list of member  
 
            4         services and programs that ca n help us to be  
 
            5         better dairy farmers and to m eet state and federal  
 
            6         rules and regulations.  I'd e nd with one question,  
 
            7         will we ever collect the dair y import assessment?   
 
            8         Thank you. 
 
            9                       AUDIENCE MEMBER :  Hello, my name is  
 
           10         Frank Ontario(phonetic).  I f arm in west central  
 
           11         Wisconsin.  I have -- my wife  and myself operate a  
 
           12         125-cow dairy farm, Holstein.   Thank you for the  
 
           13         Justice Department for coming  here.   
 
           14                       Two points I'd like to make to the  
 
           15         Justice Department is, one, t here is competition  
 
           16         for my milk out in the countr yside.  I presently  
 
           17         sell to Dairy Farmers of Amer ica.  I have the  
 
           18         opportunity to sell to Foremo st Farms.   
 
           19                       I have the oppo rtunity to sell my  
 
           20         milk to Land O' Lakes and I a lso have an  
 
           21         opportunity to sell my milk t o AMPI and I also  
 
           22         have independent buyers of mi lk that would be  
 
           23         interested or milk if I would  like to make that  
 
           24         choice.  So as far as I'm fee ling, there's nothing  
 
           25         for you guys to look there.   
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            1                       If there's anyt hing that you folks  
 
            2         at the Justice Department nee d to address, it is  
 
            3         what is happening to the cons umer that is buying  
 
            4         milk in the grocery store.  W here is the  
 
            5         difference in this price?  I think we've heard it  
 
            6         this morning.  What the price  of milk is, what the  
 
            7         dairy farmer gets and then th e cooperative sells  
 
            8         it to these retailers and loo k at the margin  
 
            9         they're taking and none of it  went down through  
 
           10         this great recession of '09 t hat we went through.   
 
           11         If that money could at least have been passed  
 
           12         through to the consumer, mayb e we could have  
 
           13         turned this economy around a lot quicker.   
 
           14                       Somewhere, some body made a lot of  
 
           15         money in this last year and i t wasn't the dairy  
 
           16         farmers and it wasn't the con sumers that are  
 
           17         buying the milk.  I think tha t's where the Justice  
 
           18         Department should be looking.   Thank you. 
 
           19                       AUDIENCE MEMBER :  Thank you for the  
 
           20         opportunity to speak.  My nam e is Clement   
 
           21         Gervais, I'm a dairy farmer f rom Enosburgh,  
 
           22         Vermont.  I'm also vice chair  of the St. Albans  
 
           23         Cooperative young cooperators  executive  
 
           24         committee.  Our farm consists  of myself and three  
 
           25         brothers and my parents.  We milk a thousand  
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            1         cows.  Our family farm was co nsolidated in 1995  
 
            2         when we started milking in on e larger barn.   
 
            3                       We now crop aro und 2000 acres of  
 
            4         grass and corn and our farm n ow employs ten family  
 
            5         members and 12 non-family emp loyees.  In northern  
 
            6         Vermont, I have choices where  I can sell my milk.   
 
            7         We are proud to send our milk  to St. Albans  
 
            8         Cooperative Creamery.  I beli eve my cooperative is  
 
            9         fair in its dealings and has competitive  
 
           10         premiums.  I also am very app reciative of the role  
 
           11         St. Albans plays in both the local and national  
 
           12         leadership for the dairy indu stry.   
 
           13                       As a dairy farm er, I am always busy  
 
           14         with my daily chores and resp onsibilities.  I  
 
           15         don't have time to always kee p track of the  
 
           16         changing happenings in the da iry industry.   
 
           17         St. Albans through its farm r eport, its management  
 
           18         is always keeping its farmers  informed as well as  
 
           19         impacting legislation and pro grams for the best  
 
           20         interests of its farmers.  Wi thout the cooperative  
 
           21         information conduit for its f armers and its  
 
           22         involvement and guidance of i ndustry changes, I  
 
           23         believe the average farmer wo uld not be able to be  
 
           24         heard on most of the industry  changing events.   
 
           25                       St. Albans has formed a partnership  
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            1         with Dairy Farmers of America .  This partnership  
 
            2         helps both cooperatives work together in the  
 
            3         marketplace.  As well as havi ng access to the  
 
            4         largest markets in the northe ast, this partnership  
 
            5         helps all farmers by everyone  working together and  
 
            6         not driving down premiums tha t can benefit the  
 
            7         farmers.  I am concerned with  the market  
 
            8         consolidation in processing a nd manufacturing and  
 
            9         the retail end of the industr y.   
 
           10                       As a result fro m this  
 
           11         consolidation, there are fewe r markets for my  
 
           12         milk.  There are several chal lenges that are faced  
 
           13         in the dairy industry today.  The volatility in  
 
           14         the federal pricing policy we  currently have makes  
 
           15         planning and budgeting very h ard.  The increasing  
 
           16         cost of production and fluctu ating profit margin  
 
           17         are also uncontrollable facto rs.  The pricing  
 
           18         mechanism needs to be examine d and revamped.   
 
           19                       My co-op is wor king with other  
 
           20         co-ops to come up with soluti ons to these problems  
 
           21         to help all dairymen.  It is my belief that the  
 
           22         cooperative structure absolut ely provides value to  
 
           23         me as a dairy farmer.  With a  busy daily schedule,  
 
           24         I feel the leadership from al l the co-ops that is  
 
           25         driving the dairy industry is  the best and most  
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            1         effective with a for our dair y farmers' voice and  
 
            2         their concerns to ultimately come up with  
 
            3         solutions in the industry.   
 
            4                       As our sufferin g dairy industry is  
 
            5         looking for answers to the cu rrent price  
 
            6         volatility, I want to ask all  the dairymen and the  
 
            7         cooperative representatives h ere to not let  
 
            8         regional differences stop the  much needed change  
 
            9         for our industry.  We all nee d to stop worrying  
 
           10         about other regions' prices a nd look for a fair  
 
           11         price for everyone to work to gether.  Thank you. 
 
           12                       MR. TOBEY:  I j ust want to say,  
 
           13         we'll probably take one more from each microphone  
 
           14         at this session, so that we c an end on time, so  
 
           15         that people can get a little bite of lunch before  
 
           16         we do the panels this afterno on, but we'll have  
 
           17         another session this evening.   I think it's at  
 
           18         5:00 and it will be the same process and we'll be  
 
           19         happy to be here for however long it takes. 
 
           20                       AUDIENCE MEMBER :  I want to first  
 
           21         thank the USDA and the Depart ment of Justice for  
 
           22         bing here.  I'm a certified p ublic accountant.  I  
 
           23         also want to state right away  that I agree that  
 
           24         the free market system needs to continue to  
 
           25         prosper in America and that i n the dairy industry  
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            1         and in the farming industry, it does not prosper  
 
            2         in that way.  I have been stu dying the  
 
            3         profitability of small dairy and diversified farms  
 
            4         for 10 years.   
 
            5                       My former caree r path was in  
 
            6         manufacturing firms and the s tark difference was  
 
            7         that they have to make a prof it to stay in  
 
            8         business.  The question was r aised this morning,  
 
            9         how do we get younger farmers , since the average  
 
           10         age at this point is 57.  You nger farmers have to  
 
           11         start small.  They can't star t with mega dairies  
 
           12         or large farms and often, the y have to buy their  
 
           13         land, their buildings, their equipment.  None of  
 
           14         that is given to them.  Somet imes it is, but not  
 
           15         always.   
 
           16                       Farming cannot be a volunteer, not  
 
           17         for profit career choice, nee ding an off farm job,  
 
           18         which everybody just is -- ju st of course you need  
 
           19         an off farm job, to support t he family while it is  
 
           20         considered profitable if they  just break even.   
 
           21         Since the 1970s, the USDA pol icy has been to  
 
           22         increase disposable income by  reducing retail food  
 
           23         costs.  This helps people hav e more disposable  
 
           24         money to buy other goods.  Ho wever, it's at the  
 
           25         price of the farmer, because by reducing the cost  
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            1         over and over as people have said, nobody passes  
 
            2         the buck past the farmer.  It  ends on their land.   
 
            3                       Creating -- and  this policy has  
 
            4         created an institutionalized,  not for profit  
 
            5         business model that we even h ear phrases like  
 
            6         coming close to covering oper ational costs or  
 
            7         well, this is without regard to labor and  
 
            8         capital.  There are no other businesses I know  
 
            9         that can operate without labo r or capital.  89  
 
           10         percent of farms in Wisconsin  and the majority in  
 
           11         the U.S., approximately 65 pe rcent, are small  
 
           12         farms.   
 
           13                       I notice that 7 1 percent of your  
 
           14         farmer panel today was not ma de up of that group.   
 
           15         From -- I'd like to take it f rom macro to micro,  
 
           16         that the anti-competition cla uses in the contracts  
 
           17         with the co-ops, even the mos t progressive ones  
 
           18         who you might say, if you bel ieve that, from say  
 
           19         Organic Valley, that says tha t you cannot sell to  
 
           20         anybody else.  That includes small, it's not just  
 
           21         fluid sales to other customer s, it's also fluid  
 
           22         sales to small, unique cheese  makers that don't  
 
           23         need a whole bulk tank's wort h every single day,  
 
           24         that might only need one day' s worth or one  
 
           25         tankful.   
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            1                       But these claus es keep them in a  
 
            2         serfdom type thing where they  cannot exit, because  
 
            3         those producers hold their gr ade A dairy license  
 
            4         and without them, they do not  have a grade A dairy  
 
            5         anymore and cannot sell to an ybody and in fact, in  
 
            6         Wisconsin, the producer appli es for and pays for  
 
            7         and holds your license.  So i f you don't agree to  
 
            8         their terms and you don't kee p agreeing to their  
 
            9         terms, you not only no longer  have them as your  
 
           10         customer, I mean as your buye r, you have nobody,  
 
           11         unless you now agree to anoth er person's terms,  
 
           12         without any choice in the mat ter.   
 
           13                       As time goes on , yes, you can  
 
           14         switch from one co-op to anot her, but that's a  
 
           15         small handful of options.  Th e USDA/ERS study has  
 
           16         stated that small dairies wil l continue to  
 
           17         decline, large dairies will c ontinue to grow  
 
           18         because of the economies of s cale that they  
 
           19         represent, and unless you're able to have a value- 
 
           20         added product or do a premium  price, which right  
 
           21         now is outlawed in most state s and in contracts,  
 
           22         specifically, even if it's al lowed in the state,  
 
           23         the contract outlaws it throu gh contract law.   
 
           24                       Therefore, the farmer is held  
 
           25         completely captive to these s lave like prices that  
 
                 PROFESSIONAL REPORTERS, LTD. 



                                 168 
 
              TRANSCRIPT OF PROCEEDINGS 6/25/2010 
 
            1         are keeping them from even ha ving a living, much  
 
            2         less staying in business and many are going  
 
            3         bankrupt.  Thank you. 
 
            4                       AUDIENCE MEMBER :  I'm Mike  
 
            5         Hinkley(phonetic), I'm a dair y farmer with a  
 
            6         family dairy farm from Stearn s County, Minnesota.   
 
            7         Stearns County is the leading  dairy producing  
 
            8         county in Minnesota.  I used to have six bulk  
 
            9         trucks that passed my farm ev ery day.  Now we only  
 
           10         have five and the reason for that is two of the  
 
           11         cooperatives decided that, yo u know, it's really  
 
           12         wise for us to put the milk i n the same truck.   
 
           13                       And why I bring  that up is because  
 
           14         I think as we listened this m orning and as we had  
 
           15         some testimony, the problem o f our price is not  
 
           16         between the competition of th e cooperatives.  I  
 
           17         don't think there's anybody i n this room that can  
 
           18         say that the problem with our  milk price is the  
 
           19         competition from the cooperat ives or a lack of  
 
           20         competition.  What we did hea r earlier was that  
 
           21         there's a big discrepancy fro m what the consumer  
 
           22         pays and to what the farmer r eceives.   
 
           23                       In my opinion, the more farmers  
 
           24         work together in their cooper atives, and we don't  
 
           25         have to all be in one coopera tive to do that, the  
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            1         closer we can become -- the c loser we can come to  
 
            2         the consumer and get part of that price.  I think  
 
            3         that should be our objective as we work together  
 
            4         and go ahead and then this co nsolidation that we  
 
            5         talk about, it's not the cons olidation of the  
 
            6         cooperatives or the farmers.   
 
            7                       The consolidati on is in the  
 
            8         Wal*Marts of the world, if yo u will, who probably  
 
            9         at this point would really li ke us all to come  
 
           10         with our individual trucks to  their store and say,  
 
           11         hey, this is what we have for  you this week and  
 
           12         they'll tell us this is what we pay you.  I think  
 
           13         if we got together as farmers  and took our trucks  
 
           14         together to a Wal*Mart, for e xample, and said this  
 
           15         is what we have, what are you  going to pay us and  
 
           16         if it's not enough, let's go down the road to the  
 
           17         next person.   
 
           18                       That we can onl y do if we put  
 
           19         ourselves together and that's  should be our  
 
           20         objective today, thank you. 
 
           21                       MR. TOBEY:  Las t one, thank you. 
 
           22                       AUDIENCE MEMBER :  Hi, I'll be fast,  
 
           23         it's lunchtime.  My name is P atty Lavera(phonetic)  
 
           24         and I work for a group called  Food and Water Watch  
 
           25         and our members and supporter s are consumers and  
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            1         we've heard a lot about consu mers today and I just  
 
            2         wanted to say a few things ab out what consumers  
 
            3         think and what they're trying  to understand about  
 
            4         this farm to retail price spr ead.   
 
            5                       It is an import ant issue across our  
 
            6         food supply.  It's particular ly acute, I think,  
 
            7         and obvious in dairy and ther e's the obvious  
 
            8         economic issues of if the pri ce goes down for a  
 
            9         processor, why does that not pass on to consumers,  
 
           10         but the bigger issues that co nsumers are starting  
 
           11         to understand is that this re ally breaks with what  
 
           12         they've been taught about how  our market is  
 
           13         supposed to work.  If we're s upposed to be voting  
 
           14         with our dollars, which we're  told to all of the  
 
           15         time, how do we do that when the dollar doesn't  
 
           16         reach the people producing th e food?   
 
           17                       And so as peopl e get more and more  
 
           18         interested in our food supply , where our food  
 
           19         comes from, how it's produced , they can't do that  
 
           20         if their dollar doesn't reach  the whole way  
 
           21         through the chain in an equit able way.  And more  
 
           22         and more consumers want to vo te with their dollars  
 
           23         and they want to vote against  specific things they  
 
           24         see happening in the food sup ply that they're  
 
           25         learning about and they don't  have good options to  
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            1         do so when their dollar gets stuck in the middle.   
 
            2                       So I would just  say as a last  
 
            3         couple points, this interest in local food, buying  
 
            4         direct from farmers is also o ne way consumers are  
 
            5         starting to reject that sprea d.  They're looking  
 
            6         for a way to give their dolla r to farmers, because  
 
            7         they do support farmers and I  think that that's a  
 
            8         trend that can't be ignored a s we talk about the  
 
            9         marketplace.   
 
           10                       And finally, we  hear a lot -- when  
 
           11         we're talking about consumers , we hear a lot about  
 
           12         choice and how we're so lucky  to have all these  
 
           13         choices.  And we have these g rocery stores that  
 
           14         are brimming over with option s, but when it comes  
 
           15         to the dairy case, what we of ten have is a lot of  
 
           16         marketing.  We have small reg ional dairies that  
 
           17         used to exist that have been bought up by larger  
 
           18         operators, but those labels a re still there.   
 
           19         That's not choice and it's no t competition, it is  
 
           20         marketing and when we explain  that to our members  
 
           21         and supporters and they learn  about it, they're  
 
           22         outraged and they ask how it got this bad.   
 
           23                       So I would just  end by saying that  
 
           24         consumers want action, too.  They want it for  
 
           25         farmers so they can stay in b usiness, but they  
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            1         also want it for themselves a nd they want it now.   
 
            2         Thank you. 
 
            3                       MR. TOBEY:  Tha nk you all very  
 
            4         much.  We're going to break f or lunch, it's a  
 
            5         short lunch.  We need to let our court reporter  
 
            6         take a rest and there are lot s of options in this  
 
            7         building and in the area, so we'll see you back at  
 
            8         1:15.  Thanks.   
 
            9                   (Noon recess is tak en) 
 
           10                 (12:47 p.m. to 1:20 p .m.)  
 
           11                       MR. SOVEN:  Lad ies and gentlemen,  
 
           12         if I could ask you to take yo ur seats, we'll get  
 
           13         started in just a few minutes , thank you.  Good  
 
           14         afternoon.  We're now going t o start the afternoon  
 
           15         session.  We'll be doing thre e panels and we're  
 
           16         going to first begin -- the f irst panel will be on  
 
           17         trends in the dairy industry.   I'm going to  
 
           18         briefly introduce myself and then set the stage  
 
           19         and then get out of the way o f the very  
 
           20         experienced and distinguished  panelists we have up  
 
           21         here today.   
 
           22                       My name is Josh  Soven.  I run the  
 
           23         group at the Antitrust Divisi on that prosecutes  
 
           24         antitrust violations in the d airy sector, and as  
 
           25         the Assistant Attorney Genera l talked about this  
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            1         morning, that involves review s of mergers such as  
 
            2         the Dean acquisition of the F oremost Farms  
 
            3         consumer products division, a s well as  
 
            4         investigations of anticompeti tive conduct by firms  
 
            5         with market power.   
 
            6                       It is a special  privilege for me as  
 
            7         an antitrust enforcer to be h ere today.  Sound  
 
            8         competition policy requires a n excellent  
 
            9         understanding of how markets work and we can't get  
 
           10         that in Washington.  We actua lly have to go out  
 
           11         into the market and talk to p eople such as  
 
           12         yourself to understand the on  the ground reality  
 
           13         and how it really works.  So with that, let me  
 
           14         briefly introduce our panelis ts.  Again, they are  
 
           15         very experienced and we'll ge t going.   
 
           16                       The topics we'r e going to cover and  
 
           17         try to leave some time for qu estions are briefly,  
 
           18         we're going to talk about the  co-op structure and  
 
           19         regulation.  We're going to t alk about the well- 
 
           20         known trend amongst all of yo u about the decline  
 
           21         in the number of small farms.   We'll then move a  
 
           22         little bit more into the regu latory structure with  
 
           23         a focus on the producer/handl er exception and,  
 
           24         more generally, the milk mark eting order system.   
 
           25                       And then we'll finish, most likely,  
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            1         with a discussion about a top ic that was a big  
 
            2         issue this morning, which is consolidation,  
 
            3         concentration and market beha vior in the  
 
            4         downstream processing and the  retailer markets.   
 
            5                       So very briefly , our panelists  
 
            6         first are Ron Cotterill, he's  an agricultural  
 
            7         economist at the University o f Connecticut.  Peter  
 
            8         Carstensen probably needs no introduction to many  
 
            9         of you.  He's a law professor  at the University of  
 
           10         Wisconsin.   
 
           11                       Bob Cropp, also  an agricultural  
 
           12         economist at the University o f Wisconsin.  Jerrel  
 
           13         Heatwole, he's a farmer from Delaware.  Marc  
 
           14         Peperzak, he is the -- just t o make sure I've his  
 
           15         title correctly, chief execut ive officer of Aurora  
 
           16         Organic Dairy, Pete Kappelman , who is the Chairman  
 
           17         of the Board of directors of Land O' Lakes  
 
           18         cooperative and then last but  not least, Jim  
 
           19         Goodman who is an organic dai ry farmer from here  
 
           20         in Wisconsin.   
 
           21                       So let me begin  with co-ops.  As  
 
           22         the Assistant Attorney Genera l said this morning  
 
           23         and the Secretary of Agricult ure said this  
 
           24         morning, there appears to be widespread consensus  
 
           25         about the benefits and the va lue of co-ops in the  
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            1         market.  However, there does appear to be sort of  
 
            2         a healthy debate as to how, i f at all, those  
 
            3         co-ops should be regulated or  not.  Peter  
 
            4         Carstensen has given a fair a mount of thought and  
 
            5         devoted a fair amount of rese arch to that topic,  
 
            6         so I will begin with one of o ur hosts and turn it  
 
            7         over to Peter. 
 
            8                       MR. CARSTENSEN:   Thank you very  
 
            9         much.  Before I turn to the c o-op thing, I want to  
 
           10         flag everyone that at our 3:4 5 break, the law  
 
           11         school has made a treaty with  the ice cream  
 
           12         department of the University to bring over some  
 
           13         ice cream for you all to have  during your break.   
 
           14         It will be right outside here  on the patio.   
 
           15         You're in Wisconsin, it's dai ry month, what better  
 
           16         than to have some University ice cream on top of  
 
           17         that.   
 
           18                       It is 10 -- wel l, almost 15 years  
 
           19         ago I began to get into some dairy and other  
 
           20         competition issues.  It's tak en 10 to 15 years to  
 
           21         get those issues on the front  burner.  I'm hoping  
 
           22         it doesn't take quite that lo ng to get some of the  
 
           23         issues that I see as really i mportant with respect  
 
           24         to especially large cooperati ves.  Capper-Volstead  
 
           25         and related statutes, the mos t recent, I think,  
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            1         was adopted about 1934, the w orld has changed.   
 
            2                       We need to thin k a lot more about  
 
            3         where and how to deal with co operatives and  
 
            4         especially large cooperatives .  A co-op often  
 
            5         represents the second or thir d largest investment  
 
            6         that a farm family has after their farm itself.   
 
            7         It is an investment that, unf ortunately, in many  
 
            8         circumstances, it seems to me , does not have the  
 
            9         transparency, the governance rules, the kind of  
 
           10         oversight that is necessary.   
 
           11                       You heard, and I want to second  
 
           12         this, co-ops are very, very i mportant.  But they  
 
           13         need, again, I think, especia lly large ones, a  
 
           14         different kind of oversight.  Before the 1930s, we  
 
           15         had a public capital market i n which corporations  
 
           16         were -- large corporations we re not accountable  
 
           17         for their false reports of ea rnings and profits.   
 
           18         They were not required to dis close information.   
 
           19         They were not required to hav e a governance system  
 
           20         which allowed their sharehold ers actively to  
 
           21         participate in the governance  of the corporation.   
 
           22                       With some coope ratives having  
 
           23         thousands of members and bill ions of dollars, they  
 
           24         look an awful lot like those early American  
 
           25         corporations.  What we have f ound with the public  
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            1         capital market is when you re gulate in terms of  
 
            2         transparency, governance rule s and a national  
 
            3         oversight of the internal act ivities of the  
 
            4         corporation, it improves the behavior of the  
 
            5         corporation.  It provides the  investors, the  
 
            6         owners of those corporations a degree of  
 
            7         certainty, a degree of reliab ility as to what's  
 
            8         going on.   
 
            9                       I think that th e classic economics  
 
           10         talks about this is the separ ation of ownership  
 
           11         and control of a corporation.   The same thing  
 
           12         happens with cooperatives.  W e have seen in recent  
 
           13         history some fairly serious p roblems of sweetheart  
 
           14         deals, of funds suddenly movi ng out from the  
 
           15         cooperative without appropria te approval, so I've  
 
           16         had calls from various co-op members of large  
 
           17         co-ops specifically, worrying  about what  
 
           18         management is up to, how do t hey get the  
 
           19         information.  We do not have a systematic way of  
 
           20         assuring the owners of co-ops  that they have that  
 
           21         information.   
 
           22                       So the number o ne reform that I  
 
           23         think ought to come is to put  the large co-ops  
 
           24         under some -- either under th e '34 Securities Act  
 
           25         which is the basis on which t he SEC would  
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            1         regulate, or some comparable in terms of  
 
            2         reporting, disclosure and an oversight to make  
 
            3         sure that the books are being  honestly kept, that  
 
            4         they are being audited by app ropriate federal  
 
            5         officials.   
 
            6                       Right now, USDA  has no authority to  
 
            7         do that, and there are civil and criminal  
 
            8         liabilities for managers who misuse the resources  
 
            9         of the enterprise.  That got highlighted very  
 
           10         recently by a Supreme Court d ecision that cut back  
 
           11         on one of our few other crimi nal statutes that can  
 
           12         be used to deal with misappro priation, so we  
 
           13         really need to make sure that  there is that kind  
 
           14         of governance oversight for c orporations.  I think  
 
           15         for co-ops, you probably want  a somewhat different  
 
           16         governance system than you us e for ordinary  
 
           17         corporations.   
 
           18                       I also think as  a second level that  
 
           19         the no outside investor eight  percent, no outside  
 
           20         equity investor, the eight pe rcent maximum return  
 
           21         ought to be revisited.  I thi nk there are  
 
           22         important tax laws that need to be retained, but  
 
           23         large co-ops need the flexibi lity in their capital  
 
           24         structure that comes from rev isiting, again, rules  
 
           25         that were adopted in 1922.  T hey may have made  
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            1         sense then, I don't think the y make sense now.   
 
            2                       Lastly, there i s this little  
 
            3         antitrust thing that seems to  worry a lot of  
 
            4         folks, that somehow they're a ll going to go to  
 
            5         jail if the Capper-Volstead a ntitrust exemption is  
 
            6         repealed.  I know a lot about  antitrust law and  
 
            7         I've been trying to figure ou t what it is that  
 
            8         co-op managers are up to that  is, but for this  
 
            9         exemption, a felony and would  send them to  
 
           10         prison.   
 
           11                       I'd like that d isclosure, because I  
 
           12         don't think they're doing tha t and if they are,  
 
           13         the other question then would  be why are not  
 
           14         farmers doing a whole lot bet ter, if these guys  
 
           15         are committing price fixing f elonies out there,  
 
           16         raising prices, extorting mon ey in some way.   
 
           17                       Bottom line, th ough, the way the  
 
           18         antitrust laws impact with co -ops, anyway, doesn't  
 
           19         really matter a whole lot whe ther there is an  
 
           20         exemption or not.  There are a couple of places  
 
           21         where it would be important.  I'd like to have it  
 
           22         rethought.   
 
           23                       If it's the hol y grail, if it is  
 
           24         the bible of the co-op moveme nt that they must be  
 
           25         exempt from antitrust law, gi ven the way Capper- 
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            1         Volstead has been interpreted , I could live with  
 
            2         that.  I do want to deal with  the Agricultural  
 
            3         Marketing Agreement Act, but that's a question  
 
            4         that will come up a little bi t later. 
 
            5                       MR. SOVEN:  Pet e Kappelman,  
 
            6         Professor Carstensen appears to see some room for  
 
            7         some regulatory changes, do y ou agree or how do  
 
            8         you think about the subject? 
 
            9                       MR. KAPPELMAN:  Well, first of all,  
 
           10         let me express my appreciatio n for the invitation  
 
           11         today.  My family milks 400 c ows.  In addition to  
 
           12         being chairman of the Land O'  Lakes board, my  
 
           13         primary job in life is to far m and my family milks  
 
           14         400 cows on the land purchase d by my  
 
           15         great-grandfather.  It's grea t to be back at the  
 
           16         UW.  My oldest two children a re here and are now  
 
           17         the fourth generation of UW-M adison attendees.   
 
           18         I'm proud of the job they're doing here.    
 
           19                       When I get aske d about co-ops being  
 
           20         big, I wonder about who gets to decide what big is  
 
           21         or too big or big enough and I wonder about what  
 
           22         you might use for criteria.  But what I think that  
 
           23         what really matters to farmer s is whether their  
 
           24         cooperative is effective, tru ly valuable to them  
 
           25         in a business world where far mers seem to continue  
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            1         to lose margin in the value c hain of food  
 
            2         production.   
 
            3                       Cooperatives ar e one of the last  
 
            4         vestiges of hope left for dai ry farmers as they  
 
            5         attempt to bargain effectivel y with the burgeoning  
 
            6         size of processors and retail ers.  I've been told  
 
            7         that Land O' Lakes is big.  T he dairy side of our  
 
            8         business in a typical year is  about $4 billion of  
 
            9         sales.  Some might say that's  big.   
 
           10                       When our -- one  of the customers we  
 
           11         deal with is called Wal*Mart.   They are  
 
           12         approximately 100 times large r than we are.   
 
           13         Kroger's is 20 times larger t han we are.  We do  
 
           14         not feel the power of big as they negotiate to  
 
           15         bring down the price of food and we are wrangling  
 
           16         to negotiate the best price w e can for our  
 
           17         members' products.   
 
           18                       So I ask all of  you, who is big and  
 
           19         what is big enough?  Accordin g to a 2007 USDA  
 
           20         cooperative development repor t, 83 percent of all  
 
           21         U.S. milk is marketed through  -- was marketed  
 
           22         through 155 cooperatives.  Th at number has grown  
 
           23         steadily over the years, yet co-op membership is  
 
           24         not mandatory.   
 
           25                       As a dairy prod ucer, there is no  
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            1         inherent home for my milk.  I  have to find a  
 
            2         market for it.  I chose a mar ket where I invest my  
 
            3         equity in value added, brande d products that allow  
 
            4         me to share in the manufactur ing and marketing  
 
            5         margins of the milk I produce , sharing in that  
 
            6         value chain, down the value c hain.  So how do  
 
            7         producers ensure that their c o-op remains relevant  
 
            8         and beneficial?   
 
            9                       The answer is s imple, but it  
 
           10         involves a lot of hard work.  Good governance,  
 
           11         good governance is not dictat ed by size, be it big  
 
           12         or small.  It's a function of  effectiveness.  Most  
 
           13         co-ops use a form of represen tative democracy and  
 
           14         they do it pretty well.  Publ ic companies are  
 
           15         regulated by the SEC in an at tempt to protect  
 
           16         investors by dictating accoun ting and financial  
 
           17         reporting procedures and thos e companies are also  
 
           18         required to use sound judgmen t -- or legally  
 
           19         required to use sound judgmen t, sound governance  
 
           20         and moral business practices.   It's tough to  
 
           21         legislate morality.   
 
           22                       A cooperative b usiness is our  
 
           23         stockholders' business.  The member's engaged,  
 
           24         their livelihood and their eq uity investment  
 
           25         depends on it.  We hold numer ous member meetings.   
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            1         I can't tell you how many chi cken dinners I've had  
 
            2         over the years, but I can tel l you who serves the  
 
            3         best chicken around the state .  At those meetings,  
 
            4         we elect delegates.  We choos e the director  
 
            5         candidates versus a public co mpany where most  
 
            6         director candidates are hand picked by  
 
            7         management.   
 
            8                       So at our membe r meetings, we  
 
            9         choose the director candidate s.  We elect  
 
           10         directors.  We discuss the po licy affecting our  
 
           11         producers and we update the m embers on their  
 
           12         business.  In fact, when Land  O' Lakes was a  
 
           13         public registrant, our govern ance system was less  
 
           14         effective, because we could o nly discuss our  
 
           15         members' business with them a fter we had made a  
 
           16         public release of that inform ation.  We had less  
 
           17         information for our producers  and as a result,  
 
           18         discussions with members abou t their business  
 
           19         became less relevant.   
 
           20                       The fiduciary r ole of elected co-op  
 
           21         leaders is a tremendous respo nsibility.  It's not  
 
           22         one that I take lightly.  Our  members expect sound  
 
           23         financial reporting and audit ing.  It's the board  
 
           24         members' responsibility to de liver on that  
 
           25         expectation.  Other fiduciary  roles include  
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            1         oversight of management, poli cy setting and  
 
            2         communication with members.  I get judged on the  
 
            3         job I'm doing at every member  meeting, but  
 
            4         especially at election time.  It's quite simple.   
 
            5         If I'm not delivering on memb er expectations, I  
 
            6         get replaced.   
 
            7                       So in summary, I think co-op  
 
            8         governance is alive and well.   It's our business  
 
            9         and we own it. 
 
           10                       MR. SOVEN:  Tha nk you.  Jerrel  
 
           11         Heatwole, we'll talk some mor e with specificity  
 
           12         about the situation for small  farmers, but before  
 
           13         we turn to that topic in gene ral, your thoughts on  
 
           14         more regulation, less regulat ion, different  
 
           15         regulation for co-ops. 
 
           16                       MR. HEATWOLE:  Well, Josh, I concur  
 
           17         with everything that Pete jus t said and let me say  
 
           18         in terms of governance and in formation, I think if  
 
           19         you look at -- and we had her e on the panel this  
 
           20         morning members of Congress a nd the Senate.  I  
 
           21         think at the cooperative leve l, we have a much  
 
           22         more robust representation sy stem than we do in  
 
           23         our country and our democracy  and I don't think  
 
           24         any of us want to change that .   
 
           25                       Let me just pic k at a few things in  
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            1         a little different angle from  what Pete just  
 
            2         said.  Look, I'm a small dair y farmer.  My wife  
 
            3         and partner this morning milk ed 61 cows on the  
 
            4         82-acre farmstead that her gr andfather started.   
 
            5         Our business is sustained thr ough use of about  
 
            6         five different cooperatives i n various aspects of  
 
            7         our business.  Over the years , I've marketed my  
 
            8         milk from the farm through fo ur different  
 
            9         cooperatives, two small local  cooperatives over  
 
           10         the years and then a bigger r egional cooperative  
 
           11         and now through a national co operative and they  
 
           12         all operated under Capper-Vol stead.   
 
           13                       Their method wa s the same, the  
 
           14         difference is the effectivene ss that we can have  
 
           15         working together in a bigger mass, bigger scope.   
 
           16         You know, I have great respec t for these  
 
           17         professors.  My brother is a professor at Virginia  
 
           18         Tech, Ph.D. and research prof essor and he'll tell  
 
           19         me that you can take two prof essors that are  
 
           20         equally qualified and come up  with three opinions  
 
           21         that are on different ends of  the spectrum.   
 
           22                       What I will say  is that as a dairy  
 
           23         farmer, my life, my income de pends on the choices  
 
           24         that are made, and the profes sor's choices don't  
 
           25         impact his income or his tenu re or his future.  So  
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            1         you know, from a standpoint o f the impact that it  
 
            2         has to me as a farmer, I'm ve ry intense and  
 
            3         farmers are very intensely co mmitted and tied into  
 
            4         what goes on in these kinds o f forums.   
 
            5                       You know, like Pete, I'd say what  
 
            6         defines a large cooperative.  We tend to just  
 
            7         think about numbers of farmer s, but we've got farm  
 
            8         cooperatives in this country that produce, that  
 
            9         market billions of pounds of milk and you can  
 
           10         count their members by the te ns or the hundreds.   
 
           11         We have cooperatives that mar ket the same billions  
 
           12         of pounds of milk in this cou ntry and you can  
 
           13         count their members by the th ousands.  You've got  
 
           14         cooperatives that market thei r milk through  
 
           15         further processing, a large p ercentage of their  
 
           16         milk versus cooperatives that  just take it  
 
           17         directly from the farm to a d ifferent customer.   
 
           18                       So what defines  a large  
 
           19         cooperative.  We work in a wo rld that many --  
 
           20         several countries have one co operative,  
 
           21         effectively, for the whole co untry.  So you know,  
 
           22         I think that you'll find that  no matter what the  
 
           23         cooperative structure we have  here in the U.S.,  
 
           24         the members that own and are a part of those  
 
           25         cooperatives all find value i n those organizations  
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            1         or they wouldn't stay.  In fa ct, you know, in our  
 
            2         organization, each year membe rs have an option.   
 
            3                       In the Lancaste r County,  
 
            4         Pennsylvania area, one of the  areas that I  
 
            5         represent, I just counted las t night, there's 16  
 
            6         different people that will pi ck up milk, procure  
 
            7         milk or market milk from any farm in that area,  
 
            8         about six or seven cooperativ es and eight to ten  
 
            9         proprietary companies.  Despi te this -- and that's  
 
           10         just not unique to Lancaster County area, but  
 
           11         despite this, for every two f armers that chose to  
 
           12         market their milk elsewhere f or whatever reason,  
 
           13         seven chose to market with us .   
 
           14                       Let me put the size in just a  
 
           15         little different context.  In  the top six dairy  
 
           16         states, two in the west coast , California and  
 
           17         Idaho, two here in the heartl and of -- beautiful  
 
           18         heartland of the country, Wis consin and Minnesota,  
 
           19         two in the northeast where I' m from, Pennsylvania  
 
           20         and New York, DFA's marketsha re, member share of  
 
           21         milk is -- runs from six perc ent to 14 percent.   
 
           22         There's lots of choices, lots  of opportunities.   
 
           23                       Contrast that w ith the number one  
 
           24         cheese retailer, that's numbe r one in market after  
 
           25         market after market with no c lose second, but --  
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            1         and operates under different structure, different  
 
            2         governance structure, and loo k at the retailer  
 
            3         that is number one in market after market after  
 
            4         market with few markets where  there's even a close  
 
            5         number two and tell me where you think the market  
 
            6         power is.   
 
            7                       These companies , no matter how you  
 
            8         measure them, as Pete said, a re many, many times  
 
            9         larger than even the largest cooperative and  
 
           10         growing, getting larger.  Who  do you think needs  
 
           11         the regulation the most?  Do I think that we need  
 
           12         more regulation as cooperativ es which is just by  
 
           13         extension us as farmers?  I t hink the answer is  
 
           14         clearly no, no matter what si ze the cooperative  
 
           15         is. 
 
           16                       MR. SOVEN:  Tha nk you.  Marc  
 
           17         Peperzak, as the head of Auro ra, what is your  
 
           18         perspective on the topic? 
 
           19                       MR. PEPERZAK:  I've been a dairy  
 
           20         producer since the 1970s, and  since then, Aurora  
 
           21         has been a producer member of  several cooperatives  
 
           22         across the country, big and l arge, and quite  
 
           23         frankly, after this nearly 40  years of experience,  
 
           24         I would say that cooperatives  generally failed  
 
           25         us.  I think they stifle comp etition, I think they  
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            1         stifle innovation.   
 
            2                       The fact of the  matter is that if  
 
            3         you want to do anything on yo ur own, if you, for  
 
            4         example, in the early 1990s w hen I decided that we  
 
            5         had to take one of our farms and make it organic,  
 
            6         so I went with the concept of  organic to our  
 
            7         co-ops, more than one, I migh t add, they basically  
 
            8         said don't do it, we'll fight  you.  Anything  
 
            9         that's innovative, anything t hat's out of the box,  
 
           10         no, can't do it.   
 
           11                       I remember at t hat time asking for  
 
           12         a list of members, I'd like t o talk to them  
 
           13         directly.  They wouldn't give  me the list of  
 
           14         members.  I remember trying t o approach the board  
 
           15         of directors meeting, they sh ut down the board of  
 
           16         directors meeting before I sh owed up.  Having said  
 
           17         all that, co-ops play a good role, but what really  
 
           18         surprised me from this mornin g is people kept  
 
           19         talking about how the system is broken, the system  
 
           20         is broken, but at the same ti me, they're saying  
 
           21         co-ops are fine.   
 
           22                       Well, co-ops ar e very much part of  
 
           23         the system.  I don't think th ey've done a pretty  
 
           24         good job, frankly.  Somebody said something about  
 
           25         that they didn't feel like th ey had an ear in  
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            1         Washington, didn't have a spo kesman.  What's the  
 
            2         co-op doing, where are the co -ops?  Contrary to  
 
            3         Jerrel's experience, when I t hink about Colorado,  
 
            4         we have 160 or 170 producers,  20 processors, one  
 
            5         co-op, one choice.   
 
            6                       If you want to go to any of those  
 
            7         20 producer processors, you'r e out of luck.  It  
 
            8         happens that way in much of t he country.  It may  
 
            9         be different in Lancaster Cou nty.  Anyway, so in  
 
           10         2003 -- what we are today is Aurora Organic today  
 
           11         is five farms with 4900 acres  of pasture and we  
 
           12         are vertically integrated.  W e have our own plant,  
 
           13         we have our own farms and qui te frankly, we don't  
 
           14         have a lot of choice.  It's t he only way we can  
 
           15         operate the business.  The co -ops wouldn't help us  
 
           16         get the milk, never mind keep ing us out of the  
 
           17         processing channels.   
 
           18                       It wasn't a cho ice.  I do think  
 
           19         there should be some regulato ry changes in terms  
 
           20         of how cooperatives are treat ed.  I think it's  
 
           21         necessary to get co-ops in th e basket of  
 
           22         facilitating innovation and c ompetition as opposed  
 
           23         to the opposite, because effe ctively, that's what  
 
           24         they've done in my experience  with us. 
 
           25                       MR. SOVEN:  At the Antitrust  
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            1         Division, we have many, many lawyers and I'm one  
 
            2         of those, so I'd like to thin k we're doing a  
 
            3         pretty good job, but we also have many, many  
 
            4         economists and when we get st uck, we always turn  
 
            5         to the economists to bail us out or to wrap us up,  
 
            6         so with that, I will turn to Professor Cropp to  
 
            7         offer his perspective on the co-op regulation  
 
            8         issue. 
 
            9                       MR. CROPP:  Wel l, I don't think we  
 
           10         need a great change in regula tion.  The Capper- 
 
           11         Volstead Act passed way back in 1922 and the  
 
           12         purpose was to try to equal o ut the end balance of  
 
           13         economic power between farmer s and their buyers  
 
           14         and that's just -- all the Ca pper-Volstead Act  
 
           15         does is give limited exemptio n to antitrust, not  
 
           16         total.  They're still subject  to any predatory  
 
           17         practices and basically it al lows farmers to  
 
           18         organize, to bargain, process  and market on their  
 
           19         behalf to try to bring some b alance of economic  
 
           20         power.   
 
           21                       And there's bee n a lot of  
 
           22         consolidation of co-ops, merg ers, consolidation  
 
           23         through time and the reason t hat has happened is,  
 
           24         well, farmers have changed, m odern transportation,  
 
           25         processing markets have chang ed.  The size of  
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            1         processing plants has changed , so the board of  
 
            2         directors of co-ops have been  responsible to  
 
            3         change their structure to res pond to the changes  
 
            4         in the market conditions.   
 
            5                       The thing is, t hat the  
 
            6         concentration of the food ind ustry has been much  
 
            7         greater beyond the farm and c o-op level, so  
 
            8         really, the imbalance today b etween say farmers  
 
            9         and their buyers is probably greater than it was  
 
           10         back in 1922.  So they still need a protection,  
 
           11         the right to organize and bar gain.   
 
           12                       There was talk this morning about  
 
           13         what's big, you know, co-ops are small business.   
 
           14         There is about 155 co-ops in existence today and  
 
           15         of those 155, 109 are pure ba rgaining, relatively  
 
           16         small bargaining co-ops.  The re's only 25 that  
 
           17         actually operate processing f acilities and they  
 
           18         don't dominate any real aspec t of the dairy  
 
           19         industry.  I mean, they have about 71 percent of  
 
           20         the butter and 96 percent of the powder, but when  
 
           21         it comes to the cheese, we he ard about that drives  
 
           22         milk prices, actually, their marketshare has  
 
           23         declined to about 26 percent back in 2002, about  
 
           24         34 percent.   
 
           25                       So if you compa re dairy  
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            1         cooperatives to their custome rs or their  
 
            2         customers' customers, they're  really small  
 
            3         businesses.  We mentioned the  Wal*Mart, you know,  
 
            4         business this morning, number  one on Fortune 500  
 
            5         company.  They have about 230  or so billion  
 
            6         dollars on the food side, but  if you take our  
 
            7         largest agriculture co-ops, t here's only two that  
 
            8         appear on Fortune 500 lists.  One is CHS, the  
 
            9         largest co-op, number 91, wit h sales of about     
 
           10         $26 billion, but that's a div ersified farm supply  
 
           11         petroleum.   
 
           12                       One in dairy, a nd that's Land O'  
 
           13         Lakes, about $10 billion.  Th ey list 226, but I  
 
           14         think dairy, as Pete Kappelma n said, is only about  
 
           15         $4 billion of that.  So you c an look at Kroger's  
 
           16         and Super Value, Kraft, every body is on Fortune  
 
           17         500 with revenues much greate r.  If I take all the  
 
           18         dairy co-ops and add the tota l revenue together,  
 
           19         it's less than $40 billion, a ll of them together.   
 
           20         And one way like to measure c oncentration is what  
 
           21         does the top four do.   
 
           22                       If I take the t op four dairy co-ops  
 
           23         and the top four market a lit tle over 6 billion  
 
           24         pounds of million a year annu ally.  That's a lot  
 
           25         of milk, but not a lot.  Ther e's another range  
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            1         between three to six billion,  but over half market  
 
            2         less than 500 billion pounds of milk in a year.   
 
            3         Take the 10 largest dairy co- ops thrown together,  
 
            4         they'd have about 57 percent marketshare.  If you  
 
            5         take, you know, DFA, which is  the largest co-op,  
 
            6         has around 20 percent of the market.   
 
            7                       California dair ies, number two  
 
            8         drops down about nine percent , Land O' Lakes is  
 
            9         about seven percent of the to tal market, so pretty  
 
           10         small.  Any one co-op by them selves do not have  
 
           11         the sufficient market power t o really influence  
 
           12         that market and so under the Capper-Volstead Act  
 
           13         we allow market agency in com mon, where co-ops go  
 
           14         together and bargain together  to have an influence  
 
           15         on that market.  And that's b een successful. 
 
           16                       If I look last year at federal  
 
           17         order data, the over order pr emiums that co-ops  
 
           18         have been able to negotiate w ith the buyers, it  
 
           19         averaged about $2.45 a hundre d weight of  
 
           20         additional revenue.  And why is that?  Well, a lot  
 
           21         of the focus is on the fluid side of this  
 
           22         business.  Cows are milked ev ery day, but milk is  
 
           23         seasonal, demand is seasonal.   Even within the  
 
           24         year, when you have holidays,  school is in, school  
 
           25         is out, the amount of milk ne eded by a bottler  
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            1         varies considerably.   
 
            2                       Early in the hi story of dairy  
 
            3         co-ops, they've taken on the responsibility of  
 
            4         coordinating this needed milk  for fluid versus  
 
            5         other uses.  That's why they' re heavier in the  
 
            6         manufacturing side.  To move the milk around, to  
 
            7         balance it, that is a market wide service that  
 
            8         makes the whole marketing sys tem more efficient,  
 
            9         benefits farmers, processors and, believe it or  
 
           10         not, consumers.  So some of t his over order money  
 
           11         that is bargained for is need ed to pay for to  
 
           12         compensate the co-ops providi ng market wide  
 
           13         service, balancing the market , moving milk around  
 
           14         where it is best needed.   
 
           15                       And it does res ult in higher prices  
 
           16         to farmers and our position i s in some cases here,  
 
           17         is that co-ops are going to p ay farmers.  Again,  
 
           18         if you look at mailbox prices , which is the actual  
 
           19         price that farmers get and co mpare it to federal  
 
           20         order prices, believe it or n ot they average  
 
           21         higher in all markets except a couple.  All  
 
           22         markets last year, it average d about 30 cents  
 
           23         higher, some markets $1 or mo re higher for mailbox  
 
           24         prices.   
 
           25                       It means compet ition is there,  
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            1         they're paying farmers more t han the minimum  
 
            2         prices that are required unde r federal orders.   
 
            3         Another topic, and this to --  or a lot of the  
 
            4         criticism, I think, is the re lationship of co-ops  
 
            5         say with a bottler, full supp ly arrangements, that  
 
            6         keeps out others that partici pate in federal  
 
            7         orders.  Well, that may be tr ue, but the full  
 
            8         supply arrangement, that bene fits the market.  The  
 
            9         difficulty is today that 97 p ercent of the milk is  
 
           10         grade A. 
 
           11                       The major purpo se of the federal  
 
           12         order is to assure consumers have milk to drink.   
 
           13         Not all that milk is needed f or that purpose.  The  
 
           14         average utilizational orders is 37 percent.   
 
           15         There's only three orders tha t have utilizations  
 
           16         over 45 percent.  There's mor e grade A milk  
 
           17         available than is needed, but  yet everybody wants  
 
           18         to participate in the federal  orders, because the  
 
           19         fluid milk price is the highe st, the manufacturing  
 
           20         price is lower.   
 
           21                       There's a weigh ted average, so the  
 
           22         fluid leaves some money in an d the manufacturers  
 
           23         draw it out.  It's not all ne eded.  So some of the  
 
           24         criticism of those relationsh ips between co-ops  
 
           25         and their buyers maybe is rea lly a federal order  
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            1         issue to look at.  Some chang es need to be made  
 
            2         there or what have you, but i f we allow everybody  
 
            3         to participate in the federal  order, it kind of  
 
            4         waters down the pool or whate ver.   
 
            5                       So that's kind of a complicated  
 
            6         thing, but I think there's a lack of understanding  
 
            7         of this milking system and pr icing system that  
 
            8         criticized co-ops more and it  really is not a  
 
            9         co-op issue.  And one last th ing as far as  
 
           10         governance, every member of t he co-op has one  
 
           11         member and one vote at some l evel.  The larger  
 
           12         co-ops naturally will -- they  have districts,  
 
           13         elect delegates, what have yo u, then vote for a  
 
           14         board of directors, who are v ery accountable.   
 
           15                       They're active dairy farmers,  
 
           16         they're very accountable, the y're accountable for  
 
           17         the co-op, held responsible f or the co-op and to  
 
           18         protect members' equity.  The y hire management,  
 
           19         they set policy and they show  management  
 
           20         accountable.  So the governan ce I think is pretty  
 
           21         good.  It's to get qualified people to run for  
 
           22         those boards of directors on these co-ops, but I  
 
           23         have no difficulty with that.    
 
           24                       There's always communication  
 
           25         problems with members and tha t, as you communicate  
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            1         what's going on for transpare ncy and co-ops are  
 
            2         trying to do a good job with that, with websites,  
 
            3         newsletters, district meeting s, et cetera, so  
 
            4         anyway, I think I see no need  for change in the  
 
            5         regulation. 
 
            6                       MR. SOVEN:  All  right, thank you.   
 
            7         Unambiguously, one of the mos t profound and  
 
            8         dynamic trends in the dairy i ndustry, of course,  
 
            9         is the reduction in the numbe r of small farms.   
 
           10         The statistics were referred to this morning.   
 
           11         They're well known to people in this audience.   
 
           12         Jim Goodman is a small dairy farmer and your  
 
           13         thoughts on that topic, pleas e.   
 
           14                       Well, let me ac tually do a little  
 
           15         bit more of a segue to put a sharper point on it.   
 
           16         At the end of the day, the bo ttom line, what do  
 
           17         you think is driving it?  Are  those trends  
 
           18         consistent and what should be  done about it from a  
 
           19         regulatory standpoint or a co mpetition  
 
           20         standpoint?   
 
           21                       MR. GOODMAN:  W ell, that's -- I  
 
           22         guess that's really easy to a nswer in just a few  
 
           23         words, and I don't think it's  just a small  
 
           24         farmer's point of view either .  The milk price is  
 
           25         too low.  I mean, why are you  going to continue to  
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            1         farm if you can't make a livi ng doing it.  If  
 
            2         somebody told a lawyer, well,  I'm only going to  
 
            3         pay you $2 an hour for your w ork, they'd probably  
 
            4         say well, I'm sorry, I can't do it for that.   
 
            5                       Many farmers do n't have that  
 
            6         option.  They have loans to p ay off and from my  
 
            7         point of view as a small farm er, it's maybe a  
 
            8         little bit more critical, bec ause there is some  
 
            9         truth to the size of scale, t he economy of scale.   
 
           10         Credit is sometimes more diff icult for small farms  
 
           11         to get.  I know I went in our  local bank, it's  
 
           12         probably been five or six yea rs ago, to borrow  
 
           13         money for fertilizer and they  said well, you've  
 
           14         got a pretty good credit rati ng and that shouldn't  
 
           15         be a problem, but you know, w e're really getting  
 
           16         away from making farm loans.   
 
           17                       And I thought w ell, this is a  
 
           18         community of 1500 people, mos t of whom -- most of  
 
           19         the businesses in town depend  on farmers and they  
 
           20         aren't going to make farm loa ns anymore?  So  
 
           21         that's a problem for a small farmer and it can be  
 
           22         a problem for large farmers, too.  I know a couple  
 
           23         of panelists this morning and  some of the public  
 
           24         comments said that they hope to get their debts  
 
           25         paid off so they can borrow m ore and I thought  
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            1         well, that's an awful way to have to live, isn't  
 
            2         it?   
 
            3                       I mean, if you can't even do a job  
 
            4         that you enjoy doing with you r family, supporting  
 
            5         the community and you live fr om one loan to  
 
            6         another, there's something re ally wrong with  
 
            7         that.  A couple of the people  this morning  
 
            8         mentioned the reduction in mi lk prices at 50  
 
            9         percent.  Well, that's quite a loss when you think  
 
           10         about having your income cut in half and I don't  
 
           11         care what job you have, think  about if that were  
 
           12         you.  If tomorrow morning, su ddenly your paycheck  
 
           13         was half of what it had been.    
 
           14                       We've talked an d it's been  
 
           15         mentioned on this panel, too,  about consolidation  
 
           16         in the industry.  I think tha t has a lot to do  
 
           17         with small farms going out of  business.  Now, I'm  
 
           18         not a legal expert, I don't k now a lot about the  
 
           19         Capper-Volstead Act, but it s eems to me from what  
 
           20         I've read about it that payin g volume premiums for  
 
           21         milk is illegal under that Ac t, and when you're  
 
           22         getting more money just becau se you're big, that's  
 
           23         not, as the Act states, opera ted for the mutual  
 
           24         benefit of all members.  It's  more benefit to the  
 
           25         big members, because they're getting paid more  
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            1         just because they're big, so that's a problem  
 
            2         being small.   
 
            3                       Now, I'm glad t o hear that there  
 
            4         are a lot of choices where fa rmers can send their  
 
            5         milk in some places, and Wisc onsin is probably one  
 
            6         of those places where there a re still a lot of  
 
            7         options, but a lot of parts o f United States,  
 
            8         that's not the case.  If you' re not big enough,  
 
            9         they're not going to come and  pick you up.   
 
           10                       People would sa y, well, you know,  
 
           11         that's not a good place for y ou to farm then, but  
 
           12         that's not -- that's really n ot true, because at  
 
           13         one point, there were options  in most parts of  
 
           14         Wisconsin, the northern part of the United States,  
 
           15         everywhere, to send milk.  So mebody mentioned this  
 
           16         morning there was literally a  processing plant in  
 
           17         every township and a lot of p eople said that  
 
           18         wasn't efficient, but it empl oyed a lot of  
 
           19         people.  It produced local pr oducts.   
 
           20                       They were diffe rentiated on  
 
           21         different parts of the state and it made small  
 
           22         farmers and small communities  a lot of money, and  
 
           23         now we see this trend going b ack to this artisanal  
 
           24         production, Swiss cheese from  Monroe, Wisconsin,  
 
           25         Italian cheeses from other pa rts of the state.   
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            1         But when that system was take n away from us when  
 
            2         farmers lost their local proc essing plants, we  
 
            3         lost our options.  We lost th e ability for  
 
            4         competition.   
 
            5                       I remember when  I was a kid, my  
 
            6         cousins, one day the Carnatio n truck would pick  
 
            7         their milk up and the next da y it was the cheese  
 
            8         factory down the road a few m iles.  Now, they had  
 
            9         a pretty good idea what their  milk was worth,  
 
           10         because two separate entities  were buying their  
 
           11         milk.  They got a test from e ach one on butterfat  
 
           12         and protein.  That's not allo wed anymore and  
 
           13         someone earlier addressed the  grade A licensing.   
 
           14                       Small farmers n eed an honest  
 
           15         accounting of what they're pr oducing.  They need  
 
           16         to get paid fairly, whether t hey're small or  
 
           17         large, but they can't be disc riminated against  
 
           18         because they're small.  I rea d an article the  
 
           19         other night from the Iowa Ind ependent, I think it  
 
           20         was last week's issue, and it  said government and  
 
           21         industry experts are talking about volatility in  
 
           22         the milk market and they said  it's because there's  
 
           23         too much supply, and their so lution for a remedy  
 
           24         was that, in time, enough pro ducers will be forced  
 
           25         out of business and the marke t will correct itself  
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            1         without government interventi on.   
 
            2                       Now, I've been hearing that for 30  
 
            3         years that I've been farming,  well, eventually,  
 
            4         we'll get enough farmers out of business and then  
 
            5         everything will be okay for e verybody, and folks,  
 
            6         it just hasn't worked yet.  I t just hasn't  
 
            7         worked.  True, a lot of small  farmers went out of  
 
            8         business, but from what we've  heard to today, the  
 
            9         big farmers aren't doing too well either.   
 
           10                       And I guess I b ase a lot of it on  
 
           11         the fact that the retail spre ad between farmer and  
 
           12         consumer is not at all accura te anymore.  There's  
 
           13         no relationship between what consumers pay and  
 
           14         what farmers get paid.  Small  farmers, you know,  
 
           15         are trying to find ways to st ay in business.  We  
 
           16         got certified organic because  we didn't want to  
 
           17         get bigger, we wanted to stay  small.  We found a  
 
           18         local cheese plant that we ca n send our milk to.   
 
           19         We started direct marketing b eef and soon we'll be  
 
           20         doing cheese.   
 
           21                       A lot of small farmers are trying  
 
           22         to figure out a way to stay i n business because  
 
           23         they actually like farming.  They actually like  
 
           24         milking cows.  Some farmers d on't and maybe their  
 
           25         choice is to get big and hire  people to do that  
 
                 PROFESSIONAL REPORTERS, LTD. 



                                 204 
 
              TRANSCRIPT OF PROCEEDINGS 6/25/2010 
 
            1         for them.  The land that we f arm has been in our  
 
            2         family since 1848 and so that  means something to a  
 
            3         lot of farmers, too.   
 
            4                       I think imports  is another issue  
 
            5         that we haven't hit on yet on  this panel, but it  
 
            6         was mentioned this morning an d that doesn't just  
 
            7         hurt small farmers, it hurts all farmers.   
 
            8                       When farm milk prices began to fall  
 
            9         in 2008, they said well, ther e's just too much  
 
           10         milk and that's why they're g oing down, but if you  
 
           11         look at the government figure s for imports, they  
 
           12         were actually going up in 200 8, whether it was  
 
           13         powdered milk, butter, milk f at.  Cheese imports  
 
           14         were actually increasing from  the end of 2007 into  
 
           15         2008 and the amount of milk c onsumed in the United  
 
           16         States, commercial disappeara nce actually  
 
           17         increased as well. 
 
           18                       So we are actua lly in a milk  
 
           19         deficit situation and they're  making more imports,  
 
           20         but they said well, there's t oo much milk and the  
 
           21         price is going down.  Now, so mebody is lying to us  
 
           22         and it needs to be investigat ed as to why they  
 
           23         keep importing more and telli ng us we're producing  
 
           24         too much.   
 
           25                       Now, we've been  a milk deficit  
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            1         nation since 1996 and the tre nd has been, as was  
 
            2         mentioned, small farmers are going to go out of  
 
            3         business.  We'll get weeded o ut first, but  
 
            4         eventually, it's going to get  everybody.   
 
            5         Eventually, big farms are goi ng to suffer, too,  
 
            6         and we have to make room for everybody.   
 
            7                       Now, people hav e talked a lot about  
 
            8         price volatility.  Well, you know, that can be a  
 
            9         problem.  It's nice to have s teady income, but as  
 
           10         long as that volatility never  drops below a cost  
 
           11         of production, below a point where you can make  
 
           12         money, it doesn't really conc ern me that much.   
 
           13         You know, if it wants to go r eally high, that's  
 
           14         fine, but just don't let it g o too low.   
 
           15                       We've talked ab out protecting,  
 
           16         farmers protecting themselves , with -- what do  
 
           17         they call it, price stabiliza tion.  We're supposed  
 
           18         to sell our milk on the futur es contracts.  Well,  
 
           19         you know, USDA did a study of  that, I think it was  
 
           20         a couple, three years ago and  they found out that  
 
           21         the farmers that sold their m ilk on futures  
 
           22         contracts actually came out 5 0 cents a hundred  
 
           23         weight behind those that didn 't.  The farmers that  
 
           24         didn't sell on contracts had more volatility, but  
 
           25         in the end, they made more mo ney.   
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            1                       I guess I start ed to look at it,  
 
            2         it's kind like Las Vegas, you  know, that town  
 
            3         wasn't built on winners and t he industry seems to  
 
            4         have a little bit better hand le on milk and what  
 
            5         it's going to be used for and  how much of it there  
 
            6         is than farmers do, so we're supposed to be  
 
            7         competing against them and be tting that we'll be  
 
            8         smarter than they are and it generally doesn't  
 
            9         work.   
 
           10                       I think that --  and there's a few  
 
           11         people mentioned it this morn ing in the public  
 
           12         comments about local food, an d I think this is  
 
           13         something that small farmers are all sort of  
 
           14         looking to as a strategy.  US DA has come out with  
 
           15         a know your farmer, know your  food program.  A lot  
 
           16         of people say well, you can't  feed the world that  
 
           17         way and that's fine.  We don' t really need to feed  
 
           18         the world, they can feed them selves if we let  
 
           19         them, if we don't have too ma ny wars and too many  
 
           20         droughts and we don't send ou r corporations there  
 
           21         and take all their natural re sources and land  
 
           22         base.  I think we need to fee d ourselves first and  
 
           23         until we do that, they're not  going to be able to  
 
           24         feed themselves.   
 
           25                       I guess the fin al point that I'd  
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            1         like to mention is I think so mething that Pete  
 
            2         mentioned about Wal*Mart and I've heard a few  
 
            3         people in the hallways talkin g about how  
 
            4         processors are really at the mercy of these huge  
 
            5         grocery buyers and that's pro bably true.  That's  
 
            6         probably true, that they tell  you this is what you  
 
            7         sell to me for or we will not  buy from you, but I  
 
            8         don't think we're going to ge t ahead.  We're not  
 
            9         going to help farmers, we're not going to help  
 
           10         consumers if we let our coope ratives play the same  
 
           11         game as the big processors.   
 
           12                       I think we have  to be better than  
 
           13         that and I think cooperatives , instead of saying,  
 
           14         well, we got to play the game , I think  
 
           15         cooperatives need to look bac k to the principles  
 
           16         of cooperatives, fair treatme nt of all members and  
 
           17         the sixth principle of cooper atives, cooperation  
 
           18         among cooperatives.  I think we need to -- I think  
 
           19         they need to work together to  say we're not going  
 
           20         to drag ourselves down in the  gutter like you.   
 
           21                       We're not going  to put profit on  
 
           22         top of the heap, because farm ers are people.   
 
           23         Their lives have value and so  do consumers and  
 
           24         that's who we need to look ou t for. 
 
           25                       MR. SOVEN:  Pro fessor Cotterill?   
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            1         At the Division, we spend a l ot of time actually  
 
            2         thinking about the size of fi rms.  It comes up in  
 
            3         various contexts, obviously i t's often -- the  
 
            4         argument is frequently made t o us that a merger of  
 
            5         firms will produce a larger f irm that's more  
 
            6         efficient, but it's also clea r at times that the  
 
            7         innovation and the entreprene urship and the new  
 
            8         ideas come from small farms a nd you will  
 
            9         frequently see in companies' documents that look,  
 
           10         if we get too big, a lot of t hat spark will go  
 
           11         away.   
 
           12                       So as an econom ist, your thoughts  
 
           13         on big, small, where we're go ing, where we're  
 
           14         headed. 
 
           15                       MR. COTTERILL:  Well, actually, I'm  
 
           16         going to do you a favor and I 'm going to not say  
 
           17         anything right now, because I 'm going to  
 
           18         consolidate my comments on th at very question  
 
           19         under channel consolidation a t the end, so I'll  
 
           20         let other people go ahead. 
 
           21                       MR. SOVEN:  All  right, very good.   
 
           22         That's a clear sign we're def initely going to get  
 
           23         to the consolidation topic.  Jerrel Heatwole, very  
 
           24         quickly, I'm going to sort of  enforce the  
 
           25         two-minute rule. 
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            1                       MR. HEATWOLE:  Two minutes.  I  
 
            2         think this is a good question  and as a small  
 
            3         farmer, I think there's sever al ways with boots on  
 
            4         the ground that I would say a re trends that we  
 
            5         need to look at.   
 
            6                       One is the cost , we all experience  
 
            7         this.  I bought the farm in ' 84 from my wife's  
 
            8         brother, milked 29 cows then,  just my family.  Now  
 
            9         with a partner, we milked 61 cows this morning,  
 
           10         two families.  My farm insura nce is up 300  
 
           11         percent.  Nitrogen costs up 4 00 percent, county  
 
           12         taxes up 500 percent, seed co rn was 56 pounds --  
 
           13         units in '85, I paid about $4 0 for.  I paid $173 a  
 
           14         unit average on my 80,000 uni t corn seed, y'all  
 
           15         know about that.  So economic  costs are a huge  
 
           16         driver in this, and I think t hat's something,  
 
           17         whether it's your grocery sto re or your hardware,  
 
           18         we need to look at as a socie ty.   
 
           19                       The second driv er that I would see  
 
           20         is regulations.  We're about regulated to death  
 
           21         and I'm disappointed that reg ulation is the first  
 
           22         thing that we think of in ter ms of a solution.   
 
           23         But you know, nutrient manage ment, nutrient  
 
           24         management classes, recordkee ping, pesticide,  
 
           25         herbicide classes, licenses, crop reporting,  
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            1         special requirements such as Chesapeake Bay, and I  
 
            2         know you all have other thing s here, animal care  
 
            3         requirements.  Now it's EU re quirements.   
 
            4         Customers, large customers ha ve special PI somatic  
 
            5         cell requirements above that that's required in  
 
            6         our PMO.  Did I mention recor dkeeping?   
 
            7                       You know, as a dairy farmer that's  
 
            8         on the ground and does my wor k with my wife and  
 
            9         partner, you know, I have a h ard time getting done  
 
           10         everything I need to do from 4:30 a.m. in the  
 
           11         morning until 7:00 at night, seven days a week,  
 
           12         every week of the year.   
 
           13                       And then, you k now, I envy families  
 
           14         that have multiple families o n the farm and they  
 
           15         can put this recordkeeping on  one person and  
 
           16         spread it out, because as a s mall farm, if you're  
 
           17         required to do all these thin gs, it becomes an  
 
           18         impossibility.   
 
           19                       The last thing I'd say is this  
 
           20         hellish volatility that we're  -- that's been  
 
           21         increasing since the mid '90s , and I know, you  
 
           22         know, if there was an easy so lution, somebody  
 
           23         would have solved it and we'd  be glad to send them  
 
           24         to the French Riviera or some  other opulent place  
 
           25         that, you know, I don't know about.   
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            1                       We'd be glad to  pay for their  
 
            2         lavish lifestyle because ours  would be so much  
 
            3         better, but it's not and only  by working together  
 
            4         as cooperatives of all sizes,  of all types, coming  
 
            5         together, coming together thr ough organizations,  
 
            6         such as National Milk or Nati onal Council of  
 
            7         Farmer Cooperatives, working together with the  
 
            8         USDA and the Secretary and ot hers that are -- that  
 
            9         have a vital interest in rura l America and  
 
           10         agriculture will we have a ch ance to solve this.   
 
           11                       I as an individ ual dairy farmer,  
 
           12         small dairy farmer have zero percent chance,  
 
           13         that's a guarantee, of making  it in this kind of  
 
           14         an environment. 
 
           15                       MR. SOVEN:  Bob  Cropp? 
 
           16                       MR. CROPP:  Wel l, quickly, what's  
 
           17         small, what's large, I guess is part of  
 
           18         definition, but if you look a t 2009 dairy farm  
 
           19         structure provided by ERS, we  find that farms that  
 
           20         have less than 29 milk cows s till constitutes over  
 
           21         30 percent of the dairy farms  and then under 50  
 
           22         cows actually added up about 49 percent of the  
 
           23         dairy farms that have less th an 50 milk cows, so  
 
           24         we have a lot of small farms.    
 
           25                       We did lose abo ut 38 percent of our  
 
                 PROFESSIONAL REPORTERS, LTD. 



                                 212 
 
              TRANSCRIPT OF PROCEEDINGS 6/25/2010 
 
            1         farms between 2000 and 2009.  If you take less  
 
            2         than 50, that declined 34 per cent less.  There's  
 
            3         actually been a bigger declin e in that time  
 
            4         period, though, between 50 to  99 cows.  They  
 
            5         actually went down about 45 p ercent.  What's  
 
            6         driving this?  The trends are  -- one is we've got  
 
            7         a lot of small farms, older f armers are going to  
 
            8         retire.   
 
            9                       They've got fac ilities that if  
 
           10         somebody is going to milk on,  it needs to be fixed  
 
           11         up.  There's some of that goi ng on.  We got some  
 
           12         of those that say milk at 75,  90 cows, they're  
 
           13         going to stay in business and  they have a son or  
 
           14         daughter that's wants to come  in.  They're going  
 
           15         to modernize, fix it up, faci lities are outdated,  
 
           16         probably put a free stall mil king parlor in which  
 
           17         means they're going to go 175 , 200, maybe 300, 400  
 
           18         cows, not all thousand cow op erations.   
 
           19                       And I guess the  other is a change  
 
           20         in lifestyle.  I think that's  important.  There's  
 
           21         a lot of young people who tal k about getting into  
 
           22         farming.  I teach a farm shor t course class.  A  
 
           23         lot of kids that are going ba ck to farm, most of  
 
           24         them say well, I'd like to ha ve time off, vacation  
 
           25         and be more involved in the c ommunity, so a larger  
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            1         farm operation that supports more than one family  
 
            2         allows some of that.   
 
            3                       But I think the  bottom line is, and  
 
            4         you heard that this morning f rom our Secretary of  
 
            5         Agriculture of Wisconsin, div ersity, and that's  
 
            6         really the strength in Wiscon sin.  There are  
 
            7         opportunities for small farms  where there's 50  
 
            8         cows or so, but they probably  have to do something  
 
            9         different than just produce m ilk.  Either they're  
 
           10         grazers, maybe they're an org anic, maybe they're  
 
           11         selling to one of the special ty cheese plants that  
 
           12         add value, rather than just s elling milk.   
 
           13                       And if that's w hat they want to do  
 
           14         and do not want to invest a l ot of capital and  
 
           15         machinery and that, you can d o that and we have  
 
           16         the larger farms that can do it as well.  So  
 
           17         diversity, I think, is our ke y, but whatever you  
 
           18         do, it's a business.  It's go t to be well managed,  
 
           19         what have you and to assist s ome of the smaller  
 
           20         farms, this is something we d o in Wisconsin with  
 
           21         business planning grants for farmers to do  
 
           22         business planning, grants for  value added, things  
 
           23         of this sort, so support acti vities for them to  
 
           24         make a change in their operat ion.   
 
           25                       But the trend w ill be fewer farms.   
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            1         The average size farm in Wisc onsin is still only  
 
            2         91 cows, nationwide it's abou t 145 cows. 
 
            3                       MR. SOVEN:  Thi s spring, the  
 
            4         Department of Agriculture mad e a change to the  
 
            5         producer/handler regulations in a manner that  
 
            6         reduced the number of farms t hat qualified for  
 
            7         that part of the regulatory s tructure.  Obviously,  
 
            8         how that plays out remains to  be seen, but I will  
 
            9         ask Marc Peperzak to offer hi s thoughts on that  
 
           10         topic. 
 
           11                       MR. PEPERZAK:  Well, unfortunately,  
 
           12         I've had a firsthand lesson t hat rather than  
 
           13         innovating, adapting to meet evolving market  
 
           14         demand, the dominant cooperat ives and processors  
 
           15         use the federal order system in anticompetitive  
 
           16         ways to advance their interes ts, reduce  
 
           17         competition and protect their  marketshare through  
 
           18         this action.  As both dairy f armer and processors,  
 
           19         in other words, as a producer /handler, doing both,  
 
           20         we're well positioned to inno vate and compete to  
 
           21         satisfy market demand, transf er differentiated  
 
           22         products, such as organic mil k, traceable milk,  
 
           23         high Omega 3 milk, whatever.   
 
           24                       The marketplace  wants fully  
 
           25         traceable, innovative milk pr oducts at  
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            1         consistently high quality.  T he dairy industry is  
 
            2         a traditional producer to coo peratives, to  
 
            3         processors or bottlers has a hard time satisfying  
 
            4         this demand for full traceabi lity, something that  
 
            5         producer/handlers can do.  We  became a  
 
            6         producer/handler in order to assume control of  
 
            7         both the milk supply and cond itions under which it  
 
            8         was processed.   
 
            9                       There were limi ted supplies of  
 
           10         organic milk in Colorado.  Th ere's a pooling cost  
 
           11         issue, of course, and we assu med that risk and we  
 
           12         bear the cost of balancing ou rselves, but most  
 
           13         importantly, we were able to control the quality  
 
           14         all the way to the customers.   The  
 
           15         producer/handler option let u s operate  
 
           16         independently from the federa l milk order pricing  
 
           17         and pulling requirements, whi ch frankly don't mean  
 
           18         anything in the organic world  except that they  
 
           19         charge us.  Being a producer/ handler allowed us to  
 
           20         devote our resources to servi ng our market rather  
 
           21         than burdening our customers with the cost of  
 
           22         pooling.   
 
           23                       The federal ord er system is  
 
           24         controlled by and benefits a very small number of  
 
           25         very large, powerful cooperat ives and processors  
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            1         through the use of full suppl y contracts, arcane  
 
            2         and non transparent milk pric ing structures,  
 
            3         byzantine pool access require ments and block  
 
            4         voting.   
 
            5                       Basically, they 've got the scope  
 
            6         and scale to make the thing w ork.  People think  
 
            7         we're large, we're relatively  small.  We don't  
 
            8         have that scope and scale.  W e can't play the  
 
            9         game.  At the demand of the d ominant cooperatives  
 
           10         and processors, USDA recently  eliminated  
 
           11         producer/handler status for p roducers like us and  
 
           12         frankly, new, innovative futu re competitors that  
 
           13         could use the same system to bring to market  
 
           14         differentiated products.  The  producer/handlers'  
 
           15         experience shows that dairy's  dominant market  
 
           16         participants will not tolerat e economic  
 
           17         competition.   
 
           18                       So in summary, what I'm saying is  
 
           19         the dominant processors and c o-ops, quite frankly,  
 
           20         brought about the change.  Th ey've been there for  
 
           21         seven years because they didn 't like the  
 
           22         competition.  It was anticomp etition as its best. 
 
           23                       MR. SOVEN:  Jim  Goodman, your  
 
           24         perspective on the issue? 
 
           25                       MR. GOODMAN:  I  think I'll just  
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            1         pass, because I talked quite a while on my last  
 
            2         thing, but I guess the one co mment I would make is  
 
            3         that I'm a fan of small, you know, I think that  
 
            4         that's, as Dr. Cropp said, on e of the things that  
 
            5         we need to look at and if a p roducer and the  
 
            6         producer/handler situation ca n be more  
 
            7         competitive, if he can make m ore money putting it  
 
            8         into the community, you know,  I guess that's  
 
            9         good.   
 
           10                       So but really, it's not an issue  
 
           11         that I put a lot of time into  thinking about, so  
 
           12         I'll just move that on to som eone else who can  
 
           13         talk about it a little more. 
 
           14                       MR. SOVEN:  Fai r enough.  I'm going  
 
           15         to do what moderators sometim es do with some  
 
           16         trepidation, but I'm going to  call a little bit of  
 
           17         an audible on my panel, becau se I do want to make  
 
           18         sure Professor Cotterill has time to talk about  
 
           19         the channel and I'll give a b rief segue and then  
 
           20         turn it over to the experts.  The bulk of the  
 
           21         discussion thus far, obviousl y, has been on what  
 
           22         as antitrust enforcers we wou ld call the upstream  
 
           23         market or the producer market , how that's  
 
           24         structured and how it's regul ated or not  
 
           25         regulated, the role of USDA, et cetera, et  
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            1         cetera.   
 
            2                       We've talked ve ry little thus far  
 
            3         on this panel about the role of the downstream  
 
            4         market, which are is what's g oing on in the  
 
            5         processing structure and what 's going on in the  
 
            6         retailing structure.  And her e I'll turn it over  
 
            7         to Professor Cotterill and th en segue over into  
 
            8         Professor Carstensen and some  of the other  
 
            9         panelists where we can both t alk about the  
 
           10         regulatory issues and also gi ve the panelists a  
 
           11         chance to turn the focus on t he moderator and talk  
 
           12         about the antitrust issue.  P rofessor Cotterill?   
 
           13                       MR. COTTERILL:  Thank you.  That  
 
           14         was a good signal he picked u p from me.  Well, I'd  
 
           15         like to thank everyone for be ing here and also  
 
           16         listening to everybody and I like to interact with  
 
           17         people that have come before me to give you a  
 
           18         perspective on some of these issues, because not  
 
           19         everybody agrees with everybo dy here.  So I'm  
 
           20         going to highlight some of th e differences and  
 
           21         I'll say some things that are  perhaps new.   
 
           22                       First of all, I 'd like to motivate  
 
           23         my talk of channel consolidat ion with a notion of  
 
           24         efficiency.  It's always amaz ed me how in the  
 
           25         dairy marketing channel, the dairy farmer is  
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            1         probably the most efficient m ember of that  
 
            2         channel, having tremendous ef ficiency gains over  
 
            3         the last 30 or 40 years, abso lutely amazing  
 
            4         efficiency gains.  But has th e dairy farmer been  
 
            5         able to capture any of that i n terms of any kind  
 
            6         of stable return, and the ans wer is no.   
 
            7                       And then the pr ocessors and the  
 
            8         retailers look at the dairy f armer and say, well,  
 
            9         you're not making any money b ecause you're not  
 
           10         efficient and then these same  people go to the  
 
           11         Justice Department and say yo u should allow our  
 
           12         mergers, you should allow us to combine and do  
 
           13         these different things, becau se they are  
 
           14         efficiency enhancing.  We are  efficient.  And the  
 
           15         answer there is show us, plea se.   
 
           16                       Because the ant itrust laws say that  
 
           17         they not only have to show yo u that they're  
 
           18         efficient, they also have to show that they pass  
 
           19         it on, either to consumers or  farmers, the two  
 
           20         ends of the system.  They're supposed to be  
 
           21         competitive and they're suppo sed to reward people  
 
           22         at both ends of the channel.  They should show us  
 
           23         where the money is.   
 
           24                       So my advice to  the Justice  
 
           25         Department on channel consoli dation is that merger  
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            1         policy has been broken for at  least 10 years, if  
 
            2         not 20 or 30.  Fix it first i s a description of  
 
            3         when somebody comes for a mer ger, you allow them  
 
            4         to negotiate and spin off and  divest.  Fix it  
 
            5         first doesn't work, because t he Justice Department  
 
            6         has no good way of evaluating  what the spin-off  
 
            7         assets are.  They should look  carefully at fix it  
 
            8         first and in the first instan ce, they shouldn't do  
 
            9         it.   
 
           10                        The other thin g that they should  
 
           11         enforce going forward is what  I call no second  
 
           12         bite.  The idea of no second bite is that the --  
 
           13         these companies come before J ustice and the  
 
           14         Federal Trade Commission like  a Stop&Shop retailer  
 
           15         in New England acquired its h orizontal competitor  
 
           16         in '96 and that was part of a  fix it first.  It  
 
           17         spun off $500 million of groc ery stores that we  
 
           18         thought would preserve compet ition and they  
 
           19         promised that, in fact, they would lower prices.   
 
           20                       Well, the fix i t first didn't work  
 
           21         and three years later, they c ome back to the  
 
           22         Federal Trade Commission in N ew York City and want  
 
           23         to acquire Pathmark.  And we went and looked at  
 
           24         what happened to prices after  the '96 one and we  
 
           25         found that prices went up, no t down, after the  
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            1         merger in New England and we said to the Federal  
 
            2         Trade Commission, no second b ite at the apple.   
 
            3         They can't come to you and ar gue efficiency and  
 
            4         we're going to pass it on to the consumer when  
 
            5         they didn't do it the last ti me.   
 
            6                       And if Justice just instituted that  
 
            7         rule, somebody like Dean or S uiza, we wouldn't  
 
            8         have the mergers that we've h ad in the last 10  
 
            9         years, we would not have them .  I believe that  
 
           10         firmly, if they just introduc ed a no second bite  
 
           11         rule against that company.   
 
           12                       Okay.  Then wit h regards to  
 
           13         justice, one of the things in  antitrust is they  
 
           14         have to define the market.  I t's absolutely  
 
           15         critical in a monopolization case or a merger case  
 
           16         to define the market.   
 
           17                       And we've had j ust on this panel  
 
           18         two very radical, different, implicit definitions  
 
           19         of the market.  Bob Cropp has  told you  
 
           20         cooperatives don't have a big  share of the market,  
 
           21         they only have 14 percent, 9 percent or whatever  
 
           22         else.  Implicit in Bob's mark et shares is a  
 
           23         national market for fluid mil k, a national market  
 
           24         for cheese, and then Marc fro m Colorado says we  
 
           25         only have one buyer.  Implici t in his definition  
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            1         is the State of Colorado is a  market, one buyer.   
 
            2         Why can't Marc go sell to som ebody in Chicago or  
 
            3         New York or Boston, you know.  
 
            4                       So my point is,  is that the Justice  
 
            5         Department needs to very care fully define these  
 
            6         markets and with all due resp ect, we don't have a  
 
            7         national fluid market for flu id milk in this  
 
            8         country.  Markets are still r egional.  Cheese,  
 
            9         butter, perhaps, okay, but th at would be it.   
 
           10                       Then let's go o n to the issue --  
 
           11         another thing that everybody has said here is we  
 
           12         hate the -- we really, gee, w e really don't like  
 
           13         the processors.  We really do n't like their  
 
           14         retailers.   
 
           15                       Farm prices are  low and retail  
 
           16         prices don't respond and we r eally -- what is  
 
           17         going on?  And then we've als o heard that  
 
           18         cooperatives are the counterv ailing power, that  
 
           19         cooperatives are a farmer's l ast hope for  
 
           20         exercising power against thes e powerful people.   
 
           21         Well, let's take that to task .  First of all,  
 
           22         generally, in economic theory  the notion of  
 
           23         countervailing power has been  disproved in many  
 
           24         theoretical contexts and in s ome practical  
 
           25         empirical ones.   
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            1                       Countervailing power, where you  
 
            2         have two say monopolists goin g against each other  
 
            3         head to head in a market, a b uyer and a seller  
 
            4         crashing heads, that's suppos ed to be  
 
            5         countervailing power.  But wh at happens is they  
 
            6         coalesce and they exploit the  two ends, the  
 
            7         consumers and the farmers.  T here's coalescing  
 
            8         power as well and it's a dist inct possibility in  
 
            9         theory and in practice in the  dairy industry.  I  
 
           10         think we've seen that in many  of our regional  
 
           11         markets.   
 
           12                       One of the more  unsettling things  
 
           13         I've ever had in my professio nal career as an  
 
           14         agricultural marketing econom ist is in 2003, I was  
 
           15         at the federal marketing orde rs administrators  
 
           16         conference in Newport, Rhode Island and I spoke  
 
           17         about these kinds of issues t o probably 200 people  
 
           18         in the room.   
 
           19                       And afterwards,  Rick Smith got up,  
 
           20         who was at the time the CEO o f Dairylea and the  
 
           21         head of DMS, it had just been  formed and Smith  
 
           22         basically said to the group, he said, look, that  
 
           23         is not the way co-ops are goi ng to behave in the  
 
           24         future.  We are not going to fight with these  
 
           25         people in the channel.  We ar e going to go for a  
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            1         channel efficiency.  We're go ing to work with  
 
            2         these people for efficiency.  Think about that for  
 
            3         a minute, and where does that  leave the idea of a  
 
            4         cooperative as a farmer's rep resentative.  Just  
 
            5         think about it.   
 
            6                       So let's go nex t to the issue of  
 
            7         cheap food policy in this cou ntry.  I would submit  
 
            8         that cheap food policy is ban krupt.  Who is food  
 
            9         cheap for?  Cheap food is a n otion that the farm  
 
           10         price and the market is low b ecause possibly of  
 
           11         federal subsidies, also becau se of possibly buyer  
 
           12         power against them.  Farmers are getting low  
 
           13         prices, so cheap for who?   
 
           14                       Well, I would s ubmit that the  
 
           15         lion's share of that cheapnes s and the low market  
 
           16         price that you're receiving s tays with the  
 
           17         processor and the retailer.  You're quite right  
 
           18         there in that the retail pric es are not  
 
           19         responsive.  So it's cheap, b y and large, for  
 
           20         corporate America and now let 's think about that  
 
           21         for a minute.  Cheap food for  them, that means  
 
           22         they get a raw commodity that  they can innovate on  
 
           23         and how have they innovated c ompared to you on  
 
           24         farm?   
 
           25                       You've produced  a wholesome product  
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            1         at a low price.  They've inno vated by massive  
 
            2         product differentiation and a  great number of  
 
            3         different varieties of produc ts, and quite  
 
            4         frankly, the result has been expensive food to the  
 
            5         American consumer.  Food is n ot cheap and we have  
 
            6         an obesity epidemic.  Corpora te America produces  
 
            7         food that makes us fat.  We h ave health costs that  
 
            8         are everybody's damaging char ge.  Overweight  
 
            9         people are less healthy.   
 
           10                       So what does th is mean?  It means  
 
           11         that farmers have a natural a lly with consumers  
 
           12         for healthy, low-cost product  that generates  
 
           13         health.  I think that you nee d to look forward all  
 
           14         the way to the White House an d the woman that's in  
 
           15         the White House as an ally fo r the kind of things  
 
           16         you're saying.   
 
           17                       Another thing a bout the market  
 
           18         channel, in supermarkets over  the last 20 years  
 
           19         there's been a massive shift in the way milk is  
 
           20         priced.  It's commonly known -- 20 years ago, milk  
 
           21         was often a loss leader, some thing that was sold  
 
           22         low to bring people into the store.  Now milk is a  
 
           23         cash cow.  Milk is the larges t product in the  
 
           24         American supermarket by sales  volume in dollars,  
 
           25         it is.  It's also the most pr ofitable in many  
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            1         supermarkets.  They have marg ins of 40 percent  
 
            2         now, 45 percent are common, w hereas 20 years ago,  
 
            3         the margins were 20 percent.  You're quite right,  
 
            4         that in fact, that the margin  has expanded in  
 
            5         those areas more than costs h ave justified it.   
 
            6         It's fundamentally a shift in  the way they price  
 
            7         milk.   
 
            8                       Well, what else ?  Flat milk  
 
            9         pricing, you've probably neve r heard of that, but  
 
           10         at the University of Connecti cut we've watched it  
 
           11         for several years in the nort heast.  The idea that  
 
           12         supermarkets in the northeast  charge the same  
 
           13         price for a gallon of skim mi lk as one percent,  
 
           14         two percent and whole.  They' re all like $3.49 a  
 
           15         gallon.  Now, what does that tell you about  
 
           16         competition, if competition i s based on cost?   
 
           17                       Because every f armer in this room  
 
           18         knows skim milk is much cheap er than whole milk.   
 
           19         There is no competition.  Tha t pricing is not  
 
           20         competitive pricing.  That sh ould stop, because it  
 
           21         does not reward the consumer or give the  
 
           22         opportunity for them to buy l ower cost, healthier  
 
           23         milk.  Flat milk pricing is a  policy that should  
 
           24         stop.   
 
           25                       Well, what do w e see?  Basically,  
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            1         another thing I see here that 's been talked about  
 
            2         a lot is the notion that the last year and a half,  
 
            3         we've had low prices and befo re that we had very  
 
            4         high prices and the idea of a  cycle that's getting  
 
            5         progressively more violent in  terms of the  
 
            6         swings.  I think that's relat ed to the change in  
 
            7         the structure of America's da iry farms.   
 
            8                       I don't have cl ear evidence, I'm  
 
            9         not a production function eco nomist, but I would  
 
           10         raise the issue of the over p roduction trap.  It's  
 
           11         a classic area in ag policy, that if a dairy  
 
           12         farmer has a lot of say lever age on the farm or if  
 
           13         the dairy farmer has a lot of  cash inputs and is  
 
           14         being squeezed because of hig her costs and these  
 
           15         kind of phenomena might be ve ry true on a 5000 or  
 
           16         a 10,000-cow farm, where the banker is an integral  
 
           17         part in the operation.  It co uld also be true on a  
 
           18         small farm where the banker i s part of the  
 
           19         operation. 
 
           20                       But I think by and large, a lot of  
 
           21         the leverage is on the larger  farms.  A lot of the  
 
           22         larger farms also buy a lot o f their inputs and  
 
           23         unless they're very savvy in futures market  
 
           24         hedging of corn and soybeans,  they're going to get  
 
           25         stuck a year ago on that kind  of high price cycle  
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            1         there and that probably is ex acerbated in dairy,  
 
            2         because these people have no choice but to cover  
 
            3         their cash costs by expanding  production, not  
 
            4         shrinking.   
 
            5                       So I think the shift in the  
 
            6         structure of the industry tow ards more leverage  
 
            7         and more input costs in these  larger  
 
            8         industrialized farms has crea ted the kind of swing  
 
            9         that we see.  That's a hypoth esis, I don't have  
 
           10         hard research on it, but it s hould be looked at.   
 
           11         Another thing that I would sa y, earlier people  
 
           12         have said that the CME needs to be fixed.  If just  
 
           13         if the CME were fixed, dairy' s problems would be  
 
           14         solved.  Now, that might be t rue if you're  
 
           15         producing for the cheese mark et in Wisconsin.   
 
           16                       Okay, but comin g from the east  
 
           17         coast where we're mostly for the fluid market,  
 
           18         it's not true at all, because  quite frankly, the  
 
           19         CME does not set the fluid ma rket price.  Since  
 
           20         1987, with the relaxation of federal market orders  
 
           21         to a minimum floor, the fluid  market price every  
 
           22         month is basically the class minimum plus what Bob  
 
           23         has mentioned and everybody k nows is the over  
 
           24         order premium.   
 
           25                       The co-ops barg ain or coalesce with  
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            1         the processors to set the flu id market price in  
 
            2         all the markets in the United  States today.  It's  
 
            3         been that way since '87, and for better or for  
 
            4         worse, that's how that price is set.  So fixing  
 
            5         the CME is not going to fix t he fluid milk market  
 
            6         price, because it's the CME p lus the over order  
 
            7         premium, the CME as is reflec ted into the class I  
 
            8         mover, all right.  So just un derstand that, you  
 
            9         know, fixing the CME is not e verything to the  
 
           10         dairy farmer.   
 
           11                       So where are we  at?  It's clear we  
 
           12         need a higher price via a lar ger share of the  
 
           13         consumer's dollar.  There's n o doubt about that.   
 
           14         The question is just how to d o it.  We also need a  
 
           15         more stable price.  There's n o question about that  
 
           16         as well.  I think that the --  we need a  
 
           17         competitive market channel fo r efficiency in  
 
           18         that.  Antitrust can give us a competitive market  
 
           19         channel, it can, through incr eased enforcement.   
 
           20         I'm a skeptic of enforcement.    
 
           21                       I think frankly  the Justice  
 
           22         Department could bring 10 cas es in this industry  
 
           23         and they'd probably lose eigh t.  It's very, very  
 
           24         hard in federal courts to pre vail.  I think  
 
           25         there's probably going to nee d to be changes in  
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            1         the underlying antitrust law,  so I was very  
 
            2         encouraged to hear Senator Ko hl and Feingold say  
 
            3         they're willing to do that, b ecause I think we're  
 
            4         going to be there quicker, an d the quicker the  
 
            5         better, than you think.   
 
            6                       So what else?  There's the issue of  
 
            7         social justice or the issue o f the health u of  
 
            8         rural America.  It was intere sting to hear  
 
            9         Secretary Vilsack say that 10  percent of the  
 
           10         population is rural and 45 pe rcent of the people  
 
           11         serving in our military are r ural people.  I think  
 
           12         rural people do have a very f undamental, American  
 
           13         set of values beyond even ser ving in the  
 
           14         military.  I think it's worth  keeping, because I  
 
           15         think we raise good people in  rural America.   
 
           16                       Not that we don 't in urban America,  
 
           17         urban America raises tougher people.  I think  
 
           18         rural America raises more mor al people or people  
 
           19         with more of a notion of what 's good or bad.  That  
 
           20         is -- so if you want a cynic,  look for a kid from  
 
           21         Brooklyn.  If you want a gree nhorn, look for a kid  
 
           22         from a farm in Upstate New Yo rk.  So that's it.   
 
           23                       On fair trade f or rural America, I  
 
           24         think there's still a role fo r something like the  
 
           25         milk program that provides su bsidies for smaller  
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            1         farms, farms with less than 1 50 cows.  I think  
 
            2         there's a place for that unti l we figure out a lot  
 
            3         of this other thing.  I think  there's a place for  
 
            4         organic milk, to protect smal l farms that want to  
 
            5         do that.   
 
            6                       And I think tha t in terms of  
 
            7         policies for a market channel , I've suggested  
 
            8         something that politically is  probably extremely  
 
            9         unpalatable, because IDFA has  fought it tooth and  
 
           10         nail in Vermont and is now fi ghting it in New  
 
           11         Jersey and probably would fig ht it elsewhere.   
 
           12         That's the notion of collecti ng some kind of a fee  
 
           13         from the retailer and paying it back to the milk  
 
           14         shed.  If the retailer or the  processor have such  
 
           15         a wide margin, 30 cents a gal lon times 11.6, you  
 
           16         figure it out, on fluid milk,  that's over $3 a  
 
           17         hundred weight.   
 
           18                       You could do it  nationwide, okay.   
 
           19         If you want to go after the m argin in the channel,  
 
           20         that's one thing, and you wou ld put it with  
 
           21         something like the New York S tate price gouging  
 
           22         law which says that retail pr ices can be no more  
 
           23         than something like 200 perce nt of the farm price  
 
           24         and it's not a fixed thing.  It's just that if  
 
           25         they are above that, then the  agency is empowered  
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            1         to go to the retailer and say  please justify your  
 
            2         costs, because if you're a re tailer in Manhattan,  
 
            3         perhaps maybe more than twice  the farm price is  
 
            4         justified because of the extr emely high retailing  
 
            5         costs. 
 
            6                       But it gives th e retailers on  
 
            7         notice, that in fact, somebod y is looking at  
 
            8         margins and so that is an opt ion.  And if you are  
 
            9         really talking about going af ter the margin kind  
 
           10         of thing, you're going to hav e to do something  
 
           11         like that and like I said, th e International Dairy  
 
           12         Foods will fight that tooth a nd nail, as well as  
 
           13         some people like the Food Mar keting Institute, and  
 
           14         I want to tell you how powerf ul they are.  This is  
 
           15         the last thing and then I'll be quiet.   
 
           16                       In 2003, Peter and I were invited  
 
           17         by Senator Kohl and Senator L eahy down to the  
 
           18         senate judiciary committee to  testify on the issue  
 
           19         of buyer power against farmer s.  And you know,  
 
           20         Peter and I, we had a great d ay.  We went in there  
 
           21         and we went forwards and back wards on this.  If  
 
           22         you read my testimony, it rea ds like a road map  
 
           23         for what's happened since wit h the issues of  
 
           24         vertical power and exercising  of corporate power  
 
           25         against farmers and consumers .   
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            1                       After the senat ors had gotten done  
 
            2         bouncing us around, Peter and  I got up and turned  
 
            3         around and looked at the room  and there were about  
 
            4         200 people in this hearing an d if looks could  
 
            5         kill, every one of them would  have had a knife  
 
            6         through our heart and I turne d to Peter and said  
 
            7         Peter, we just filled their p olitical contribution  
 
            8         coffers.  There was nobody th ere from farmers,  
 
            9         there was nobody there from c onsumers.  The room  
 
           10         was full of lobbyists for the  food industry.   
 
           11                       That's how hard  a battle you will  
 
           12         have, because they are extrem ely powerful, but it  
 
           13         is ultimately in dairy a poli tical answer.  It's  
 
           14         not an economic answer, to ge t these markets to  
 
           15         work better for you and for t he American economy.   
 
           16         Thank you. 
 
           17                       MR. SOVEN:  Wel l, predictably,  
 
           18         given the level of talent and  experience on the  
 
           19         panel today, we did not cover  everything, but  
 
           20         their answers did a terrific job of weaving in all  
 
           21         of the issues and demonstrati ng that, in fact,  
 
           22         look, these issues are not un itary or insular or  
 
           23         singular, they are in fact re lated.  All of these  
 
           24         gentleman took substantial ti me to come here  
 
           25         today, so I'd just like to ex press our  
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            1         appreciation to them and turn  it over to the next  
 
            2         panel.  Thank you.   
 
            3                 (A short recess is ta ken) 
 
            4                       MR. MacDONALD:  Good afternoon,  
 
            5         it's time for our next sessio n, and as soon as we  
 
            6         get done with that, we get th e free ice cream.  My  
 
            7         name is James McDonald.  I'm with USDA's Economic  
 
            8         Research Service.  This panel  is on market  
 
            9         consolidation.   
 
           10                       Now, before we get started, I want  
 
           11         to make one other brief annou ncement.  If you see  
 
           12         the kids in the halls, in the  aisles here wearing  
 
           13         their colors that say Wiscons in Association on the  
 
           14         back, they're with Future Far mers of America.   
 
           15                       They handle que stions, if you have  
 
           16         questions for the panelists.  They have index  
 
           17         cards with them.  If you thin k of a question you  
 
           18         want to pass up to us, signal  one of those kids in  
 
           19         the aisle, get an index card from them, fill it  
 
           20         out with your question.  They 'll bring it up to  
 
           21         our DOJ staffer at the end of  the table here and  
 
           22         they'll pass it down to me an d we'll see if we can  
 
           23         work these in.   
 
           24                       Now, as I said,  the -- today's  
 
           25         panel is on market consolidat ion.  Our charge,  
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            1         I'll just briefly tell you, i s the following:   
 
            2         Firms that produce, process a nd sell milk and milk  
 
            3         products have grown dramatica lly in certain  
 
            4         geographic regions throughout  the United States.   
 
            5         While the growth of cooperati ves and processors  
 
            6         has almost certainly lowered production costs, in  
 
            7         some regions there are concer ns that there may be  
 
            8         so few cooperatives and proce ssors that the  
 
            9         remaining firms can exercise market power against  
 
           10         their customers.   
 
           11                       You've heard of  that touched on  
 
           12         throughout the past few sessi ons.  Processors may  
 
           13         also achieve sufficient size in some regions to  
 
           14         exercise power against cooper atives and farmers.   
 
           15         This panel will explore how s uch changes in farms  
 
           16         and firm size are affecting b oth farmers and  
 
           17         consumers.   
 
           18                       Now, to address  those issues, I  
 
           19         have a panel of five distingu ished experts.  All  
 
           20         the way to my right is Brian Gould, an associate  
 
           21         professor in the Department o f Agricultural and  
 
           22         Applied Economics here at the  University of  
 
           23         Wisconsin.  He's an expert on  dairy marketing and  
 
           24         dairy price risk management.  To my immediate  
 
           25         right is Calvin Covington.  C alvin is a former  
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            1         chief executive officer of So utheast Milk, whose  
 
            2         members are in four states, m ost dairies in  
 
            3         Florida and approximately hal f in Georgia are SMI  
 
            4         members.  SMI also has member s in Alabama and  
 
            5         Tennessee.   
 
            6                       To my immediate  left is Louise  
 
            7         Hemstead, who serves as chief  operating officer at  
 
            8         the Crop Cooperative in La Fa rge, Wisconsin,  
 
            9         better known as Organic Valle y, which is the  
 
           10         nation's largest organic dair y cooperative.   
 
           11         Louise is also a graduate of the University of  
 
           12         Wisconsin where she appeared on this stage. 
 
           13                       MS. HEMSTEAD:  Let's not go into  
 
           14         that. 
 
           15                       MR. MacDONALD:  All right.  Next on  
 
           16         my left is Daniel Smith, an a ttorney in sole  
 
           17         practice in Montpelier, Vermo nt with  
 
           18         specialization in state and f ederal milk market  
 
           19         regulation.  Dan, between 199 2 and 2001, was the  
 
           20         founding executive director o f the Northeast Dairy  
 
           21         Compact.  Finally, to my far left is John Wilson,  
 
           22         senior vice-president for mar keting and industry  
 
           23         affairs of Dairy Farmers of A merica.  In that  
 
           24         position, he oversees DFA's g overnmental and  
 
           25         public affairs, regulatory in itiatives and  
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            1         national milk marketing activ ities, including  
 
            2         customer relations and econom ic analysis.   
 
            3                       Now, what I'd l ike to do is get a  
 
            4         series of questions focused o n three broad  
 
            5         topics.  First, I want to qui z the panel members  
 
            6         and get some interaction amon g them on the factors  
 
            7         behind changes in cooperative  organization and  
 
            8         business practices over the l ast couple of  
 
            9         decades.  Secondly, we're goi ng to talk about  
 
           10         changes in the organization o f processing, and  
 
           11         finally, we're going to talk about some  
 
           12         interaction between those and  particularly, we're  
 
           13         going to talk about competiti on and market  
 
           14         relationships in fluid and ma nufactured product  
 
           15         markets.   
 
           16                       Let me start th en with our section  
 
           17         on changes in cooperative org anization and what  
 
           18         I'd like to do is toss the fi rst question over to  
 
           19         Brian Gould and ask him if he  could briefly  
 
           20         summarize for us the major ch anges that he's seen  
 
           21         in the organization of dairy cooperatives over the  
 
           22         last 20 years.  Brian? 
 
           23                       MR. GOULD:  Tha nk you very much and  
 
           24         I hope with such an esteemed panel that I'm going  
 
           25         to learn quite a bit today, b ecause I think I'm  
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            1         the rookie on the panel.  The re's been mention  
 
            2         made throughout today about t rends in terms of  
 
            3         consolidation, both at the pr ocessing level and  
 
            4         the co-op level.  What I'd li ke to do now in terms  
 
            5         of this first topic is just t o bring some basic  
 
            6         statistics and through my dis cussion not only on  
 
            7         this topic, but as we go thro ughout the panel, I'm  
 
            8         going to emphasize what infor mation we have and  
 
            9         what information we do not ha ve in terms of trying  
 
           10         to evaluate the competitive e nvironment facing not  
 
           11         only dairy producers, but als o dairy  
 
           12         manufacturers.   
 
           13                       Just in general , dairy co-ops maxed  
 
           14         out in terms of number during  World War II.  There  
 
           15         was over 2300 dairy cooperati ves.  Those 2300  
 
           16         represented about 48 percent of the marketed milk  
 
           17         in the U.S. at that time.  By  1980, that 2300 had  
 
           18         gone down to 435, but that 43 5 had accounted for  
 
           19         77 percent of marketed milk, so again, they were  
 
           20         getting larger with fewer num bers around.  In  
 
           21         2007, as Dr. Cropp indicated in the last panel,  
 
           22         there were 155 dairy cooperat ives representing  
 
           23         about 82 to 83 percent of mar keted milk.   
 
           24                       What happened o ver the '60s and  
 
           25         '70s in terms of the consolid ation of  
 
                 PROFESSIONAL REPORTERS, LTD. 



                                 239 
 
              TRANSCRIPT OF PROCEEDINGS 6/25/2010 
 
            1         cooperatives, there was a tre nd towards local  
 
            2         cooperatives merging and tryi ng to get large from  
 
            3         a regional perspective and th en there was a  
 
            4         regional federation establish ed.  But again, '60s  
 
            5         and '70s was a period of cons olidation with a  
 
            6         regional focus.  After the '7 0s, during the '80s  
 
            7         and '90s, there was a change in that into a  
 
            8         consolidation trend of nation al focus.   
 
            9                       That is, multi regional  
 
           10         cooperatives came into existe nce and, again, I'm  
 
           11         not going to go through in de tail, but I think  
 
           12         it's in 2001, the GAO, the Go vernment  
 
           13         Accountability Office, did a great study on the  
 
           14         market structure in the dairy  industry, and they  
 
           15         reviewed the growth of DFA an d LOL in terms of  
 
           16         going from basically nothing in terms of DFA's  
 
           17         case to a multi national coop erative.  I'd really  
 
           18         suggest you take a look at th at, because there's  
 
           19         an example of a growth in a c ooperative, not  
 
           20         organically, but through purc hasing of existing or  
 
           21         merging of existing firms, bu t again, a very, very  
 
           22         interesting story.   
 
           23                       In terms of why  there is mergers,  
 
           24         again, there's a variety of t heories.  Professor  
 
           25         Cropp has noted a couple of t hem in his talk and  
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            1         he also had a 2001 publicatio n where he gave three  
 
            2         or four reasons why cooperati ves may want to merge  
 
            3         and I thought I'd briefly go through those and  
 
            4         provide some current examples  of why they may be  
 
            5         relevant, and some of these a re obvious and some  
 
            6         of them may not be.   
 
            7                       The first reaso n, possible reason  
 
            8         for a merger or consolidation  may be to look for  
 
            9         gains in efficiency in procur ement, processing,  
 
           10         just the fact that you're dea ling with volumes.   
 
           11         Volumes is a non linear relat ionship, so the  
 
           12         larger you get, the more volu me you can deal with,  
 
           13         the lower the cost per unit.  Again, the reason  
 
           14         behind this, again, is the fa ct that dairy  
 
           15         cooperatives are trying to ho ld their place at the  
 
           16         bargaining table with the lar ger sized processors  
 
           17         and other processors are then  dealing with larger  
 
           18         retail establishments.   
 
           19                       I want to quote  somebody from 2009,  
 
           20         this really illustrates this point, and this has  
 
           21         been referenced a couple of t imes so far today and  
 
           22         this is with respect to the p urchase by Dean Foods  
 
           23         of the two bottling plants in  Wisconsin that is  
 
           24         currently the subject of liti gation.  I'm going to  
 
           25         quote Dave Fuhrmann, who's pr esident of Foremost  
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            1         Farms, to give -- he gave a W isconsin State -- I  
 
            2         don't know if it was the Stat e Journal or  
 
            3         Milwaukee Sentinel article or  quote in terms of  
 
            4         why they decided to sell thos e plants and I'm  
 
            5         going to quote him, it's from  April 2009.   
 
            6                       "As food retail ers consolidate to  
 
            7         gain marketshare and operatin g efficiency,  
 
            8         Foremost Farms has been chall enged to efficiently  
 
            9         supply customers who have a s ignificant regional  
 
           10         or national presence and pref er to have a sole  
 
           11         supplier."  Again, that reall y illustrates that  
 
           12         first point about needing to meet the needs of  
 
           13         larger processors as well as final purchasers.   
 
           14                       The second reas on why mergers may  
 
           15         be appropriate for cooperativ es historically is  
 
           16         that there are tight marketin g margins and capital  
 
           17         constraints and one way to ge t around those  
 
           18         constraints is through purcha sing other firms that  
 
           19         may have less tight margins a nd may have  
 
           20         additional capital to bring i nto the operation.   
 
           21                       A third reason may be market  
 
           22         entry.  Market entry is expen sive, that is  
 
           23         entering a new market and you  can enter a new  
 
           24         market relatively cheaply by finding a firm that's  
 
           25         currently in that market.   
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            1                       Rapid advances in information  
 
            2         technology, we all know how a utomated dairy farms  
 
            3         are getting as well as obviou sly cheese plants.   
 
            4         Again, with advances in infor mation technology,  
 
            5         it's much easier to coordinat e production  
 
            6         activities, whether for large r operations, whether  
 
            7         you're talking at the farm le vel or at the cheese  
 
            8         plant.   
 
            9                       And finally, ch anges in Federal  
 
           10         dairy product support policie s, again, we've had  
 
           11         an increase in volatility in dairy markets.   
 
           12         Everyone knows that.  One way  to minimize the  
 
           13         risk, whether you're an inves tor or a plant, is to  
 
           14         diversify your portfolio of p roducts and one way  
 
           15         to do is that is to buy opera tions that maybe make  
 
           16         a different product than you' re currently getting  
 
           17         involved in.  So again, those  are possible reasons  
 
           18         and there's a whole slew of o ther ones that may be  
 
           19         the reasons behind a lot of t hese mergers.   
 
           20                       In terms of siz e distribution of  
 
           21         cooperatives, using publicly available data, and I  
 
           22         have to emphasize that I only  have access to  
 
           23         publicly available data, look ing at 1987, there  
 
           24         were only two firms or two co operatives with more  
 
           25         than 6 billion pounds markete d a year and those  
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            1         two firms accounted for 24 pe rcent of the co-op  
 
            2         milk and 17 percent of U.S. m ilk.  By 2008, there  
 
            3         were four firms with greater than 6 billion pounds  
 
            4         of marketed milk and they acc ounted for 48 percent  
 
            5         of the co-op milk and 40 perc ent of the U.S.  
 
            6         milk.   
 
            7                       And again, ther e's a great  
 
            8         publication that comes out, I  think, around  
 
            9         October every year in Hoard's  Dairyman.  They list  
 
           10         the marketings of all the lar gest top 50 dairy  
 
           11         cooperatives.  I suggest you get ahold of that,  
 
           12         it's a great resource in term s of looking at  
 
           13         trends in the industry.  I'm almost done, sir,  
 
           14         just a couple more things her e.   
 
           15                       Economists like  to use numbers, as  
 
           16         you know, and there's several  ways of measuring  
 
           17         concentration.  One of them i s what's known as a  
 
           18         concentration ratio, which is  simply the sum of  
 
           19         the percentage of whatever ma rket you're looking  
 
           20         at, whether you're looking at  the value of sales  
 
           21         of the marketing of raw milk.  
 
           22                       You sum up the marketing share of  
 
           23         the total marketings in that commodity by the  
 
           24         firms of interest and we call  that the  
 
           25         concentration ratio value.  T he greater the value,  
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            1         the more concentrated that ma rket.  In 1987, in  
 
            2         terms of CR values, again, ge tting back to that  
 
            3         size distribution of the co-o p firms that I just  
 
            4         reviewed, the CR4, that is th e four largest  
 
            5         cooperatives, accounted for 3 3.4, that's CR4  
 
            6         values of 33.4 and, again, th at was 48.7 by 2008.   
 
            7         Again, an increase, showing a n increase in  
 
            8         concentration.   
 
            9                       Another measure  economists like to  
 
           10         use is what's known as the --  we call it the HHI  
 
           11         index, that's what I'm going to say.  I can say  
 
           12         that.  The HHI index, which i s simply the square  
 
           13         of the sum of the marketshare  of the firms that  
 
           14         you're studying in the indust ry of concern.  And  
 
           15         why we take the square is bec ause it weights more  
 
           16         the larger the firms.  The DO J uses the HHI scores  
 
           17         as a measure of concentration  of an industry.   
 
           18                       In 1987, I calc ulated using  
 
           19         publicly available data the H HI scores for co-op  
 
           20         milk.  That is, I'm trying to  see how concentrated  
 
           21         co-op milk is in terms of the  marketing of that  
 
           22         raw milk.  In 1987, the HHI w as 546.1.  Anything  
 
           23         over a thousand is considered  to be a moderately  
 
           24         concentrated market.  Anythin g over 1800 is a very  
 
           25         concentrated market.  So in 1 987, again, 546.  In  
 
                 PROFESSIONAL REPORTERS, LTD. 



                                 245 
 
              TRANSCRIPT OF PROCEEDINGS 6/25/2010 
 
            1         2008, we have a HHI value of 981, so almost up to  
 
            2         that 1000 value.  Again, I'm not trying to make  
 
            3         any judgments, this is just a  matter of looking at  
 
            4         the values.   
 
            5                       As has been all uded to throughout  
 
            6         the day, when one looks at co ncentration, one of  
 
            7         the key things to define is m arket.  What's the  
 
            8         extent of the market, and I j ust gave you numbers  
 
            9         pertaining to the total U.S. market.  That may not  
 
           10         be very relevant, especially on the fluid side,  
 
           11         when you're dealing with say bottled milk, because  
 
           12         a lot of those markets are lo cal markets.  There's  
 
           13         a 2001 GAO report that looked  at deliveries by the  
 
           14         four largest dairy co-ops in 11 of the existing  
 
           15         marketing orders and remember  those CR4 values I  
 
           16         gave you.   
 
           17                       U.S. CR4 in 199 7 was 35.8 and in  
 
           18         2002 was 40.2.  In looking at  individual cities,  
 
           19         the CR4 values ranged from 63 .5 in Minneapolis to  
 
           20         97.1 in Dallas, so again, giv ing evidence that we  
 
           21         need -- in terms of informati on, we need something  
 
           22         other than national numbers t o really do an  
 
           23         analysis of whether there's a n increase in  
 
           24         concentration in the industry  and unfortunately,  
 
           25         that GAO study had access to confidential data  
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            1         that I as an academic do not have access to.   
 
            2                       As Professor Cr opp indicated,  
 
            3         there's been significant chan ges in the importance  
 
            4         of cooperatives in various pr oducts, a loss on the  
 
            5         cheese side and we've lost si nce '87 half of the  
 
            6         production of fluid milk by d airy cooperatives and  
 
            7         we're going to be revisiting that issue in a  
 
            8         minute.  I've overextended my  time. 
 
            9                       MR. MacDONALD:  Thanks, Brian.  All  
 
           10         right.  We've gotten mergers towards much larger  
 
           11         cooperatives, somewhat higher  concentration among  
 
           12         cooperatives, as a quick summ ary.  Let me turn to  
 
           13         John Wilson from DFA to talk about that a little  
 
           14         bit.  As I see from your webs ite, DFA members milk  
 
           15         about 1.8 million cows.  By m y calculation, that's  
 
           16         about 20 percent of all the c ows in the country.   
 
           17         What do you get from being so  big?   
 
           18                       MR. WILSON:  We ll, thank you, Jim.   
 
           19         Let me start by stating five indisputable facts.   
 
           20         First, we do have about 17,00 0 farm families, all  
 
           21         dairy farmers, that belong to  DFA.  They live on  
 
           22         about 9500 dairy farms across  the United States.   
 
           23         These members own, govern and  control the  
 
           24         organization.  Second, while DFA has a diverse  
 
           25         membership, you've heard from  some of them this  
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            1         morning and this afternoon, w e have large and  
 
            2         small dairy farms.  Over 70 p ercent of our members  
 
            3         milk less than 100 cows.   
 
            4                       Third, of all t he milk produced in  
 
            5         the United States, 20 percent , to reconfirm your  
 
            6         fact, Jim, 20 percent is prod uced by DFA members.   
 
            7         Fourth, and this has been wel l documented today,  
 
            8         DFA members, as well as all d airy farmers, have  
 
            9         suffered badly because of low  milk prices and high  
 
           10         costs.  Fifth and final point , DFA is a voluntary  
 
           11         organization.  Every dairy fa rmer and every member  
 
           12         has the opportunity to leave or join DFA every  
 
           13         year.   
 
           14                       Now, to get to the specifics of  
 
           15         your question, we have to rem ember back in 1998,  
 
           16         four cooperatives voluntarily  came together and  
 
           17         the members of each of those four cooperatives  
 
           18         voted to create DFA.  They kn ew that in a world of  
 
           19         consolidating retailers and c onsolidating  
 
           20         processors, that in order to help themselves, they  
 
           21         would be better off coming to gether and working as  
 
           22         one cooperative.  Some of the  things that happened  
 
           23         back then which kind of goes to the benefits of  
 
           24         the size, some of the things that happened  
 
           25         immediately when DFA was crea ted, we eliminated  
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            1         inefficiencies.   
 
            2                       Specifically, o ne easy one, really,  
 
            3         is hauling inefficiencies, be cause clearly, when  
 
            4         you have multiple cooperative s, you run the risk  
 
            5         of having milk trucks meeting  each other on the  
 
            6         road, going essentially down the same roads,  
 
            7         picking up neighbors.  Lots o f diesel fuel gets  
 
            8         saved when you take away that  inefficiency in  
 
            9         procurement and hauling.  Our  members realized  
 
           10         there was a much better oppor tunity to get a fair  
 
           11         price when you have one organ ization competing for  
 
           12         sales rather than four organi zations in our case,  
 
           13         and the critical mass is impo rtant as well.   
 
           14                       Today, we're ab le to provide  
 
           15         services nationwide to dairy farmers, including  
 
           16         health insurance, I think tha t was alluded to  
 
           17         earlier, price risk managemen t which is to many of  
 
           18         our members a very, very impo rtant piece and the  
 
           19         way to avoid disasters like 2 009, farm supply  
 
           20         purchase programs, just to na me a few of the  
 
           21         services that we provide our members, which we  
 
           22         wouldn't be able to do withou t the critical mass  
 
           23         that we have.   
 
           24                       Another signifi cant piece is the  
 
           25         capital.  Yes, we have a larg e balance sheet, but  
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            1         our members utilize that larg e balance sheet to be  
 
            2         in business in marketing thin gs like Borden  
 
            3         cheese, so we can not just se ll raw milk, we can  
 
            4         sell finished products, in so me cases directly to  
 
            5         consumers.  So I think there' s -- our members  
 
            6         firmly believe that size does  matter and it can  
 
            7         work to their benefit. 
 
            8                       MR. MacDONALD:  Thanks, John.  Let  
 
            9         me direct a question related to this to Louise.   
 
           10         You have the largest organic cooperative, but your  
 
           11         members are spread widely acr oss the country.  I  
 
           12         guess I'd like to wonder, giv en the discussion  
 
           13         that we've had so far, how yo u manage to aggregate  
 
           14         that volume and particularly,  if you could talk a  
 
           15         little bit about co-processin g agreements and  
 
           16         whether that's a way for you to aggregate your  
 
           17         organic volumes. 
 
           18                       MS. HEMSTEAD:  Certainly, thank  
 
           19         you, appreciate the opportuni ty to be here.  I am  
 
           20         also a dairy farmer.  My husb and and I operate a  
 
           21         fourth generation dairy farm about 90 miles  
 
           22         northwest of here, so in addi tion to my day job, I  
 
           23         do milk cows on occasion.  Th at being said, Crop  
 
           24         was founded or Organic Valley  is our brand name,  
 
           25         in 1988 by seven dairymen in western Wisconsin.   
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            1         And the goal was to return a sustainable pay price  
 
            2         to the farm by means of organ ic production.   
 
            3                       Now, nobody rea lly knew what  
 
            4         organic production was about and they went away  
 
            5         and really studied and came u p with a process that  
 
            6         ultimately there was action i n D.C. to establish  
 
            7         an organic rule and in some s ense, it's an  
 
            8         artisanal sale of milk.  And last year, we  
 
            9         returned a premium to our far mers of $14 a hundred  
 
           10         over conventional price by th e artisanal sale of  
 
           11         their milk.  Now, of course, that artisanal work  
 
           12         starts on the farm.   
 
           13                       And so over the  years, we started  
 
           14         with our seven farmers and we  were so small, we  
 
           15         couldn't, A, get a milk haule r to pick up the  
 
           16         milk, so the chairman of the board went out and  
 
           17         signed a note to buy a milk t ruck which we ran  
 
           18         every other day and then we f ound a cheese  
 
           19         manufacturer in La Crosse, Wi sconsin who was  
 
           20         willing to make cheese out of  our milk and then we  
 
           21         started knocking on doors and  trying to sell that  
 
           22         and it was brutal and it was ugly.   
 
           23                       The farmers est ablished what they  
 
           24         considered a fair pay price f or the milk and if  
 
           25         they were able to sell it org anically, it received  
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            1         that pay price and if they ha d to sell it  
 
            2         conventionally, it went on th e conventional  
 
            3         market.  It was not blended d own.  The price was  
 
            4         blended back to the farmers b ased on how effective  
 
            5         the organization was.   
 
            6                       Over the years,  we've elected to  
 
            7         stay out of the brick and mor tar business.  We  
 
            8         have one processing plant whe re we manufacture  
 
            9         cultured butter and we have a  cutting room where  
 
           10         we convert pounds of cheese i nto retail product.   
 
           11         That, too, born out of necess ity because nobody  
 
           12         would do it, we were so small .  And we had part- 
 
           13         time employees when I started  in 1993 that would  
 
           14         come in and convert 40-pound blocks of cheese for  
 
           15         us once or twice a week and t hat's how we got  
 
           16         started, so very small.   
 
           17                       And then over t he years, we  
 
           18         developed customers for bulk milk, we developed  
 
           19         customers for powdered milk, we developed our  
 
           20         brand.  We didn't have a bran d back in 1988, that  
 
           21         came a couple years later and  we gradually moved  
 
           22         out of Wisconsin into Minneso ta.  That was a big  
 
           23         decision.  Then we went to Or egon, we went to New  
 
           24         York and today, we have 1300 members in 30  
 
           25         states.  We have one processi ng plant.  We work  
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            1         with co-processors all over t he country, big folks  
 
            2         like HP Hood, who's a name I haven't heard yet  
 
            3         today, to small folks like Gu ida Dairy in  
 
            4         Connecticut, Byrne Dairy in N ew York, family owned  
 
            5         dairy processors who manufact ure products, our  
 
            6         products, for us.   
 
            7                       Smith Dairy, an other family dairy  
 
            8         in Indiana, Schroeder Milk in  Minneapolis-St. Paul  
 
            9         which is now part of Agropur,  a Canadian owned  
 
           10         company, Borden down in Texas  owned by LALA in  
 
           11         Mexico, Dairy Gold, a co-op i n the northwest.   
 
           12         Those are just a few of the 7 0 co-processors that  
 
           13         manufacture our products to o ur specifications.   
 
           14         They have to follow organic r ules.  They have to  
 
           15         receive our milk in a clean p ipe, a clean  
 
           16         unloading.  They have to proc ess it first of the  
 
           17         day.  We take a line lost hit  for the entire plant  
 
           18         because we're running at the beginning of the day  
 
           19         and those things add up and b uild the cost of  
 
           20         goods. 
 
           21                       But the model h as worked well for  
 
           22         us because it's allowed us to  come up with a  
 
           23         diversified product line for the customers.  If we  
 
           24         had to sell all our milk as f luid milk, we would  
 
           25         truly suffer.  The other thin g we haven't talked  
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            1         much about today, Dr. Cropp m entioned it, is the  
 
            2         seasonality of milk.  There's  a seasonality of  
 
            3         milk consumption.  There's a seasonality of milk  
 
            4         production and they are not t he same season.  As  
 
            5         co-ops, we all deal with that , how we balance  
 
            6         that.   
 
            7                       Typically, in M ay and June and  
 
            8         July, there's more milk comin g off the farms and  
 
            9         consumer consumption in the f luid milk market  
 
           10         drops significantly.  It does n't matter if it's  
 
           11         conventional or organic, folk s, go look at the  
 
           12         stats.  It's the same.  So th is balancing of milk,  
 
           13         not only is it the fluid milk  market, but it's the  
 
           14         cheese market.  We've talked quite a bit about the  
 
           15         CME and the way the price of milk is set, and  
 
           16         there is a challenge there an d we do need to  
 
           17         address it.  Thank you. 
 
           18                       MR. MacDONALD:  Thanks, Louise.   
 
           19         That mention of seasonality b oth in production and  
 
           20         demand gives me an opening to  shift a question  
 
           21         over to Calvin.  At this stag e, what we're trying  
 
           22         to do is get some warm-ups on  cooperative  
 
           23         structure.  Calvin has been a n executive with two  
 
           24         southern dairy enterprises an d I'd like, Calvin,  
 
           25         to see if you can give me you r reactions on how  
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            1         you think organization of coo peratives and  
 
            2         business for southern dairy p roduction has changed  
 
            3         in your career. 
 
            4                       MR. COVINGTON:  Well, I'll speak to  
 
            5         Southeast Milk where I served  as chief executive  
 
            6         officer for the previous 10 y ears and during that  
 
            7         10 years, because of changes in the marketplace,  
 
            8         Southeast Milk had to make a major change in its  
 
            9         strategy.  When I went to Sou theast Milk,  
 
           10         Southeast Milk was basically a marketing  
 
           11         cooperative.  It owned no bri ck or mortar.  Its  
 
           12         job was to get the milk picke d up, market that  
 
           13         milk to the best of its abili ty, collect the  
 
           14         money, pay that money back to  its dairy farmer  
 
           15         members.   
 
           16                       Then when the D ean/Suiza merger  
 
           17         took place, which I consider to be one of the most  
 
           18         significant changes in the fl uid dairy industry in  
 
           19         modern times, that really cha nged things at  
 
           20         Southeast Milk, because our m ain challenge turned  
 
           21         into finding fluid markets fo r our milk  
 
           22         production.  It became a majo r challenge.  Because  
 
           23         of that and then because of s ome other processors  
 
           24         in our marketing area who wer e almost forced to  
 
           25         sell because of things happen ing in the  
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            1         marketplace, Southeast Milk h ad to end up buying  
 
            2         those processing plants in or der to have local  
 
            3         markets for its milk producti on.   
 
            4                       And so just in a short period of  
 
            5         time, Southeast Milk, because  of changes in the  
 
            6         market through consolidation of processors, had to  
 
            7         move from being a marketing c ooperative to a  
 
            8         processing cooperative.  Also  because of changes  
 
            9         in other structure in the sou theast, you've heard  
 
           10         Louise talk about balancing, which is a major  
 
           11         function, balancing the marke t, its supply with  
 
           12         demand, especially in the sou theast part of the  
 
           13         country with its seasonal mil k production, we had  
 
           14         to end up building our own ba lancing plant in a  
 
           15         short period of time.   
 
           16                       So our strategy  really changed  
 
           17         because of consolidation, fro m being a marketing  
 
           18         cooperative to a processing c ooperative and when I  
 
           19         left, it was probably handlin g about 25 to 30  
 
           20         percent of its own milk throu gh its own processing  
 
           21         plants.  So that's a major ch ange that Southeast  
 
           22         Milk had to make during the p ast 10 years. 
 
           23                       MR. MacDONALD:  Thanks, Calvin.   
 
           24         Our last warm-up with Dan Smi th, you've been  
 
           25         involved in northeastern dair y markets, what are  
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            1         the major changes that you've  seen in dairy  
 
            2         cooperatives and dairy market s in the northeast in  
 
            3         your career?   
 
            4                       MR. SMITH:  I'd  just like to say  
 
            5         thank you to Jim for putting me on the panel.  It  
 
            6         gave me a reason to come back  to Wisconsin, I also  
 
            7         am a graduate here and it's a lways nice to return  
 
            8         and see the campus.  I would like to basically  
 
            9         follow up on Brian's sort of macro description of  
 
           10         changes in the industry.  I t hink this question  
 
           11         speaks directly to the issue that Ms. Varney posed  
 
           12         to panelists, which is to add ress the questions of  
 
           13         manipulation and concentratio n in the  
 
           14         marketplace.   
 
           15                       From the perspe ctive of my training  
 
           16         in law school with Professor Carstensen, actually,  
 
           17         her question relates to marke t structure on the  
 
           18         one hand, in terms of concent ration, and market  
 
           19         conduct in terms of manipulat ion, with the design  
 
           20         being that the -- how a marke t is structured  
 
           21         dictates how the participants  in the market will  
 
           22         conduct themselves.  So from my observation and in  
 
           23         listening to Brian's descript ion, often those two  
 
           24         parts of the puzzle get combi ned and it's  
 
           25         important to pull them apart to begin with.   
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            1                       The other piece  of the puzzle that  
 
            2         needs to get pulled apart is the clear distinction  
 
            3         between fluid markets and the  manufactured market  
 
            4         which has been spoken to abou t all day.  I think  
 
            5         most of most concern, as Bria n alluded to, the  
 
            6         fluid markets tend to be very  pronounced in their  
 
            7         regional configuration in ter ms of market  
 
            8         structures compared to the ma nufactured dairy  
 
            9         industry, which is really mor e of a national and  
 
           10         increasingly an international  market.  So at least  
 
           11         from the basic definition of their structure,  
 
           12         they're quite distinct market s.   
 
           13                       The third piece  of market structure  
 
           14         that tends to get bundled in is the function of  
 
           15         the federal order system, and  as Professor Cropp  
 
           16         said earlier this afternoon, a lot of issues that  
 
           17         relate to conduct by market p articipants are  
 
           18         really dictated by the struct ured presence of the  
 
           19         federal order system and are not really a function  
 
           20         of just free market forces in  terms of processors  
 
           21         and how they interact with ea ch other.  It's  
 
           22         strictly dictated to them by the presence and  
 
           23         requirements of the federal o rder system.   
 
           24                       That being said  and in terms of the  
 
           25         big picture response to Brian 's initial  
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            1         discussion, I'd just like to put a face on what's  
 
            2         happened in the fluid market in the northeast in  
 
            3         more direct response to Jim's  question.  Back in  
 
            4         1991, I did a market structur e conduct and  
 
            5         performance which is the resu lting price of  
 
            6         conduct analysis of the New E ngland and Vermont  
 
            7         fluid milk markets, primarily  to look at Senator  
 
            8         Feingold's question in our ma rket of where was the  
 
            9         money going between the farm and the supermarket.   
 
           10                       So I had the op portunity and then  
 
           11         in my work with the Compact t o follow up on sort  
 
           12         of a direct, in between parti cipant and observers  
 
           13         view of the market structurin g conduct.  Back in  
 
           14         '91, there were seven coopera tives in place.  The  
 
           15         top two cooperatives had roug hly 60 percent of the  
 
           16         market, the top three somethi ng on the order of 65  
 
           17         percent of the market.  The o ther four co-ops were  
 
           18         very active participants in t he market on a very  
 
           19         pronounced smaller scale.   
 
           20                       There was the M assachusetts Milk  
 
           21         Producers Federation, obvious ly working in  
 
           22         Massachusetts, the Independen t Dairymen's  
 
           23         Association working in Vermon t, so producers had  
 
           24         access to two regional co-ops  primarily in New  
 
           25         England and then a variety of  smaller co-ops  
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            1         operating within each state.  It goes without  
 
            2         saying all of the smaller coo peratives at this  
 
            3         point are basically gone in N ew England.  We're  
 
            4         down to Agri-Mark and St. Alb ans remain and DFA is  
 
            5         also on the scene.   
 
            6                       DFA didn't swal low up the other  
 
            7         cooperatives and that's the o ther piece, I think,  
 
            8         of the puzzle that actually h asn't been talked  
 
            9         about too much today, which i s the presence of  
 
           10         Dairy Market Service, Dairy M arketing Service,  
 
           11         which has essentially taken o n the function of  
 
           12         representing what used to be the smaller,  
 
           13         independent marketing co-ops that were present in  
 
           14         New England.  So we're down t o a much smaller  
 
           15         number of operating cooperati ve entities,  
 
           16         consistent with what Brian sa id.   
 
           17                       I think here it 's pivotal, as has  
 
           18         been also said, and I'll just  put a face on it,  
 
           19         most recently by John, is tha t the concentration  
 
           20         at the processor level in lar ge part was a direct  
 
           21         response to concentration at the retail level, and  
 
           22         there, the picture is complet ely transformed.   
 
           23         Back in the '90s, we had roug hly 20 supermarkets  
 
           24         in operation.  Most of them a re long gone.  There  
 
           25         were a series of very active convenience stores  
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            1         that had their own labels for  milk, in some cases  
 
            2         processed their own milk.   
 
            3                       For the most pa rt, those are all  
 
            4         gone.  Seward's Dairy remains , Cumberland Farms  
 
            5         was bought out by Dean Foods.   They still sell  
 
            6         milk.  It changes a lot, as f ar as who's putting  
 
            7         up their milk, I can't say, b ut in essence, the  
 
            8         concentration at the supermar ket level has really  
 
            9         transformed what the New Engl and retail market  
 
           10         looks like.  The other piece,  as has been alluded  
 
           11         to is the emergence of the bi g box stores has  
 
           12         really pushed out the conveni ence stores in terms  
 
           13         of being a retail outlet. 
 
           14                       So we had initi al concentration at  
 
           15         the retail level followed by concentration at the  
 
           16         processor level followed by c oncentration at the  
 
           17         farm level.  Again, function of market structure  
 
           18         in terms of what we have now,  it's important to  
 
           19         keep the concentration at the  farm level within  
 
           20         the context of concentration at the processor and  
 
           21         retail level.   
 
           22                       Just to finish with the processor  
 
           23         level, we had roughly 30 proc essing firms in  
 
           24         operation in New England back  in 1990.  The top  
 
           25         eight firms had roughly 80 pe rcent of the market  
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            1         at that time and there was vi brant competition,  
 
            2         different types of processing  firms, in large part  
 
            3         in response to the retail mar ket being a vibrant  
 
            4         and much more differentiated market.  Essentially,  
 
            5         all of the processing firms a t this point in New  
 
            6         England are gone.  Guida is s till there, Hood is  
 
            7         still there, but basically, o ther than that, Dean  
 
            8         Foods has swallowed up most o f the plants and  
 
            9         either shut down other plants  or the other plants  
 
           10         have basically gone out of bu siness.   
 
           11                       There was also a vertically  
 
           12         integrated supermarket in our  market back at that  
 
           13         time which played a pivotal r ole, had a lot of  
 
           14         milk, direct relationship wit h one of the co-ops  
 
           15         so that there was an addition al competitive  
 
           16         dynamic in the marketplace th at both disciplined  
 
           17         the market on the retail leve l and offered  
 
           18         pressure up in terms of premi ums to the farmers on  
 
           19         the other end.  That's gone.  So transformation in  
 
           20         the industry, not just on the  farm level, but at  
 
           21         every sector of the industry.    
 
           22                       As far what is this means, I was  
 
           23         struck this morning in terms of discussion about  
 
           24         bringing young farmers into t he industry.  My  
 
           25         observation over the 25 odd y ears I've been doing  
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            1         this is that when there were more commercial  
 
            2         relationships, farmers among themselves and  
 
            3         co-ops, co-ops and all these different customers  
 
            4         that used to exist with all t he characters that  
 
            5         were in the industry that are  mostly gone from the  
 
            6         scene now.  It's mostly suits  that show up at  
 
            7         meetings, and there's much le ss room, I think, for  
 
            8         young farmers in the industry  than there used to  
 
            9         be.   
 
           10                       Not just becaus e of the milk price,  
 
           11         which certainly can't be gain say, but also I think  
 
           12         the farmer from Wisconsin, an d I apologize for not  
 
           13         remembering his name, in term s of direct ownership  
 
           14         in the business, that is one thing that's gone by  
 
           15         in terms of market concentrat ion.  There are just  
 
           16         fewer companies operating in the dairy marketplace  
 
           17         of which different people hav e an ownership  
 
           18         interest in. 
 
           19                       MR. MacDONALD:  Thanks.  Let me  
 
           20         follow up on points both that  actually, I think,  
 
           21         came out of each panel member  and I want to direct  
 
           22         a couple of questions across the panel on the  
 
           23         organization of processing.  The first thing I'd  
 
           24         like to get at is changes in fluid processing and  
 
           25         fluid milk markets as distinc t from manufactured  
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            1         markets.  I'll start with Bri an, because you may  
 
            2         have something on this, but c an we say that we  
 
            3         have far fewer processors tod ay than we had two  
 
            4         decades ago in local markets and do you have any  
 
            5         information on that? 
 
            6                       MR. GOULD:  Aga in, this is an  
 
            7         information problem not at th e local level, but if  
 
            8         you look at the national numb ers, if you were to  
 
            9         compare 1973 versus 2008 and you say put that in a  
 
           10         little graph where you have a  line graph showing  
 
           11         the number of plants and the other lines showing  
 
           12         the number of pounds throughp ut per plant, per  
 
           13         year, it looks like an X.  Th e number of plants  
 
           14         are substantially reduced and  the throughput is  
 
           15         substantially increased. 
 
           16                       For example, in  1973, there were  
 
           17         1627 fluid bottling plants in  the U.S. putting out  
 
           18         about 32.3 million pounds of milk a year.  By '08,  
 
           19         it was 319, so we have about an 80 percent --  
 
           20         about 75 percent reduction in  the number of  
 
           21         plants, but that production w ent up from 32.9 to  
 
           22         195 million pounds a plant, s o that's six times as  
 
           23         much throughput per plant.  N ow, obviously, with  
 
           24         the fluid milk and the standa rds of identity that  
 
           25         are required, there's obvious ly limited milk sheds  
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            1         that can go to those plants. 
 
            2                       So I don't have  any direct  
 
            3         knowledge in terms of the abi lity to service those  
 
            4         plants from a competitive per spective, but again,  
 
            5         getting back to this little b it dated GAO study in  
 
            6         December '99, they again used  confidential data  
 
            7         and they looked at the CR val ue, CR4 values for  
 
            8         fluid milk across the federal  orders and they  
 
            9         ranged from 52.4 in New Orlea ns to 97.4 in Phoenix  
 
           10         and Boston, Dan's market was 88.1, and the  
 
           11         national CR4 value in 2002 wa s 42.6. 
 
           12                       So again, you n eed information  
 
           13         below the national level and,  again, that's  
 
           14         usually proprietary, so as an alysts we're very --  
 
           15         don't have the ability to ans wer specific  
 
           16         questions. 
 
           17                       MR. MacDONALD:  Let me come back  
 
           18         then to specific experience a nd I'll start with  
 
           19         Calvin and I'm going to ask o ther panel members if  
 
           20         in their experience we've had  substantial  
 
           21         increases in concentration, t hat is declines in  
 
           22         the number of buyers in fluid  markets. 
 
           23                       MR. COVINGTON:  Well, I'm going to  
 
           24         speak more to the southeast a nd Brian, if you  
 
           25         don't mind, I'm going to give  you just a round  
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            1         number I always try to keep i n my head about fluid  
 
            2         milk plants.  If you look bac k at the census  
 
            3         numbers, back in 1985 which w asn't all that long  
 
            4         ago, there was about 1000 flu id milk plants in the  
 
            5         United States.  If you look a t the most recent  
 
            6         census, that number is down t o about 350 and  
 
            7         you've got one organization t hat probably has  
 
            8         about 100 of those, so the nu mber has  
 
            9         significantly dropped.   
 
           10                       If you look in my part of the world  
 
           11         in the south and southeast, i f you set aside any  
 
           12         on-farm operations, which are  generally, you know,  
 
           13         strictly family operations, t here's really only  
 
           14         one milk processing family le ft in the southeast.   
 
           15         All the others have either go ne out of business or  
 
           16         been sold, so it has, you kno w, got a whole lot  
 
           17         less.  Really, what's creatin g a lot of the  
 
           18         challenge, as I see it, in th e fluid milk  
 
           19         business, is that our pie is not getting any  
 
           20         bigger.   
 
           21                       Unfortunately, we're selling the  
 
           22         same amount of fluid milk in this country today as  
 
           23         we were back in 1970.  And so  you've got everybody  
 
           24         chasing that same pie.  The p ie is not getting any  
 
           25         bigger and with margins getti ng smaller and the  
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            1         kind of pressure being put on  by retailers for  
 
            2         small margins, the only way y ou can make your  
 
            3         plant bigger is to take it aw ay from somebody else  
 
            4         and that's really created a l ot of the challenges  
 
            5         in the processing business an d why it's made it so  
 
            6         difficult for the smaller pro cessors.   
 
            7                       You know, I can  attest to that with  
 
            8         our cooperative, we consider ourselves a small  
 
            9         processor.  Why it's so diffi cult to compete and  
 
           10         especially with your big reta ilers who want to buy  
 
           11         across regions and your plant  is not big enough to  
 
           12         supply them, but again, since  we're not increasing  
 
           13         fluid milk sales, that's crea ting a major  
 
           14         challenge in the fluid indust ry. 
 
           15                       MR. MacDONALD:  Let me pass it down  
 
           16         here for anybody that wants t o respond.  Do we  
 
           17         have -- do you see in your ma rkets significant  
 
           18         declines in the number of buy ers for fluid milk?   
 
           19         Keep it to that side. 
 
           20                       MR. SMITH:  Jus t very quickly, just  
 
           21         to tie up, in '91 there were 16 buyers, basically  
 
           22         100 percent, 98 percent, so t here were 27, of the  
 
           23         27, 16 had 98 percent, what d id you say Brian,  
 
           24         we're at 80 -- 
 
           25                       MR. GOULD:  88. 1.   
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            1                       MR. SMITH:  And  that's basically  
 
            2         three companies at this point , so we've gone from  
 
            3         essentially 18 at 100 percent  to three. 
 
            4                       MR. MacDONALD:  What do you see,  
 
            5         John? 
 
            6                       MR. WILSON:  Th ere's no doubt, it's  
 
            7         happening nationwide.  There' s been consolidation,  
 
            8         sure, certainly. 
 
            9                       MR. MacDONALD:  I see Louise  
 
           10         shaking her head. 
 
           11                       MS. HEMSTEAD:  Absolutely, I go out  
 
           12         and look for processors and t here's a lot less of  
 
           13         them than there used to be. 
 
           14                       MR. MacDONALD:  Let me follow up on  
 
           15         one other point that I think was in Brian's quote  
 
           16         regarding the merger in Wisco nsin which was the  
 
           17         argument that you needed to g et large in order to  
 
           18         deal with contract requiremen ts for retailers.   
 
           19         What do you think, is that a driver?  Are  
 
           20         retailers' volume requirement s and their interest  
 
           21         in dealing with a sole source  supplier, is that a  
 
           22         driver in concentration on th e processing side?   
 
           23         Anybody want to take that?   
 
           24                       MS. HEMSTEAD:  I absolutely think  
 
           25         it is.  Before I started work ing for Crop, 17  
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            1         years ago I worked for AMPI f or 10 years.  It was  
 
            2         an issue there and it's an is sue here.  People  
 
            3         want to -- retailers want to one stop shop.  They  
 
            4         want to place one purchase or der and not only do  
 
            5         they want to get all their da iry products, they  
 
            6         want to get anything that's s old in the dairy case  
 
            7         and that takes some muscle. 
 
            8                       MR. COVINGTON:  It's definitely,  
 
            9         yes, I know from experience a t Southeast Milk with  
 
           10         our processing plants, it's v ery, very difficult  
 
           11         to get any business from the large retailers  
 
           12         because they wanted you -- if  you got their  
 
           13         business, they wanted you to serve such a big  
 
           14         geographical area and your pl ant wasn't that big,  
 
           15         nor did you have enough produ cts to meet all their  
 
           16         needs, whereas your larger pr ocessors can draw  
 
           17         from more than one plant and have different plants  
 
           18         that make different products,  so yes. 
 
           19                       MR. MacDONALD:  Let me quick jump,  
 
           20         before getting to competition , we've talked a  
 
           21         little here and we've jumped into fluid markets,  
 
           22         let me ask if anybody on the panel wants to  
 
           23         respond, do we see similar ch anges on the  
 
           24         manufactured product side in terms of the number  
 
           25         of buyers or do we still have  significant  
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            1         competition?  And I know as L ouise mentioned, we  
 
            2         have what looks like national  markets rather than  
 
            3         local markets in cheese.   
 
            4                       Do we have sign ificant changes  
 
            5         in -- or declines in competit ion or the number of  
 
            6         buyers on the manufactured pr oducts side?  Anybody  
 
            7         want to take a shot at that?   
 
            8                       MR. WILSON:  I think there are  
 
            9         certainly fewer plants, by th e statistics.  I  
 
           10         don't have solid statistics i n front of me here,  
 
           11         but I'd have to say that one of the things -- and  
 
           12         certainly the average plant h as gotten larger.   
 
           13         One of the things I think, Ji m, that has partly  
 
           14         driven that, particularly in cheese, you know,  
 
           15         cheese has been the growth en gine really in the  
 
           16         past 30 years of the industry  and the new cheese  
 
           17         plants that get built, typica lly, are big ones and  
 
           18         so that by its very nature br ings the average  
 
           19         plant up.   
 
           20                       There certainly  has been some  
 
           21         shifting geographically of th e cheese business in  
 
           22         the last many years and I hav e to say there's  
 
           23         still really quite a lot of c ompetition out there  
 
           24         I believe, from my experience .   
 
           25                       MR. GOULD:  Jus t to follow up on  
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            1         that, if you look at -- remem ber I talked about  
 
            2         this HHI value.  Again, that' s anything above a  
 
            3         thousand is concentrated.  Fo r the cheese industry  
 
            4         using census data, the HHI ha s actually gone down  
 
            5         since '87, which means there' s more competition.   
 
            6         It's surprising, I was -- tho se are national  
 
            7         numbers.  Again, that could b e very -- it could be  
 
            8         due to the fact that I'm look ing at national  
 
            9         numbers.   
 
           10                       I was very surp rised to see that.   
 
           11         In contrast, again, just to p ut sort of a nail in  
 
           12         this, in terms of fluid milk,  again, at the  
 
           13         national level, we know that fluid milk markets  
 
           14         are really local in nature, s o this could be  
 
           15         considered a lower bound in t erms of local  
 
           16         concentration.   
 
           17                       From '87 to '02 , and this is  
 
           18         data -- again, I collected th e data for 50 plants  
 
           19         and, again, it's from a publi cation called Dairy  
 
           20         Foods.  From '87 to '02, the HHI went up from 195,  
 
           21         so extremely low, very compet itive environment, up  
 
           22         to 1060 in 2002, so that's si x years ago and I  
 
           23         think that's a lower bound in  terms of what we've  
 
           24         got today nationally as well,  so quite different  
 
           25         markets, cheese versus fluid.  
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            1                       MR. MacDONALD:  We've talked a  
 
            2         little about structure and or ganization of  
 
            3         cooperatives and of processin g.  What I'd like to  
 
            4         do now is shift over to outco mes, to prices,  
 
            5         competition and market relati onships, and the way  
 
            6         I want to set this up is I wa nt to start it off  
 
            7         with a hypothetical for John.   Suppose instead of  
 
            8         having DFA, your members belo nged to five  
 
            9         different cooperatives instea d of one large one.   
 
           10         Would they have received a lo wer price from fluid  
 
           11         processors, do you think?   
 
           12                       MR. WILSON:  Ye s.  I think I want  
 
           13         to -- you have to look back, again, at when DFA  
 
           14         was created.  1998, go back t o 1996, '97, that  
 
           15         period, it's really what drov e the decision of the  
 
           16         dairy farmers that came toget her and created DFA,  
 
           17         was some of the dynamics that  they got into by  
 
           18         having really at that time fo ur regional  
 
           19         cooperatives.  There were tim es where dairy  
 
           20         farmers through their coopera tives, okay, they  
 
           21         would fight over sales and th at is never good for  
 
           22         price.   
 
           23                       And so one of t he things that drove  
 
           24         our guys together was the pro spect of being able  
 
           25         to make sure that they didn't  compete against each  
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            1         other, put them all under one  roof and they could  
 
            2         have a better opportunity to maintain premiums for  
 
            3         all sales, for that matter, c lass I, II, III, IV.   
 
            4         Collaboration can take place through common  
 
            5         marketing agencies of course,  but one of the  
 
            6         weaknesses of a common market ing agency is it's  
 
            7         not permanent.   
 
            8                       You can have ca ses where  
 
            9         cooperatives can work togethe r one day, one year,  
 
           10         one decade sometimes and yet something happens,  
 
           11         another day comes along and s omewhere in the  
 
           12         marketplace, something gets s ideways and the  
 
           13         cooperatives are then at odds  and so certainly in  
 
           14         our case, it's very proven th at membership is  
 
           15         better off as one large coope rative rather than  
 
           16         four or five. 
 
           17                       MR. MacDONALD:  Let me move this  
 
           18         question along a little bit, because the flip side  
 
           19         of it is with fewer processor s, do we get lower  
 
           20         prices.  So let me come back to Dan, you've been  
 
           21         involved in dairy markets in the northeast.  We've  
 
           22         just gone through a discussio n of a large decline  
 
           23         in the number of processors, do you think they've  
 
           24         been able to reduce premiums paid for their milk  
 
           25         as a result of having fewer p rocessors in the  
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            1         northeast?   
 
            2                       MR. SMITH:  I c an't help but say  
 
            3         that we've gone from four co- ops to one.  At least  
 
            4         the way Cal says pie, you kno w, when I started and  
 
            5         there were the four co-ops av ailable, at least  
 
            6         that still exists today.  The  accent is different  
 
            7         when you go around the countr y, that could never  
 
            8         understand -- it took me to f igure out what pie --  
 
            9         I got it, though, okay. 
 
           10                       MR. COVINGTON:  Maybe everybody  
 
           11         else will get it now. 
 
           12                       MR. SMITH:  I t hink what's most  
 
           13         confounding is this question.   If there were more  
 
           14         co-ops, you would expect more  competition for milk  
 
           15         and higher premiums, but agai n, if you just -- you  
 
           16         can't look at it in the vacuu m, because now we  
 
           17         have four co-ops and at least  in New England,  
 
           18         three processing plants and b asically three or  
 
           19         four supermarkets.  This is w here market structure  
 
           20         with the federal orders start s to intrude itself.   
 
           21                       In contrast to what everybody  
 
           22         understands as an opaque oper ation on the  
 
           23         manufactured pricing side, th e fluid pricing,  
 
           24         regulated fluid pricing side is extremely  
 
           25         transparent.  Everybody in th e industry knows what  
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            1         the basic class I price is fr om supermarkets down  
 
            2         through the commercial channe l to the dairy  
 
            3         farmer.  The class I price is  the class I price.   
 
            4         However it's arrived at, it i s the class I price  
 
            5         that everybody is subject to.    
 
            6                       So in terms of the size of the  
 
            7         downstream market processor t o supermarkets, given  
 
            8         their size, they have the abi lity tremendously to  
 
            9         discipline this supplier of t he raw milk, so  
 
           10         there's tremendous pressure n ot to pay premiums.   
 
           11         The supermarket contracts are  the governing wheel  
 
           12         of the industry, very few of them, and there's  
 
           13         very little room to maneuver.   So it's not  
 
           14         necessarily the case that wit h consolidation or  
 
           15         without consolidation that fa rmers would see  
 
           16         higher premiums.   
 
           17                       The other piece  of the puzzle with  
 
           18         the federal order system is, as has been said more  
 
           19         than once, with milk used for  manufacturing  
 
           20         purposes representing surplus  product for the  
 
           21         fluid dairy industry, in the very few markets that  
 
           22         exist with high class -- ther e really aren't any  
 
           23         markets really that have high  class I utilization  
 
           24         at this point, other than the  one market in Cal's  
 
           25         market.   
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            1                       There's always plenty of milk to  
 
            2         serve the fluid plants, so th e basic market  
 
            3         dynamic that should push a pr emium with  
 
            4         consolidation of the federal orders has been  
 
            5         diluted, so that there's incr easing downward  
 
            6         pressure, again, from market structure of the  
 
            7         federal order system on premi ums. 
 
            8                       MR. MacDONALD:  Let me follow this  
 
            9         just a little bit more with a  question for Louise,  
 
           10         and I'll try a related hypoth etical with you.   
 
           11         Suppose a large buyer of orga nic milk from your  
 
           12         organization, whether it's a retailer or  
 
           13         processor -- well, you use co -processors, so let  
 
           14         me put it as a retailer.  Sup pose they sought to  
 
           15         reduce the price they're payi ng to you by five  
 
           16         percent, what options would y ou have, what do you  
 
           17         think you'd do in response to  that?   
 
           18                       MS. HEMSTEAD:  It's a tough one and  
 
           19         I would say we've met that be fore.  We do sell  
 
           20         bulk milk and so sometimes th at comes up with the  
 
           21         bulk milk side, oh, no, you k now, my market is too  
 
           22         small.  We consider the farm price sacred, so if  
 
           23         the farm price for organic mi lk is X, that's what  
 
           24         goes into the jug, that's wha t goes into the bulk  
 
           25         tank, it doesn't matter, it's  X and we build up a  
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            1         cost of goods from there and there isn't any five  
 
            2         percent in our business.   
 
            3                       There's not fiv e percent profit in  
 
            4         our business that you can jus t take it down and  
 
            5         say zero and so we will look at it.  We will look  
 
            6         at everything we can take out .  Sometimes it's a  
 
            7         tenth of a percent and we wil l go back and say  
 
            8         this is what we have and, you  know, this is what  
 
            9         it is, and they will either s tay or they will go.   
 
           10         On the flip side, a few years  ago when we were  
 
           11         very short on organic milk in  the country, which  
 
           12         most of the last decade, we'v e been short of  
 
           13         organic milk.   
 
           14                       We were faced w ith the opposite bit  
 
           15         of a problem and we took a un ique stance to it.   
 
           16         We built our business with a lot of small  
 
           17         customers over the years and then when organic got  
 
           18         so big, the supermarkets got in and Wal*Mart got  
 
           19         in and they were buying a sub stantial portion and  
 
           20         we were faced with a day we c alled black Friday in  
 
           21         our business.  We could tell that in the near term  
 
           22         for the upcoming, at that poi nt seven or eight  
 
           23         months, we wouldn't meet the demands of the  
 
           24         marketplace and we could shor t everyone and have  
 
           25         everyone mad at us or we coul d elect to drop some  
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            1         customers.   
 
            2                       We dropped some  customers.  We  
 
            3         dropped Wal*Mart and we staye d with all the small  
 
            4         customers that built us up to  that point. 
 
            5                       MR. MacDONALD:  Let me just quickly  
 
            6         follow up and see if anybody on the panel has  
 
            7         anything else they want to sa y about pricing and  
 
            8         competition in fluid markets and local markets.   
 
            9         Your reactions? 
 
           10                       MR. COVINGTON:  Well, I'll just  
 
           11         add, if you look at the over order premiums and  
 
           12         you look at over order premiu ms across the country  
 
           13         and especially in the southea st, over order  
 
           14         premiums are probably about t he highest they've  
 
           15         been in a long, long time, ma ybe setting record  
 
           16         levels.  The reason that's be en able to happen is  
 
           17         because cooperatives have bee n able to walk  
 
           18         together through common marke ting agencies which I  
 
           19         think is a very, very critica l.   
 
           20                       But even though  premiums might be  
 
           21         up, we need to take a look at  actually how much of  
 
           22         that is getting back to the d airy farmer and  
 
           23         that's one factor I'd like to  look at.  We can  
 
           24         have a high over premium, but  if we're not getting  
 
           25         it back to the dairy farmer, it doesn't mean a  
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            1         whole lot.  And we are starti ng to see a challenge  
 
            2         now in the southeast, as the processors are  
 
            3         bigger, have multiple plants,  you're starting to  
 
            4         see pressure on those over or der premiums, because  
 
            5         they get to a certain size th at they can even  
 
            6         start doing some of the thing s since they're so  
 
            7         big, balancing functions and those types of things  
 
            8         that cooperatives were doing.    
 
            9                       They think they  can do them cheaper  
 
           10         and plus, if we as cooperativ es don't get a high  
 
           11         percent of that premium back to the dairy farmers,  
 
           12         then that gives those process ors even greater  
 
           13         incentive to go out and procu re their own milk,  
 
           14         and so I think that's somethi ng we have to be very  
 
           15         aware of. 
 
           16                       MR. MacDONALD:  Let me shift the  
 
           17         question slightly here.  In a n earlier panel, one  
 
           18         panel member said that in Lan caster County and in  
 
           19         that region, producers there had 16 options for  
 
           20         where they send their milk.  We had a panelist  
 
           21         from Colorado who said there was one option for  
 
           22         where you could send your mil k.  Let me throw out  
 
           23         to the panel, that's a pretty  wide range.  Are  
 
           24         there areas of the country wh ere farmers have  
 
           25         little choice regarding where  to sell their milk?   
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            1                       Now, this is a question, in a  
 
            2         sense, about both cooperative  and processor  
 
            3         consolidation.  Any reactions , how do you guys  
 
            4         react to that range of number s, one to 16, do you  
 
            5         have a sense that there are s ubstantial parts of  
 
            6         dairy country where you have very limited options  
 
            7         for who might able to take yo ur milk?   
 
            8                       MR. WILSON:  We ll, let me take a  
 
            9         crack.  Certainly, there are some sparsely  
 
           10         populated areas where probabl y, if it weren't for  
 
           11         the cooperative, the dairy fa rmer might have a  
 
           12         hard time finding anywhere to  market his milk,  
 
           13         particularly smaller farmers that don't -- that  
 
           14         can't put together a load of milk, but you know,  
 
           15         for the most part, all over t he country, anywhere  
 
           16         there's any significant criti cal mass of milk  
 
           17         volume, there's competition. 
 
           18                       MR. COVINGTON:  In the southeast,  
 
           19         most of the majority of the m ilk is marketed by  
 
           20         cooperatives, and again, I pr obably might look at  
 
           21         it a little bit different tha n my good friend John  
 
           22         on the end down there, but yo u've got Southeast  
 
           23         Milk or you can market your m ilk through another  
 
           24         cooperative who's a member of  the Southern  
 
           25         Marketing Agency.  They work together, I think  
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            1         there's three or four coopera tives in that, so  
 
            2         that is basically your choice , Southeast Milk or a  
 
            3         cooperative member of the Sou thern Marketing  
 
            4         Agency.   
 
            5                       And you are now  seeing one large  
 
            6         processor start taking on som e independent milk,  
 
            7         but they're being selective o n what they take on. 
 
            8                       MR. MacDONALD:  Let me shift from  
 
            9         there a little bit and we're getting towards the  
 
           10         ice cream, so let me focus a little bit on supply  
 
           11         contracts for milk.  It's bee n mentioned a couple  
 
           12         of times here, let me ask, I' ll throw it out to  
 
           13         the panel, but ask -- I think  probably ask my --  
 
           14         our cooperative panelists to think about this and  
 
           15         give us their response. 
 
           16                       What advantages  would a cooperative  
 
           17         gain from writing a long-term  supply contract with  
 
           18         a processor or retailer, whet her it's exclusive or  
 
           19         non exclusive, anybody want t o take a shot at  
 
           20         that? 
 
           21                       MR. SMITH:  I'm  getting out of the  
 
           22         way on that one. 
 
           23                       MR. COVINGTON:  Well, I can speak  
 
           24         for the members of Southeast Milk, it's security  
 
           25         and long-term planning.  You know, dairy farmers  
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            1         make such a large investment in our operation and  
 
            2         especially if you have dairy farmers that want to  
 
            3         expand, add facilities or wha tever, it sure adds  
 
            4         them a lot of comfort and esp ecially a lot of  
 
            5         comfort to their bankers if t hey know that they're  
 
            6         going to have a market for th eir milk longer than  
 
            7         six months or a year, hopeful ly three years or  
 
            8         five years. 
 
            9                       So with our mem bership, when I was  
 
           10         there, it sure was important to me, boy, Calvin,  
 
           11         you get them as long as you c an, because we want  
 
           12         to know we're going to have a  market for our milk  
 
           13         for a period of time so we ca n put investment back  
 
           14         in our facilities. 
 
           15                       MR. WILSON:  I' ll take a crack.   
 
           16         You know, we have situations around the country  
 
           17         where we have full supplies f or given plants.  We  
 
           18         don't have very many, if any,  full supplies for  
 
           19         the entire company, but for g iven plants, one of  
 
           20         the -- I think your specific question was what's  
 
           21         the benefit? 
 
           22                       MR. MacDONALD:  Yes. 
 
           23                       MR. WILSON:  On e of the benefits to  
 
           24         the members is, and this real ly goes back to the  
 
           25         co-op, is the planning capabi lity.  It's much  
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            1         easier to plan on a full supp ly arrangement as  
 
            2         opposed to a partial supply a rrangement when  
 
            3         you're going to be the balanc er, because when  
 
            4         you're the balancer, you're g oing up and down, all  
 
            5         over the place and so -- and I would say we get --  
 
            6         through negotiation, we end u p with all kinds of  
 
            7         arrangements, partial, full, some cases probably  
 
            8         the easiest way to do it is t o just have a flat  
 
            9         buy.   
 
           10                       But there aren' t many people that  
 
           11         really want to buy just on a flat volume, because  
 
           12         they want to buy based on the ir demand, so it  
 
           13         invariably gets around to eit her a percentage of  
 
           14         the plant or a full supply or  something along  
 
           15         those lines, but it all goes back to having  
 
           16         predictability and market sec urity for the  
 
           17         members.   
 
           18                       I mean, that's ultimately -- you've  
 
           19         got to have a reasonably loca l place to sell your  
 
           20         milk and that's probably one of the biggies in  
 
           21         many parts of the country whe re we have full  
 
           22         supply arrangements with cust omers. 
 
           23                       MS. HEMSTEAD:  Likewise, we have  
 
           24         arrangements of supplying mil k and you go into a  
 
           25         region and supply milk for th at particular  
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            1         customer over a period of tim e.  Our farmers have  
 
            2         a lot invested, as all farmer s do, but with the  
 
            3         organic feed and the organic grain and the organic  
 
            4         cost of production, they have  a great deal  
 
            5         invested and if we're not abl e to return that to  
 
            6         them because we've lost a pla ce to market their  
 
            7         milk, it deeply hurts them in  the pocketbook.   
 
            8                       And so some lon ger term contracts  
 
            9         allow us to secure that over a period of time and  
 
           10         we work with supply forecasti ng models of the  
 
           11         customers, of what they think  they're going to  
 
           12         need and our contracts actual ly come ahead of our  
 
           13         internal branded sales. 
 
           14                       MR. MacDONALD:  We've talked with  
 
           15         the focus group, most of this  section, on fluid  
 
           16         milk markets.  What I'd like to wrap up with is a  
 
           17         question on competition and m arkets for  
 
           18         manufactured products, partic ularly cheese, and I  
 
           19         think the question there is, is buyer market  
 
           20         power, that is concentration on the buyer's side,  
 
           21         a significant issue in pricin g -- in manufactured  
 
           22         product markets or is the reg ulated price system  
 
           23         what is driving that side of the market?  Is  
 
           24         competition an important issu e on the manufactured  
 
           25         product side?  Do you want to  take a shot?   
 
                 PROFESSIONAL REPORTERS, LTD. 



                                 284 
 
              TRANSCRIPT OF PROCEEDINGS 6/25/2010 
 
            1                       MR. WILSON:  Ar e you referring to  
 
            2         milk sales to manufacturing p lants? 
 
            3                       MR. MacDONALD:  Yes. 
 
            4                       MR. WILSON:  Ra w milk sales.  I  
 
            5         guess I feel like competition  is alive and well  
 
            6         there.  I think that prices o n manufactured  
 
            7         products, not unlike fluid, t o be honest with you,  
 
            8         it's largely based on local s upply and demand and  
 
            9         what it costs to get a milk s upply there and what  
 
           10         the competitive price is in t he local market and  
 
           11         so I think that one, it seems  to work pretty well  
 
           12         and we've so -- I guess that' s basically my  
 
           13         answer.  It works pretty well  and I think there's  
 
           14         plenty of competition there. 
 
           15                       MS. HEMSTEAD:  I would agree,  
 
           16         there's competition there and  we deal with this  
 
           17         seasonal, I've mentioned it a  couple of times,  
 
           18         it's a huge part of our busin ess, but in the  
 
           19         spring then we're contracting  also for selling  
 
           20         some of our milk conventional ly, because it's more  
 
           21         than we can use organically a nd there's some good  
 
           22         competition if you're doing s ome planning ahead. 
 
           23                       MR. COVINGTON:  I'll just give you  
 
           24         a personal example.  The bala ncing plant that  
 
           25         Southeast Milk has is a filtr ation plant.  It  
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            1         basically makes liquid MPC fo r cheese plants.   
 
            2         When we market that product, we can find a lot  
 
            3         more buyers for that through cheese plants.  In  
 
            4         fact, we can get some cheese plants bidding on  
 
            5         that product than we can for fluid milk.  So based  
 
            6         upon that, a lot more competi tion in manufacturing  
 
            7         than fluids. 
 
            8                       MR. MacDONALD:  My watch shows us  
 
            9         at 3:45, which is the schedul ed end of this and  
 
           10         the scheduled time for ice cr eam outside, so I  
 
           11         think what I'll do is bring t his panel to a close  
 
           12         and ask us to give a hand to each of our panelists  
 
           13         for their participation.   
 
           14                (A short recess is tak en)   
 
           15                       MR. TOBEY:  All  right.  We're going  
 
           16         to get started I think on the  market transparency  
 
           17         panel.  And there may be othe r people that drift  
 
           18         in, but the ice cream is a bi g attraction, so I'm  
 
           19         not taking this too personall y.  Anyway, my name  
 
           20         is Mark Tobey, I am the speci al counsel for  
 
           21         agriculture and state relatio ns at the U.S.  
 
           22         Justice Department Antitrust Division and this  
 
           23         panel is on market transparen cy.  We heard a lot  
 
           24         about this subject this morni ng.   
 
           25                       We're going to talk about the CME.   
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            1         So we have a very distinguish ed panel of experts  
 
            2         and people that know about th e market by  
 
            3         participating in it and I wan t to start off maybe  
 
            4         by introducing each one a lit tle bit and then  
 
            5         making some introductory comm ents to put this  
 
            6         topic into some context, beca use the issue of  
 
            7         price discovery and market tr ansparency is an  
 
            8         issue that is not unique to m ilk or to dairy and I  
 
            9         want to talk about it a littl e bit.   
 
           10                       And I think, yo u know, one or  
 
           11         another of our panelists will  also likely talk  
 
           12         about it a little bit in term s of how this issue  
 
           13         manifests itself in other ind ustries so that we  
 
           14         can compare it, or other part s of agriculture.   
 
           15         But on our panel today and we 'll sort of work from  
 
           16         my immediate left to the end,  we have a very  
 
           17         distinguished group.  First w e have Tanya Rushing,  
 
           18         who is a third generation dai ry farmer from  
 
           19         Walthall, Mississippi which i s the cream --  
 
           20                       MS. RUSHING:  T he cream pitcher. 
 
           21                       MR. TOBEY:  The  cream pitcher of  
 
           22         Mississippi, and she'll talk a little bit about  
 
           23         her farming operation and her  views on this issue  
 
           24         which is, you know, subject t o a lot of experts  
 
           25         talking about it, but also as  we heard this  
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            1         morning, has a lot of effects  on, you know,  
 
            2         average dairy farmers, even s mall dairy farmers.   
 
            3                       Next we have Bo b Yonkers who is the  
 
            4         vice-president and chief econ omist of the  
 
            5         International Dairy Foods Ass ociation where he  
 
            6         oversees research and analysi s about the economic  
 
            7         impact of marketing condition s, government  
 
            8         regulations and alternative p olicies on both U.S.  
 
            9         and international dairy indus tries.   
 
           10                       Next to him is Andy Pauline who is  
 
           11         an assistant director with th e U.S. Government  
 
           12         Accountability Office, the GA O.  He's based in  
 
           13         Chicago.  The GAO as you prob ably know is a  
 
           14         legislative agency that assis ts Congress in  
 
           15         carrying out its legislative and oversight  
 
           16         responsibilities.   
 
           17                       Next we have De nnis Wolff, well,  
 
           18         actually the order is flipped  here.  Dennis Wolff  
 
           19         is next to the end there and he is the former  
 
           20         agriculture secretary for the  state of  
 
           21         Pennsylvania and he is curren tly a partner at  
 
           22         Versant Strategies where he r epresents a group  
 
           23         called the Dairy Policy Actio n Coalition.   
 
           24                       Next to him on his right we have  
 
           25         Steve Obie.  Steve is the act ing director of the  
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            1         Division of Enforcement of th e U.S. Commodity  
 
            2         Future Trading Commission, th e CFTC as we've heard  
 
            3         described this morning, and t his is the second  
 
            4         time that we've been graced t o have Steve's  
 
            5         presence on a panel and he'll  talk about the  
 
            6         CFTC's activities and doing o versight of these  
 
            7         dairy markets, including the CME.   
 
            8                       And last but ce rtainly not least is  
 
            9         Dan Smith, who you may recogn ize.  Yes, it's the  
 
           10         same Dan Smith from the last panel, but he is  
 
           11         representing a little differe nt role for this  
 
           12         panel.  In this panel, he is going to talk about  
 
           13         some work that he's doing on behalf of the Maine  
 
           14         Dairy Industry Association, s o thanks to all of  
 
           15         our panelists for being here.   Let me make my  
 
           16         introductory comments which I  hope will help to  
 
           17         put this topic in a little bi t of context.   
 
           18                       I'll talk a lit tle bit about the --  
 
           19         what we're trying to do here.   We're not trying to  
 
           20         make a point.  We're trying t o explore the  
 
           21         concerns that we heard about this morning, about  
 
           22         the ability of certain dairy industry  
 
           23         participants, particularly pr oducers, or the need  
 
           24         of those people to get accura te, up to date, i.e.,  
 
           25         timely and relevant informati on about prices and I  
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            1         think that's what the concern s are about potential  
 
            2         manipulation of price.   
 
            3                       And we'll explo re what the concerns  
 
            4         have been about how elements of the milk price  
 
            5         might be manipulated or subje ct to strategic  
 
            6         trading, particularly on the CME.  The bigger  
 
            7         picture is that agriculture m arkets of all  
 
            8         different types tend to use a  reference price and  
 
            9         here we're talking maybe the cheese price, the  
 
           10         spot cheese price as a refere nce price in dairy,  
 
           11         but it's also true we heard f rom some hog farmers  
 
           12         this morning.   
 
           13                       In hogs there's  a formula price  
 
           14         that's used and in that -- in  those kinds of  
 
           15         contracts where hogs are sold  based on a formula  
 
           16         contract, there's usually a r eference price and  
 
           17         that might be say the western  corn belt price and  
 
           18         that price is actually report ed twice a day by the  
 
           19         USDA, so that's the way price  transparency happens  
 
           20         in hogs.  In grains, we talke d about grains at the  
 
           21         Iowa workshop that we did, wh ich was our first  
 
           22         one, and there, grain futures , there were concerns  
 
           23         expressed about potential spe culation or  
 
           24         manipulation of grain futures .   
 
           25                       Our last worksh op that we did, we  
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            1         talked about poultry and in p oultry, there was  
 
            2         very little need for a discus sion about price  
 
            3         discovery, because as we've h eard and as has been  
 
            4         discussed and you all probabl y know, the poultry  
 
            5         industry is largely or comple tely vertically  
 
            6         integrated, so there is basic ally no open market  
 
            7         for the sale of broilers and so the issue of price  
 
            8         discovery is not as significa nt there.   
 
            9                       In the next wor kshop that we're  
 
           10         going to do which will be at the ends of August in  
 
           11         Fort Collins, Colorado, we're  going to talk about  
 
           12         livestock and in those areas,  too, the issue of  
 
           13         price transparency and price discovery are  
 
           14         important because a lot of ca ttle are sold by  
 
           15         formulas or sold on what's ca lled the grid.  So  
 
           16         these concerns about market t ransparency and price  
 
           17         discovery are real and they p ermeate all kinds of  
 
           18         agriculture markets.   
 
           19                       Now, in dairy, the linkage is a  
 
           20         little more direct, because t his reference price  
 
           21         not only is important for con tracts between people  
 
           22         that manufacture or sell chee se, and it is  
 
           23         certainly the CME spot cheese  price is used for  
 
           24         that.  But as we know, this p rice is also used by  
 
           25         USDA as a component for prici ng the class I and  
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            1         class II milk and there is no  way -- and there is  
 
            2         no price that you can look at  as a direct market  
 
            3         reference price for fluid mil k. 
 
            4                       So this is how the issue of price  
 
            5         discovery or market transpare ncy manifests itself  
 
            6         in milk, so that's the subjec t of the panel.   
 
            7         Again, we will endeavor, and I do apologize, I  
 
            8         know that people have submitt ed questions in  
 
            9         response to some of the quest ions or comments in  
 
           10         the last panels.  We haven't got to them.  This is  
 
           11         a one-hour panel.  I'm going to talk as fast as I  
 
           12         can and see if we can get to at least one question  
 
           13         and then after this panel, we  will go into the  
 
           14         public participation session.    
 
           15                       But let's start  at the beginning.   
 
           16         Tanya Rushing, would you mind  telling us a little  
 
           17         bit about your dairy operatio n down there in  
 
           18         Mississippi and then tell us what concerns you may  
 
           19         have about how the current sy stem works in terms  
 
           20         of fluid milk prices. 
 
           21                       MS. RUSHING:  C ertainly.  We have  
 
           22         approximately a 70-cow dairy.   We milk twice a  
 
           23         day.  We have 200 acres of qu ality grassland.   
 
           24         We've always been grass based .  We feed a little  
 
           25         bit of feed in the barn for o ur cows, but overall,  
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            1         we're very reliant upon the f ields and the hay  
 
            2         that we produce off those fie lds.  We have two  
 
            3         employees and I was told earl ier that because I  
 
            4         didn't have to bring them wit h me, I have to  
 
            5         mention them and if it weren' t for good employees,  
 
            6         we would not still be in exis tence.  They spoil  
 
            7         our cows just like babies and  so we're all one big  
 
            8         happy family.   
 
            9                       Now, when it co mes to the  
 
           10         difference in price, when I s tarted looking,  
 
           11         trying to find the price of m y milk at the milk  
 
           12         plant, I had some issues.  I did call -- we have  
 
           13         two milk plants in our area, I did call both of  
 
           14         them.  I identified myself as  a producer that sent  
 
           15         milk to their plant.  They ha ve lists of these  
 
           16         people, they should know exac tly who I am.   
 
           17                       The first plant , basically three or  
 
           18         four different people told us  that they were not  
 
           19         allowed to give out that pric e that they paid per  
 
           20         truckload of milk or per hund red weight, all of us  
 
           21         dairy people count everything  in 100-pound terms.   
 
           22         The second plant gave us a re al sweet runaround  
 
           23         and sent us from one extensio n to another, to  
 
           24         another department, to anothe r extension and  
 
           25         finally, we got an extension that didn't even  
 
                 PROFESSIONAL REPORTERS, LTD. 



                                 293 
 
              TRANSCRIPT OF PROCEEDINGS 6/25/2010 
 
            1         exist.   
 
            2                       Now, lucky for us, we do know a few  
 
            3         people in our co-op and we ac tually found out the  
 
            4         price, which it was for last month, because they  
 
            5         don't have this month's price s out yet, another  
 
            6         fallback to that discovery.  Currently, I say,  
 
            7         which is May for us, the pric e that my milk was  
 
            8         paid at the bottling plant wa s $20.65.  The price  
 
            9         that I got on my check was $1 5.16.  That's $5.49  
 
           10         difference.  Now, our pay pri ce is contrived from  
 
           11         the butter, powder and block cheese markets on the  
 
           12         Chicago Mercantile and they a lso add in a hauling  
 
           13         differential and they also ha ve a class I mover in  
 
           14         there.   
 
           15                       My hauling cost  is approximately $1  
 
           16         per hundred weight, and the w ay I see it and the  
 
           17         way a lot of my fellow local dairy farmers see it  
 
           18         is if we have to pay hauling costs for our milk to  
 
           19         go from the farm to the plant , then any milk  
 
           20         that's shipped in, which is c alled supplemental  
 
           21         milk, to our area, should hav e to do the same and  
 
           22         I'll talk a little more about  that in just a few  
 
           23         minutes.  But that $5.49, tha t goes to pay for  
 
           24         supplemental milk coming into  our area, because we  
 
           25         are now a deficit area in the  southeast.   
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            1                       If even a littl e bit of that milk,  
 
            2         money could have gone back in to dairy farmer  
 
            3         pockets and even as much as h alf, it would have  
 
            4         kept hundreds of farms in Mis sissippi from going  
 
            5         out of business.  It would al so have helped out a  
 
            6         whole lot with problems that we've all faced since  
 
            7         the tragedies of Hurricane Ka trina and I can  
 
            8         firmly attest that there's st ill damage on my farm  
 
            9         from five years ago from that  hurricane that I  
 
           10         can't pay to fix.   
 
           11                       Now, from some of the other panels,  
 
           12         I got curious and started fig uring in between.   
 
           13         That price that they paid to bottling plant is  
 
           14         1.36 times more than I get on  my farm.  If local  
 
           15         milk by the gallon, and all o f us farmers look at  
 
           16         it in the store, runs about $ 3.59 around our house  
 
           17         which figures out to be $41.8 0 per hundred  
 
           18         weight.  That is 2.76 times m ore than I get paid  
 
           19         for my milk, so that's a larg e difference and  
 
           20         that, like I said, was someth ing that has kind of  
 
           21         been brought up earlier today .   
 
           22                       Over the last 2 0 years that I've  
 
           23         been involved in dairy, exces sive milk production  
 
           24         from larger and larger farms has created the  
 
           25         world's lowest cost milk.  Th ere's been no market  
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            1         cultivated for this excessive  milk production in  
 
            2         surplus areas of the country because of current  
 
            3         federal price supports.  They  guarantee a place  
 
            4         for it to go.  The over suppl y usually severely  
 
            5         depresses the price of butter , powder and cheese  
 
            6         on the Chicago Mercantile Exc hange.   
 
            7                       In 1990 when I entered the market,  
 
            8         local producers in our area a mounted for 85  
 
            9         percent of the class I needs in the New Orleans  
 
           10         market.  Today, we only produ ce 35 percent of that  
 
           11         market.  The other 65 percent  belongs to  
 
           12         supplemental milk, which I me ntioned earlier.   
 
           13         Most of this milk travels fro m over 900 miles  
 
           14         away, crosses multiple state lines and is placing  
 
           15         just a tremendous burden on t he local dairy  
 
           16         farmers as well as providing an extra carbon  
 
           17         footprint on our nation's foo d supply, and that is  
 
           18         also becoming an issue.   
 
           19                       But for every t ruckload of milk  
 
           20         that enters the southeast, th ere are a few more  
 
           21         dairy farmers that go out and  the ones that are  
 
           22         left have to pay a larger amo unt of that hauling  
 
           23         charge to get that milk broug ht into the  
 
           24         southeast.  Like I said earli er, if we didn't have  
 
           25         to pay those hauling charges,  then it probably  
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            1         wouldn't be so tough on us. 
 
            2                       MR. TOBEY:  Tha nk you very much,  
 
            3         Tanya.  I think that gives a good basis for us to  
 
            4         now turn to Bob Yonkers.  Bob  is somebody who's  
 
            5         studied these markets for dec ades and now at the  
 
            6         International Dairy Foods Ass ociation.  Can you  
 
            7         put Ms. Rushing's concerns in to some context for  
 
            8         us and can you explain a litt le bit more than I  
 
            9         already did about what econom ists mean when they  
 
           10         talk about market transparenc y or price  
 
           11         discovery?   
 
           12                       MR. YONKERS:  S ure, Mark.  In  
 
           13         economic terms, the concept o f price discovery  
 
           14         requires both market particip ants, you usually  
 
           15         think of those as buyers and sellers, and it also  
 
           16         requires a marketplace and fo r many commodities  
 
           17         and products, that is an exch ange of some kind.   
 
           18         The CME group would be one th at's been talked  
 
           19         about.  There's other exchang es where people can  
 
           20         go to buy and sell, not neces sarily spot markets  
 
           21         or cash markets prices, but a lso in the futures  
 
           22         markets where much of that pr ice is discovered for  
 
           23         many agricultural commodities .   
 
           24                       Just because --  obviously, when you  
 
           25         have more buyers and sellers in a particular  
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            1         marketplace, you're going to have a more robust  
 
            2         price discovery, more market activity leading to  
 
            3         that price discovery, but it' s not always an  
 
            4         indication of how the price d iscovery process is  
 
            5         working, because if there's o nly a few buyers or a  
 
            6         few sellers of any particular  commodity or product  
 
            7         that you're looking at and th ey're all  
 
            8         participating in the market, that's a very robust  
 
            9         price discovery market and I' d like to talk more  
 
           10         about that in a little bit.   
 
           11                       A lot of the at tention in the dairy  
 
           12         industry has been focused on the marketplaces or  
 
           13         these exchanges where product s are made, but one  
 
           14         point I'd like to make is in the dairy industry,  
 
           15         unlike most other agricultura l commodities, we  
 
           16         really don't have price disco very for farm milk.   
 
           17         We have price discovery for c heddar cheese.  We  
 
           18         have price discovery for dry whey.  We have some  
 
           19         for butter and some for non f at dry milk and those  
 
           20         are used in the federal milk marketing order and  
 
           21         under state milk marketing or ders that regulate  
 
           22         prices for their price discov ery.   
 
           23                       And they take a  weighted average of  
 
           24         each of those individual mark ets, but when you  
 
           25         start to segment those market places, there's fewer  
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            1         buyers and sellers in each of  those individual  
 
            2         marketplaces than there would  be in the  
 
            3         marketplace for farm milk ove rall.  And  
 
            4         particularly, at the CME grou p spot market for  
 
            5         cheddar cheese, as an example , there really aren't  
 
            6         that many buyers on a regular  basis that want to  
 
            7         buy commodity spec cheddar fr om an unknown  
 
            8         supplier.   
 
            9                       Most purchasers  of cheese types  
 
           10         today want it to certain spec ifications that may  
 
           11         be a little different, usuall y more exacting than  
 
           12         that that the CME specificati ons may have and they  
 
           13         want to know which supplier i s supplying it, where  
 
           14         it is in the country may make  a difference also,  
 
           15         it's very important and at th e CME, it could be  
 
           16         sourced out of any region in the country.   
 
           17                       In addition, th ere's not that many  
 
           18         sellers, because in today's m arketplace, most of  
 
           19         the sellers and manufacturers  of cheddar cheese  
 
           20         actually are producing for th eir regular customers  
 
           21         and because this market is no t widely traded at  
 
           22         the CME, because there's just  not that many  
 
           23         buyers, there's not that many  sellers that want to  
 
           24         be producing more cheese than  they need to serve  
 
           25         their existing customer contr acts and, therefore,  
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            1         have it available to bring.   
 
            2                       So it may be th at all the buyers  
 
            3         and sellers who could partici pate in that market  
 
            4         are.  I'll let others talk ab out whether that's  
 
            5         true or not, but I mean, that 's -- the government  
 
            6         regulations on milk prices ar e really driving us  
 
            7         down to that.   
 
            8                       Now, related to  price discovery is  
 
            9         the need for transparency in having market  
 
           10         information and in dairy mark ets, we have price  
 
           11         data from the CME, you know, in virtually real  
 
           12         time.  Anyone can access what  is traded on the  
 
           13         spot market as it's being tra ded.   
 
           14                       And in the futu res contracts for  
 
           15         dairy, you can access those a s they trade  
 
           16         throughout the day, because t hey do trade in a  
 
           17         much longer period.  In addit ion, USDA collects  
 
           18         and publishes data on dairy p roduct prices that  
 
           19         represent transactions from a cross the country,  
 
           20         not just those that are local ized to the Chicago  
 
           21         market area like the CME grou p specifications  
 
           22         require, that they be localiz ed to that.  And  
 
           23         those are the products that w e limit to our price  
 
           24         discovery because, again, the  federal order  
 
           25         regulation is cheddar cheese,  dry whey, butter and  
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            1         non fat dry milk.   
 
            2                       Some have argue d that to improve --  
 
            3         and I know some of the panel will suggest that to  
 
            4         improve price discovery, we n eed more data more  
 
            5         frequently on those products in particular, but  
 
            6         remember that milk prices, as  they are set by the  
 
            7         government, only change once a month and we're  
 
            8         already publishing that data weekly.  I admit  
 
            9         there is a time lag that I'd like to see reduced  
 
           10         from USDA, also with the NASS  data collection, but  
 
           11         we only really are changing o ur regulated farm  
 
           12         milk prices monthly.   
 
           13                       And again, if y ou were to think  
 
           14         about trying to collect more data on other dairy  
 
           15         products, we're going to run into the same problem  
 
           16         with price discovery in that there's not that many  
 
           17         buyers and sellers in those m arkets for those  
 
           18         other dairy products either.  We're getting  
 
           19         farther and farther away from  our more -- most  
 
           20         robust numbers of buyers and sellers, which would  
 
           21         really be in the market for f arm milk similar to  
 
           22         the way they are for other co mmodities. 
 
           23                       MR. TOBEY:  Tha nk you, Bob.  Before  
 
           24         we move on, and I will move o n next to Andy  
 
           25         Pauline from the Government A ccountability Office,  
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            1         but I just want to ask if any body else on the  
 
            2         panel would like to comment o r add to what Bob  
 
            3         said about sort of classic ma rket transparency or  
 
            4         price discovery or price tran sparency.  Well, then  
 
            5         we'll move on.   
 
            6                       Andy Pauline, A ndy, you studied the  
 
            7         Chicago Mercantile Exchange, the spot cheddar  
 
            8         cheese market extensively in connection with a  
 
            9         2007 report that the Governme nt Accountability  
 
           10         Office published.  What did t he GAO find regarding  
 
           11         whether or not the concerns t hat Ms. Rushing and a  
 
           12         lot of the farmers that we he ard from this morning  
 
           13         expressed, what did you find with regard to  
 
           14         whether those concerns are wi dely shared and what  
 
           15         did you find with regard to r egulatory and  
 
           16         enforcement oversight of the CME dairy markets? 
 
           17                       MR. PAULINE:  S ure, thanks very  
 
           18         much.  In 2007, we conducted a report where we  
 
           19         were really looking at three issues.  One was the  
 
           20         structure and operations of t he Chicago Mercantile  
 
           21         Exchange spot cheese market, in particular as it  
 
           22         compared to the kind of prior  incarnation of that  
 
           23         cheese market at the National  Cheese Exchange.   
 
           24         Second, as was mentioned, how  the market was  
 
           25         regulated and efforts to addr ess potential  
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            1         manipulation, and third was h ow those CME spot  
 
            2         cheese market prices impact m ilk pricing.   
 
            3                       The spot cheese  markets at the CME  
 
            4         came there in 1997 and that w as in the context of  
 
            5         concerns about potential mani pulation of prices at  
 
            6         the prior market at the Natio nal Cheese Exchange.   
 
            7         Factors, you know, that are a ssociated with the  
 
            8         potential for price manipulat ion, a thin market,  
 
            9         you know, low trading volume,  a small number of  
 
           10         traders making the majority o f trades existed at  
 
           11         the National Cheese Exchange and we found that  
 
           12         they still exist at the Chica go Mercantile  
 
           13         Exchange spot cheese market.   
 
           14                       Just to give a few numbers and  
 
           15         Robert was making some refere nce to just how small  
 
           16         the sort of trading volume is , between 1997 and  
 
           17         2006, there were less than th ree trades per day of  
 
           18         the barrel cheese market.  In  between 1997 and  
 
           19         2007, in terms of sort of maj ority of buyers,  
 
           20         there were two buyers that re presented 74 percent  
 
           21         of the purchases on the marke t in that same time  
 
           22         frame.  I think generally, it 's agreed and not  
 
           23         particularly argued as a poin t that it is a thin  
 
           24         market.   
 
           25                       In terms of sor t of the extent of  
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            1         concerns about the potential manipulation, we  
 
            2         really heard about a variety of views on that.   
 
            3         You know, certainly, there we re the fair share of  
 
            4         folks who believed that there  is potential  
 
            5         manipulation occurring there.   We also spoke to a  
 
            6         number of industry participan ts who were not  
 
            7         really particularly concerned  about manipulation  
 
            8         in the market.  They said tha t they, you know,  
 
            9         sort of have faith in that ma rket.  They use the  
 
           10         CME spot cheese prices in set ting their prices.   
 
           11                       They've never s topped using those  
 
           12         prices out of any concern abo ut manipulation, so  
 
           13         there was really a wide varie ty of views on that.   
 
           14         As has been mentioned, you kn ow, the minimum  
 
           15         prices for raw milk bought by  cheese manufacturers  
 
           16         are set using the USDA pricin g formula.  The most  
 
           17         significant component in that  formula is the  
 
           18         weekly average of cheddar che ese prices.  At the  
 
           19         University of Wisconsin, they  conducted a study  
 
           20         where they showed that betwee n 2000 and 2007,  
 
           21         upwards of 83 percent of the USDA price of class  
 
           22         III milk was coming from that  cheese component.   
 
           23                       We found that t he CME spot cheese  
 
           24         market prices, as I mentioned , are used by the  
 
           25         dairy industry in establishin g their prices to set  
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            1         contracts between market part icipants.  There is,  
 
            2         as many of you know, the NASS  survey of cheese  
 
            3         prices.  Generally, what we f ound is that although  
 
            4         that survey was created speci fically in the  
 
            5         context of attempting to addr ess concerns about  
 
            6         potential manipulation at the  spot cheese market,  
 
            7         there really isn't much of a difference between  
 
            8         the NASS survey of cheese pri ce and the CME spot  
 
            9         cheese price.   
 
           10                       Also in a Unive rsity of Wisconsin  
 
           11         study, they found that there was a 98 percent  
 
           12         correlation between NASS chee se prices and CME  
 
           13         spot cheese prices.  The USDA  itself conducted an  
 
           14         analysis in which they used N ASS -- they used,  
 
           15         excuse me, CME spot cheese pr ices instead of NASS  
 
           16         survey prices, going back his torically into the  
 
           17         class III milk pricing and th ey found that there  
 
           18         was, again, a very small diff erence, they called  
 
           19         it a difference of little sig nificance.   
 
           20                       This was all le ading us to conclude  
 
           21         that there is not a big diffe rence between these  
 
           22         prices, the CME spot cheese p rice and the NASS  
 
           23         survey price and that USDA sh ould give some  
 
           24         consideration to alternative proposals, including  
 
           25         using CME prices directly, ju st understanding that  
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            1         there's not a big difference between those two  
 
            2         things.  As has been mentione d, future contracts  
 
            3         for milk pricing are used in -- that are used in  
 
            4         manufacturing cheese are sett led at expiration  
 
            5         using that same minimum price  for milk price.   
 
            6                       At the time of our report in 2007,  
 
            7         CFTC had received several com plaints of  
 
            8         allegations or allegations fr om industry  
 
            9         participants about potential price manipulation on  
 
           10         the market and in the context  of our looking at  
 
           11         the oversight of the market, we found that CFTC  
 
           12         and the Mercantile Exchange i tself were providing  
 
           13         oversight of the market and t hat it was a  
 
           14         substantial and significant i ncrease of oversight  
 
           15         as it related to the oversigh t that occurred at  
 
           16         the National Cheese Exchange.    
 
           17                       CFTC, and I ima gine Steve will be  
 
           18         talking about this in a momen t, they're interested  
 
           19         in the spot cheese market in the context of how  
 
           20         those CME spot cheese prices could impact prices  
 
           21         in the related futures market .  Specifically, I'm  
 
           22         just going to sort of share a  few findings about  
 
           23         what the CFTC oversight and t he Mercantile  
 
           24         Exchange itself, what their o versight consists of  
 
           25         as it relates to this market.    
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            1                       It was interest ing in conducting  
 
            2         this work, it just seemed as though a lot of folks  
 
            3         didn't really appreciate or s ort of fully  
 
            4         understand the extent to whic h there is oversight  
 
            5         of this market, independent o f whether or not  
 
            6         manipulation is occurring, ju st that there is a  
 
            7         fair amount of oversight that 's ongoing.  At CFTC  
 
            8         specifically, we found that a s of 2007, they had  
 
            9         prepared summary documents an alyzing the spot  
 
           10         cheese market four times, inc luding analysis to  
 
           11         participants, volume, price f luctuations.   
 
           12                       Since 1999, CFT C had done nine  
 
           13         special reviews of trading ac tivity at the market  
 
           14         in response to specific compl aints.  None of those  
 
           15         reviews resulted in any legal  action taken against  
 
           16         a market participant.  I thin k most people are  
 
           17         familiar with the DFA case, I 'll just leave that  
 
           18         for Stephen to address, but c learly, CFTC is  
 
           19         engaged in overseeing this ma rket.   
 
           20                       From the CME ov ersight perspective,  
 
           21         they're conducting daily over sight of the market  
 
           22         through their market regulati on division.  They  
 
           23         have enforcement rules that p rohibit price  
 
           24         manipulation.  They have a ma rket analyst who  
 
           25         daily is monitoring trading, maintaining  
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            1         familiarity with industry tre nds, reviewing large  
 
            2         price changes and they have m arket regulation  
 
            3         staff who are reviewing trade rs' positions on the  
 
            4         spot cheese market as well as  the relationship to  
 
            5         the class III futures market to determine if a  
 
            6         future -- a trader's future p osition would benefit  
 
            7         from price changes on the spo t cheese market.   
 
            8                       Just in conclus ion, broadly, we  
 
            9         found that while not guarante eing, of course, that  
 
           10         price manipulation would be d etected or prevented  
 
           11         in terms of the extent of ove rsight that is there,  
 
           12         that regular and targeted rev iews of this market  
 
           13         may help to insure the integr ity and confidence in  
 
           14         the market.  We had two recom mendations in this  
 
           15         report, one, as I believe I m entioned earlier, was  
 
           16         for USDA to seriously conside r alternatives to the  
 
           17         NASS survey as a component to  the milk pricing  
 
           18         formula, including CME, given  that there's not  
 
           19         much difference there.   
 
           20                       We also had a c oncern that at that  
 
           21         time, the NASS survey of chee se prices was not  
 
           22         being audited.  It's my under standing that USDA  
 
           23         has now implemented an auditi ng program and that  
 
           24         that is under way.  Those are  the comments. 
 
           25                       MR. TOBEY:  I'm  trying to  
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            1         understand this myself and so  I've seen this  
 
            2         stated repeatedly about the c orrelation between  
 
            3         the NASS survey price and the  CME price and I'm  
 
            4         trying to figure out what the  significance of that  
 
            5         is and what I've been able to  come up with is that  
 
            6         it just shows that the CME pr ice is used in  
 
            7         pricing transactions involvin g cheese and it shows  
 
            8         that it is -- that it highly influences the  
 
            9         market, but I guess what I'm struck with, looking  
 
           10         at all these other markets, i s that you need a  
 
           11         price, you know. 
 
           12                       In order to hav e a functioning  
 
           13         market, you need some sort of  price, a reference  
 
           14         price, and there have been a lot of questions  
 
           15         about whether this CME price is in fact a good  
 
           16         reflection of supply and dema nd or other things  
 
           17         that Bob talked about in term s of whether it can  
 
           18         do the job as a price and may be we'll get to that  
 
           19         later, but is that right, abo ut why that  
 
           20         correlation is significant, i t shows that people  
 
           21         are in fact using the CME pri ce?   
 
           22                       MR. PAULINE:  I t was certainly the  
 
           23         case that very consistently, we heard from  
 
           24         industry participants that th ey do in fact use the  
 
           25         CME price.  The difference be tween CME price and  
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            1         NASS survey of cheese prices,  as we were told, is  
 
            2         largely due to sort of discou nts or premiums that  
 
            3         might be attached to that CME  price in the context  
 
            4         of individual contracts.   
 
            5                       There is also a  time lag issue, so  
 
            6         the NASS survey of cheese pri ces can be sort of  
 
            7         one to two weeks behind the p ricing of the CME  
 
            8         spot cheese market, but witho ut question, the  
 
            9         industry, you know, folks tha t we spoke to were  
 
           10         using the CME price to establ ish their contract  
 
           11         prices in the market. 
 
           12                       MR. TOBEY:  So let me reiterate, I  
 
           13         think perhaps it's late enoug h in the afternoon  
 
           14         that we've lost our FFA volun teers, so if people  
 
           15         do have questions or comments , you can just bring  
 
           16         them up directly to Patrick h ere and we'll try to  
 
           17         work them in.  But let's move  now to Steve Obie,  
 
           18         and Steve, as the acting dire ctor of enforcement  
 
           19         at the CFTC, what is the CFTC  doing to ensure that  
 
           20         the dairy markets are free of  manipulation? 
 
           21                       MR. OBIE:  Than k you very much,  
 
           22         Mark, and I really appreciate  the opportunity to  
 
           23         be here.  I think you've been  an incredible  
 
           24         audience.  You've been very p atient and I  
 
           25         appreciate that.  And I think  one of the things to  
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            1         take away is that federal age ncies are cooperating  
 
            2         like never before.  I mean, t he partnership  
 
            3         between USDA, DOJ and involvi ng the CFTC in this  
 
            4         discussion is very important,  because we all have  
 
            5         a unique introspective into t his marketplace.   
 
            6                       We conduct very  vigorous  
 
            7         surveillance of the dairy mar kets.  The CFTC has a  
 
            8         very active surveillance prog ram.  You heard Andy  
 
            9         talk about it.  We routinely get information in  
 
           10         the spot market.  An interest ing thing that occurs  
 
           11         with this marketplace is that  the Commission is in  
 
           12         charge of regulating the futu res markets.  The  
 
           13         spot market is something that  I have enforcement  
 
           14         authority over if there's a m anipulation and I  
 
           15         think folks could see that we 've been taking  
 
           16         allegations of misconduct ver y seriously.   
 
           17                       We have, obviou sly, the DFA case  
 
           18         that came out.  We have any n umber of active  
 
           19         investigations in these marke tplaces.  You heard  
 
           20         from prior panels, though, th at the law is very  
 
           21         difficult in this area, in or der to bring a case,  
 
           22         and so while we as an enforce ment arm of the CFTC  
 
           23         can investigate and make case s, any problems in  
 
           24         pricing really are going to c ome about through a  
 
           25         partnership involving USDA, D OJ and coming up with  
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            1         different pricing measures or  improvements into  
 
            2         the marketplace.   
 
            3                       I do want to ad d a couple things,  
 
            4         though.  One of the important  parts that  
 
            5         enforcement can play here, pa rticularly with CFTC,  
 
            6         is to have regular dialogue w ith market  
 
            7         participants so that when you  see areas of  
 
            8         concern, when you see prices that are abnormal,  
 
            9         I'd be very grateful if peopl e would give us a  
 
           10         call.  We have a toll free nu mber, we have  
 
           11         investigators that will take your information and  
 
           12         it will enable us to continue  to vigorously police  
 
           13         these markets.   
 
           14                       Our number is 8 66-FON-CFTC and we  
 
           15         rely to a great extent on lea ds from local  
 
           16         communities, because you have  your ears to the  
 
           17         ground and your leads enable us to be the cop on  
 
           18         the beat.   
 
           19                       The other point  that I think is  
 
           20         interesting to note here is t hat people are really  
 
           21         itching for price discovery a nd real time  
 
           22         information, and I note that the CME just started  
 
           23         a cheese futures contract tha t just started  
 
           24         trading on Tuesday and maybe that will be able to  
 
           25         add additional information in to the marketplace.   
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            1                       Obviously, we t ry to be as vigorous  
 
            2         as possible with surveillance , but even if there's  
 
            3         a perception that a marketpla ce is not functioning  
 
            4         properly, we want to be alert ed to that, because  
 
            5         perceptions themselves can re ally undermine the  
 
            6         confidence that is needed by you, the farmers and  
 
            7         the public, in the marketplac es that we oversee.   
 
            8         This is not a marketplace tha t is actively  
 
            9         traded.  We've heard that it' s a thinly traded  
 
           10         market.   
 
           11                       And from an enf orcement  
 
           12         perspective, that concerns me , because it means  
 
           13         that it will only take a litt le bit of nefarious  
 
           14         activity to move a marketplac e and so, you know,  
 
           15         we devote substantial resourc es into our  
 
           16         investigations in order to de termine whether that  
 
           17         nefarious conduct has occurre d. 
 
           18                       MR. TOBEY:  Let  me ask you this, is  
 
           19         there a distinction between t he intensity of the  
 
           20         regulation or oversight that you do with future  
 
           21         markets and what you can do w ith the spot cheese  
 
           22         market?   
 
           23                       MR. OBIE:  Yes,  thank you for  
 
           24         bringing that up.  In the fut ures markets, we have  
 
           25         very, very strict regulations  about the design of  
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            1         contracts.  One of the factor s is that they cannot  
 
            2         be susceptible to price manip ulation, so there are  
 
            3         core principles that apply to  futures contracts.   
 
            4         The Commission does not overs ee the trading in the  
 
            5         spot marketplace.  The enforc ement arm, when we  
 
            6         get leads, will investigate i t, because obviously,  
 
            7         the spot marketplace greatly affects the futures  
 
            8         prices and so that's how we g et involved from an  
 
            9         enforcement perspective.   
 
           10                       And one of the great things about  
 
           11         this partnership now between USDA, CFTC and DOJ is  
 
           12         that we're getting a much gre ater understanding of  
 
           13         the problems in the area and the weaknesses where  
 
           14         nefarious conduct can occur.  Last -- I guess this  
 
           15         morning, the conference in th e House and the  
 
           16         Senate came to an agreement f or financial reform  
 
           17         and that bill, which still no w needs to go back to  
 
           18         the House and then to the Sen ate.   
 
           19                       But it looks li ke that bill will be  
 
           20         passing very shortly, will pr ovide additional  
 
           21         enforcement powers for the CF TC and provide  
 
           22         extensive rule making powers for the CFTC so that  
 
           23         additional oversight and addi tional efforts can be  
 
           24         utilized to insure that the m arketplace is free of  
 
           25         manipulation and responding p roperly. 
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            1                       MR. TOBEY:  Tha nk you very much.   
 
            2         We're going to talk in a minu te about enhanced  
 
            3         reporting, which is what Denn y Wolff is going to  
 
            4         talk about and alternatives, all together, a  
 
            5         competitive pay price alterna tive to the use of a  
 
            6         measurer or an indicator like  the CME spot cheese  
 
            7         price when Dan Smith talks, b ut let me pause for a  
 
            8         minute and just say does anyb ody want to comment  
 
            9         or elaborate on anything that  we've talked about  
 
           10         so far?  Okay.   
 
           11                       So to Dennis Wo lff, Denny, you've  
 
           12         thought a lot about price dis covery and market  
 
           13         transparency, both as the for mer agriculture  
 
           14         commissioner in Pennsylvania and in connection  
 
           15         with the work that you're doi ng with the Dairy  
 
           16         Policy Action Coalition.  Wha t do you think should  
 
           17         be done to improve price disc overy and market  
 
           18         transparency?   
 
           19                       MR. WOLFF:  Wel l, Mark I've thought  
 
           20         about it for a longer period of time than when I  
 
           21         was secretary and now represe nting DPAC, because  
 
           22         my entire adult life I was a dairy farmer and I  
 
           23         still am, but it didn't matte r during the last six  
 
           24         or seven years with the many round table dairy  
 
           25         discussions that we held in P ennsylvania, whether  
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            1         it was when I was at the depa rtment or whether it  
 
            2         was through the DPAC organiza tion that represents  
 
            3         several thousand dairy produc ers today.   
 
            4                       Transparency an d price discovery  
 
            5         easily floated to the top eve ry time we were  
 
            6         talking about how we may be a ble to reform federal  
 
            7         dairy policy and federal dair y pricing.  We really  
 
            8         think it's the cornerstone of  any changes that  
 
            9         happen going forward in feder al policy reform.   
 
           10         And we think that you need to  do that by diluting  
 
           11         the influence of the CME.  We  need the CME, that's  
 
           12         a given with the futures mark et and also having a  
 
           13         place to go and market produc t. 
 
           14                       But we think fo r the small volume  
 
           15         of product that is exchanged on the CME, it has  
 
           16         way too much impact, and when  you look at four- 
 
           17         tenths of one percent of the cheese processed in  
 
           18         the United States being marke ted on the CME or  
 
           19         less than two percent of the butter, having that  
 
           20         large of an impact on setting  the price for a    
 
           21         $30 million to $40 billion in dustry, and that's at  
 
           22         farmgate, on milk prices, tha t is concerning.   
 
           23                       We do not think  that it necessarily  
 
           24         reflects current market condi tions and we do not  
 
           25         think that it necessarily acc urately reflects  
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            1         supply and demand.  We think it is often used as a  
 
            2         market of last resort and of course, as mentioned,  
 
            3         a very small amount of produc t trading there.  We  
 
            4         think that in diluting this, there's one specific  
 
            5         way that you can do that and that's electronic  
 
            6         daily reporting.  Congress re cognized this when  
 
            7         they were writing the last fa rm bill and they  
 
            8         wrote a section in, 1510, tha t says electronic  
 
            9         reporting on a more frequent basis shall be  
 
           10         implemented by the Secretary of Agriculture, with  
 
           11         the key word, pending funding .   
 
           12                       So we've been w orking on that in  
 
           13         terms of trying to move that forward.  We have  
 
           14         circulated letters in both th e House and the  
 
           15         Senate and sent them to Senat or Kohl and  
 
           16         Congresswoman DeLauro.  They chair the House and  
 
           17         the Senate ag appropriations committee, to see  
 
           18         that that funding is included  in the next  
 
           19         appropriations bill for 2011.   So why do you need  
 
           20         that, and I think the NASS su rvey is important  
 
           21         information and it's good inf ormation.   
 
           22                       But if you take  and use a real life  
 
           23         example, if yesterday, which was June 24, and I  
 
           24         was going to negotiate a pric e for -- say I'm a  
 
           25         cheese manufacturer and I'm g oing to sell 100  
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            1         barrels of cheddar to a custo mer.  The information  
 
            2         I have is the CME or NASS sur vey.  If you look at  
 
            3         NASS survey, the information for NASS survey that  
 
            4         I would have had available ye sterday, June 24,  
 
            5         would have been from June 7 t o the 11th, starting  
 
            6         back 17 days ago. 
 
            7                       So how do you g et what the current  
 
            8         market of a product is with t hat kind of lag?   
 
            9         Electronic reporting on a dai ly basis takes that  
 
           10         away and much aligns with, as  was mentioned  
 
           11         earlier, the pork industry, t he beef industry have  
 
           12         daily electronic reporting an d sometimes more than  
 
           13         once a day, so that is very i mportant in terms of  
 
           14         making sure that we have accu rate reporting,  
 
           15         timely reporting every day an d then to build from  
 
           16         that, include more products a nd include all  
 
           17         manufactured products, not ju st the four products  
 
           18         that are currently used in th e NASS survey.   
 
           19                       So I think when  you get that, you  
 
           20         certainly start to get much c loser to having  
 
           21         better price discovery and th at's what our dairy  
 
           22         farmers want.  They do not tr ust the way that it  
 
           23         is currently being handled an d that goes mainly to  
 
           24         how thinly it's traded and as  was mentioned  
 
           25         earlier, if two buyers have b een responsible for  
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            1         buying 74 percent of the prod ucts over the last 10  
 
            2         years, you just hope they hav en't had coffee  
 
            3         together that morning when th ey go in and make  
 
            4         their decisions on what they' re buying and what  
 
            5         they're paying.   
 
            6                       I'd just like t o read one statement  
 
            7         here and then make a few comm ents on it.  The  
 
            8         statement goes like this:  Th is reform brings 100  
 
            9         percent transparency to the m arket with real time  
 
           10         reporting.  There will no lon ger -- they will no  
 
           11         longer be able to make excess ive profits by  
 
           12         operating in the dark.  Expos ing these markets to  
 
           13         the light of day will put the  money where it  
 
           14         belongs.  Now, I'm not talkin g about the CME.   
 
           15                       I'm talking abo ut the first bullet  
 
           16         point that was written on a s ection by section  
 
           17         analysis of House Resolution 4173 that passed out  
 
           18         of conference committee late last night, which is  
 
           19         better known as Restoring Ame rica's Financial  
 
           20         Stability Act and it's basica lly reforming Wall  
 
           21         Street and the banking indust ry as it correlates  
 
           22         to the derivatives market.   
 
           23                       So that is -- t hat is a fundamental  
 
           24         rule, you know, that's just n ot a rule we're  
 
           25         talking about here in the dai ry industry that the  
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            1         dairy farmers are concerned a bout today.  It's a  
 
            2         fundamental rule in price dis covery and it's a  
 
            3         fundamental rule in transpare ncy. 
 
            4                       MR. TOBEY:  Tha nk you very much,  
 
            5         Denny.  All right.  So now --  and now for  
 
            6         something completely differen t.  We've asked Dan  
 
            7         Smith to join us on this pane l.  Dan is here  
 
            8         subbing at the last minute, a nd I'm very grateful to  
 
            9         him, for our panelist that wa s going to be on this  
 
           10         panel, Paul Christ who had a death in the family this  
 
           11         week and our condolences go o ut to Paul and his  
 
           12         family.  But Dan, you and Pau l have been working  
 
           13         with the Maine Dairy Associat ion on a proposal  
 
           14         that, among other things, pro vides for direct  
 
           15         price discovery of dairy pric es based on actual  
 
           16         market transactions in certai n geographic areas.   
 
           17                       I do not know, because I forgot to  
 
           18         check, but I think that we at  least had every  
 
           19         intention of taking some char ts and maps that Paul  
 
           20         Christ and Dan Smith have dev eloped and copying  
 
           21         them and putting them out on the tables outside,  
 
           22         but if we haven't done it by now, we'll certainly  
 
           23         make them available and you c an go to the USDA  
 
           24         dairy industry advisory commi ttee website and find  
 
           25         the entire presentation that Dan and Paul did that  
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            1         has these maps. 
 
            2                       But with that p reface, let me ask  
 
            3         you, Dan, if you would descri be your ideas about  
 
            4         how to arrive at a price that  can be used for  
 
            5         market transparency and price  discovery in milk,  
 
            6         and maybe since people might be familiar with the  
 
            7         old MW price, the old Minneso ta Wisconsin price,  
 
            8         maybe you could kind of compa re it a little bit to  
 
            9         that. 
 
           10                       MR. SMITH:  Oka y, thank you, Mark.   
 
           11         I reiterate what you said, ou r thoughts are with  
 
           12         Paul's family.  It's been a r eal privilege, I  
 
           13         think many people in the room  are likely familiar  
 
           14         with Paul working as long as he did with Land O'  
 
           15         Lakes.  Paul is really the me chanic of our  
 
           16         proposal and I'm sort of the broader architect of  
 
           17         it, so you'll get a little bi t of the context of  
 
           18         where it came from from me an d if you'd like, we  
 
           19         can have Paul submit somethin g for the record in  
 
           20         terms of more of the details of the mechanics.   
 
           21                       As Mark said, P aul and I made a  
 
           22         presentation to Secretary Vil sack's dairy advisory  
 
           23         committee a couple weeks ago and you can find more  
 
           24         information there.  The propo sal also has been  
 
           25         through one round of AMS hear ing and that's  
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            1         available on their website, P aul's testimony and  
 
            2         cross, including did -- Bob, did you cross Paul  
 
            3         or -- I can't remember, I gue ss the attorney for  
 
            4         IDFA crossed Paul.  But in an y event, the proposal  
 
            5         has been through one round of  hearing process, so  
 
            6         there is a fair amount of inf ormation available at  
 
            7         this point.   
 
            8                       Just to back up  where we started  
 
            9         from, really, the essential p remise stems from  
 
           10         Senator Feingold's comments t his morning about  
 
           11         trying to find something arou nd which the industry  
 
           12         might be able to find consens us.  My work with  
 
           13         fluid milk market and class I  prices and the value  
 
           14         of the class I price truly do es prove to be quite  
 
           15         divisive.   
 
           16                       This work has b een quite  
 
           17         different.  There is a genera l consensus  
 
           18         throughout the industry that end product pricing,  
 
           19         which is used for both class III and IV pricing is  
 
           20         not working, not only not wor king as it was  
 
           21         intended with 2000 order refo rm, but just plain  
 
           22         not working and needs to be r eplaced.  In all the  
 
           23         years I've been doing this, I 've never seen such  
 
           24         consensus not only within dif ferent groups in the  
 
           25         industry, but across groups i n the industry,  
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            1         producers and processors both  in general  
 
            2         concurrence that end product pricing is not  
 
            3         working.   
 
            4                       And the common refrain is twofold.   
 
            5         One, what has been repeated a ll day is the CME is  
 
            6         too thin a market to base a p ricing proposal  
 
            7         around, and the second is tha t where the -- to  
 
            8         start with you, where the far mer sells his or her  
 
            9         milk to a processor, that's w hat should be priced,  
 
           10         not what happens to the milk once the processor  
 
           11         takes possession of the milk,  turns it into cheese  
 
           12         or butter or whatever the pro cessor turns it  
 
           13         into.  As Bob said, that's no t a price discovery  
 
           14         mechanism for milk.   
 
           15                       So doing some i nitial research into  
 
           16         how end product pricing emerg ed out of the 2000  
 
           17         order reform, I discovered th at consensus of  
 
           18         opinion right at the outset, that if there was an  
 
           19         ability to come up with a pro posal that would  
 
           20         price the transaction between  the producer and the  
 
           21         processor, rather than the pr ocessor and his or  
 
           22         her customer downstream, that  that would be a  
 
           23         proposal for price discovery that the industry  
 
           24         might embrace with some conse nsus.   
 
           25                       So at that poin t, I hooked up with  
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            1         Paul, because Paul had been w orking on an  
 
            2         alternative which he dubbed a  competitive pay  
 
            3         price for a number of years a nd we framed the  
 
            4         proposal and submitted it to USDA and went to  
 
            5         hearing on the proposal in 20 07.  Just to back up  
 
            6         one step further, in terms of  the other important  
 
            7         participant in this process i s the Maine Dairy  
 
            8         Industry Association, which i s really the sponsor  
 
            9         of this, that Paul and I went  to hearing on behalf  
 
           10         and this ties into Mark's que stion about the MW.   
 
           11                       As I get along,  I find virtually no  
 
           12         advantages to getting older, other than some  
 
           13         experience and hopefully wisd om.  I think at my  
 
           14         age, wisdom is still -- I'm t oo not only humble to  
 
           15         think that I'm accruing any w isdom, but I haven't  
 
           16         seen it yet, so hopefully tha t comes, but the  
 
           17         experience is definitely ther e and one of the  
 
           18         advantages also of the aging of the dairy industry  
 
           19         is you work with people who h ave a lot of  
 
           20         experience and wisdom, so the  Maine Dairy Industry  
 
           21         Association board represents both of those.   
 
           22                       And the constan t refrain about this  
 
           23         new end product pricing propo sal, pricing formula  
 
           24         being non transparent, we bat ted that around in  
 
           25         the boardroom before we devel oped our proposal and  
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            1         there was an understanding am ong the dairymen,  
 
            2         mostly dairymen in the room, that 25 and 40 years  
 
            3         ago leading to 2000, from 196 0 to 2000 with  
 
            4         pricing off the MW, you had a  manufactured price  
 
            5         that tracked off of the surpl us price for grade B  
 
            6         milk, plus a class I differen tial blended against  
 
            7         the utilization was the farme r's pay price.   
 
            8                       And that was fo r the farm community  
 
            9         itself transparent, so all of  this opaqueness  
 
           10         that's involved with end prod uct, downstream  
 
           11         product pricing wasn't even i n view for the basic  
 
           12         understanding that all these guys had grown up  
 
           13         with.  They knew what their m ilk price was.  They  
 
           14         may not have liked the milk p rice, but they knew  
 
           15         what the milk price was and w here it came from.   
 
           16         So that was built in as reall y a fundamental  
 
           17         point, that if we can get bac k to pricing the  
 
           18         transaction between the farme r and the processor,  
 
           19         in addition to focusing on wh at ought to be  
 
           20         focused on, just from sort of  a common sense  
 
           21         standpoint, that ought to len d further  
 
           22         transparency to the pricing s tructure.  Because  
 
           23         when Denny sells his milk to his processor, that's  
 
           24         what ought to be priced.   
 
           25                       So those were t he two original  
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            1         starting points.  Then when I  dug into it a little  
 
            2         bit more and thought about it  a little bit other,  
 
            3         we batted it around a little bit more, come to  
 
            4         find out that the volatility in the marketplace  
 
            5         that we deal with, everybody deals with in the  
 
            6         marketplace in a fluid organi zed market, because  
 
            7         the class I mover tracks off the manufactured  
 
            8         price, the volatility that em erges in the class I  
 
            9         which has moved anywhere from  $11, $9 at the  
 
           10         bottom to upwards of $25, I'm  mixing, from $13 on  
 
           11         a class I price to $25 on the  class I price.   
 
           12                       It's moved $12 and it moved $9 in  
 
           13         about nine months.  That vola tility on fluid  
 
           14         market, which generates all t he discussion of  
 
           15         where is that money going, th at bottom is tied to  
 
           16         the class I mover.  So the vo latility in the  
 
           17         market can on some level also  be attributed to  
 
           18         that manufactured price, so i f we can deal with  
 
           19         consensus, transparency and v olatility, we're  
 
           20         focused on that end product p rice and whether  
 
           21         there's something that can be  done differently.   
 
           22                       So that's reall y where we started  
 
           23         with.  We developed a body of  data that was really  
 
           24         organized around the Midwest,  because there's  
 
           25         clearly competition for milk in the manufactured  
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            1         market here.  The question wa s whether that was  
 
            2         enough milk and that's really  where the proposal  
 
            3         foundered at the hearing, tha t it was too limited  
 
            4         a volume of milk.  USDA, quit e understandably,  
 
            5         said based on that limited vo lume of milk, it's  
 
            6         not really representative eno ugh to build a  
 
            7         proposal around.   
 
            8                       But given the i ndustry's embracing  
 
            9         of the idea at the hearing, d espite asking a lot  
 
           10         of questions, Paul and I and MDIA decided to go  
 
           11         forward with the proposal, so  we're now basically  
 
           12         four years into a fairly exte nsive discussion  
 
           13         around the industry and with USDA about the  
 
           14         proposal.  As Mark indicated,  there are a series  
 
           15         of maps that we actually didn 't put together, USDA  
 
           16         put together through a fairly  extensive analysis  
 
           17         of milk across the federal or der system to answer  
 
           18         the question as to whether th ere is sufficient  
 
           19         milk in the system that is be ing competitively  
 
           20         traded that might be used as the basis for the  
 
           21         proposal.   
 
           22                       As Brian in the  previous panel  
 
           23         talked about, we use the HH - - the Herfindahl  
 
           24         Index which measures competit ion in the industry.   
 
           25         We went looking for areas of the country where  
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            1         competition exists, both usin g that index and  
 
            2         using a threshold of five or six processors  
 
            3         bidding for milk and asked US DA to analyze the  
 
            4         volume of milk and its distri bution  
 
            5         geographically, its dis-aggre gation in terms of  
 
            6         amount of milk and its distri bution.   
 
            7                       What came back was a surprise to  
 
            8         Paul, that there was more mil k than he thought  
 
            9         there would be.  Measured aga inst the threshold of  
 
           10         numbers of processors, roughl y 60 percent of the  
 
           11         milk in the country, at least  by that measure is  
 
           12         competed for.  Measured again st the Herfindahl  
 
           13         Index which roughly represent s what the Department  
 
           14         of Justice looks into, uses a s its benchmark for  
 
           15         whether there are competitive  problems, that  
 
           16         number dropped to 50 percent.    
 
           17                       So at our secon d look, roughly half  
 
           18         the milk in the country is av ailable to be used as  
 
           19         the basis for framing a repla cement model for end  
 
           20         product pricing, so we're now  -- based on that  
 
           21         available data, we're develop ing, further  
 
           22         developing our proposal.  It would work somewhat  
 
           23         like this, we would look for representative zones  
 
           24         across that 50 percent of the  milk where the  
 
           25         transaction between the proce ssor and the farmer  
 
                 PROFESSIONAL REPORTERS, LTD. 



                                 328 
 
              TRANSCRIPT OF PROCEEDINGS 6/25/2010 
 
            1         in those zones could be dereg ulated, removed from  
 
            2         the federal order minimum pri cing regimen and just  
 
            3         based on that competitive tra nsaction, based on  
 
            4         those representative numbers.  
 
            5                       MR. TOBEY:  Dan  --  
 
            6                       MR. SMITH:  I'm  almost done, if  
 
            7         that's where you're getting.  Instead of a NASS  
 
            8         survey, it would just be a re porting of that  
 
            9         pricing across those competit ive zones and that's  
 
           10         the proposal. 
 
           11                       MR. TOBEY:  And  again, I will  
 
           12         commend the full presentation  of this to  
 
           13         interested members of our aud ience.  We want to go  
 
           14         ahead and move on to the last  public participation  
 
           15         phase of the workshop and try  to stay a little bit  
 
           16         near on time.  And we are joi ned again, as he had  
 
           17         promised earlier, by Senator Feingold for this  
 
           18         part of the session.   
 
           19                       MR. SMITH:  You  should have told me  
 
           20         that sooner. 
 
           21                       MR. TOBEY:  You 're very far down  
 
           22         there, so I couldn't signal t oo much, but thanks  
 
           23         to the members of this panel and we'll -- my  
 
           24         colleague Josh Soven and John  Ferrell will, as  
 
           25         well as the Senator, will now  take your comments.   
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            1         If you have red tickets and w ould like to line up  
 
            2         again, we'll move to that pha se of the workshop.   
 
            3         Thanks. 
 
            4                       MR. FERRELL:  W ell, folks, I think  
 
            5         we will go ahead and get star ted with the other  
 
            6         comment period.  And same for mat as before, two  
 
            7         minutes, and then bring -- yo u can go ahead and  
 
            8         line up to the microphone as you're doing and  
 
            9         we're going to try to get as many people that want  
 
           10         to provide comments to be abl e to talk to us and  
 
           11         before we do that, though, I' d like the turn it  
 
           12         over to Senator Feingold for any remarks you would  
 
           13         like to make. 
 
           14                       SENATOR FEINGOL D:  Thank you, I'll  
 
           15         just do two minutes.  I wante d to come back  
 
           16         because I had asked for these  public comment  
 
           17         periods and I will have to le ave by about 5:45,  
 
           18         but I wanted a chance to just  hear unfiltered  
 
           19         directly from many of you, so  I'd like to do that,  
 
           20         but I want to first thank all  the farmers for  
 
           21         taking the time to come today .  I know it's a  
 
           22         sacrifice for you and you all  have a long list of  
 
           23         things you could have been do ing today in what is  
 
           24         essentially a 24-hour a day j ob.   
 
           25                       But it is espec ially important for  
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            1         agency leaders in Washington to hear from you and  
 
            2         even though Secretary Vilsack  and Assistant  
 
            3         Attorney General Varney are n ot sitting in the  
 
            4         room right now, I'm sure that  they'll both hear  
 
            5         what you have to say.  In fac t, in many ways,  
 
            6         these senior staffers on stag e and in the audience  
 
            7         are often the most critical p eople to hear from  
 
            8         you for the agencies so we ca n really get it at  
 
            9         all levels.   
 
           10                       Finally, I just  want to say I've  
 
           11         noticed these young men and w omen in their FFA  
 
           12         jackets and know they've been  volunteering today.   
 
           13         I'm always encouraged to see FFA members and  
 
           14         always feel optimistic about the future when I do  
 
           15         see them or have a chance to talk with them as I  
 
           16         did in Washington this week, so I just wanted to  
 
           17         ask if everybody would give a  round of applause  
 
           18         for them and the rest of the staff. 
 
           19                       MR. FERRELL:  I  think we will go  
 
           20         ahead and get started and we' ll start right over  
 
           21         here. 
 
           22                       AUDIENCE MEMBER :  Thank you, good  
 
           23         afternoon.  I'm Warren Taylor  and I'm the owner of  
 
           24         Snowville Creamery in southea stern Ohio.  We began  
 
           25         operation about 30 months ago .  We now have a  
 
                 PROFESSIONAL REPORTERS, LTD. 



                                 331 
 
              TRANSCRIPT OF PROCEEDINGS 6/25/2010 
 
            1         payroll of half a million dol lars per year in  
 
            2         Ohio's poorest county.  We pa y our farmers a  
 
            3         30-percent premium over the b lend price.  Our  
 
            4         business has been doubling ev ery year.   
 
            5         Unfortunately, there is only one dairy industry in  
 
            6         America and it intends to kee p it that way.   
 
            7                       It has spent th e last 30 years  
 
            8         finding out how cheaply milk can be made and it is  
 
            9         fundamentally anticompetitive  in not allowing even  
 
           10         a discussion of the possibili ty of differentiated  
 
           11         premium drinking milk.  In gr ocery stores, I offer  
 
           12         taste samples of our old fash ioned, grass grazed,  
 
           13         minimally processed fresh mil k and hear people say  
 
           14         I haven't tasted milk like th at since I left  
 
           15         home.  I didn't know there wa s bad milk until I  
 
           16         came to America.   
 
           17                       These are peopl e from developing  
 
           18         countries like Africa, Centra l and South America,  
 
           19         India, Europe, Russia.  And, you know, these kinds  
 
           20         of comments galvanize me in w hat I'm trying to do  
 
           21         in making better milk.  Ameri ca's mediocre milk is  
 
           22         perpetuated by our USDA's fed eral milk market  
 
           23         order system, based on the ob vious lie that all  
 
           24         milk is the same and so it's only fair that all  
 
           25         dairy farmers are paid the sa me.  There's no  
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            1         incentive to make better drin king milk since the  
 
            2         premium received in the marke tplace must be shared  
 
            3         with the competitors making t he cheapest milk.   
 
            4                       I write a check  for about $5,000 a  
 
            5         month right now, equal to our  total profits, into  
 
            6         the FMMOS.  This is not just un-American, it's  
 
            7         anticompetitive and it's not functional for  
 
            8         smaller dairy farmers who wan t to make better milk  
 
            9         and for consumers who appreci ate really good  
 
           10         milk.  I heard comments today  from California that  
 
           11         we should institute higher so lids standards all  
 
           12         over the country like they ha ve in California.   
 
           13         Our non fat and low fat milk meets California  
 
           14         standards from our cows.  It doesn't have to have  
 
           15         condensed milk put in it.  It 's extraordinarily  
 
           16         delicious milk.   
 
           17                       Last year, USDA  was requested by  
 
           18         National Milk Producers Feder ation and IDFA to  
 
           19         triple the volume that a smal l plant like ours  
 
           20         could process while remaining  exempt from having  
 
           21         to pay into the FMMOS.  In a year of hearings, no  
 
           22         one spoke against doing so, b ut USDA left it at  
 
           23         the uneconomically small 150, 000 pounds a month it  
 
           24         has been at for decades witho ut really explaining  
 
           25         why.   
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            1                       Snowville Cream ery is trying to  
 
            2         help our Secretary of Agricul ture, Tom Vilsack,  
 
            3         achieve his goals of revitali zing rural America  
 
            4         with innovative, entrepreneur ial, small local  
 
            5         business.  But until the exem pt plant limit is  
 
            6         raised, dairy cannot be part of that better future  
 
            7         he envisions.  When his time comes to leave  
 
            8         Washington, there may still o nly be one commodity,  
 
            9         lowest cost, cheapest milk da iry industry in this  
 
           10         country, to the detriment of our children's  
 
           11         health.   
 
           12                       We receive doze ns of unendorsed or  
 
           13         unsolicited endorsements from  parents telling us  
 
           14         about children that wouldn't drink milk or drank  
 
           15         very little milk who are drin king gobs of our  
 
           16         fresh, high quality, extraord inarily delicious  
 
           17         milk.  If that commodity indu stry continues to  
 
           18         stifle competition and innova tion, I'm afraid that  
 
           19         America, once a land of diver sity, opportunity and  
 
           20         continuous improvement driven  by the vitality of  
 
           21         free and open markets will be  gone.  Thank you  
 
           22         very much. 
 
           23                       AUDIENCE MEMBER :  My name is  
 
           24         Charles Knuetz(phonetic).  I' m a dairy producer  
 
           25         from about 20 miles east of h ere and my son and I  
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            1         have a corporate dairy, so we 're large and one of  
 
            2         those bad ones, that's my son  and I.  We milk 140  
 
            3         cows, do all the work ourselv es, manage 800  
 
            4         acres.  We've had the pleasur e of sitting here all  
 
            5         day today listening to all th e negatives of the  
 
            6         dairy industry, what's wrong with it, where it is,  
 
            7         what's happening, why are we doing it, but I  
 
            8         haven't heard too much about what we can do to  
 
            9         change it.   
 
           10                       And I think one  of the biggest  
 
           11         things we can do in the dairy  industry has worked  
 
           12         hard at it for the last six, eight, nine months,  
 
           13         and that's put together a sys tem where the dairy  
 
           14         industry runs itself.  And I think it's time that  
 
           15         the producers get together, c o-ops, non co-ops,  
 
           16         all of them get together and start determining how  
 
           17         much milk we actually produce  to fill this  
 
           18         market.  Nobody has complaine d about the prices of  
 
           19         2008 when they were wonderful  and we were all  
 
           20         making money.  It's when it f ell apart that we  
 
           21         started to complain about it.    
 
           22                       The reality of it is in 2008, we  
 
           23         had good money, everybody exp anded to produce more  
 
           24         milk.  It's a simple equation  of supply and  
 
           25         demand.  We need to control s upply and demand at  
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            1         the producer level in this co untry before we will  
 
            2         be making a genuine profit in  the dairy industry.   
 
            3         Thank you. 
 
            4                       AUDIENCE MEMBER :  I'm Bill  
 
            5         Hobbins(phonetic), I'm not a farmer.  I've been  
 
            6         here all day and this gentlem an said it all.  Milk  
 
            7         is our best product and we're  ruining it with  
 
            8         homogenization and it's causi ng hardening of the  
 
            9         arteries, it's causing other diseases and it is  
 
           10         not a cause of infections and  it should be allowed  
 
           11         to be purchased like all othe r produce from the  
 
           12         local farmer without any rest raint.   
 
           13                       I don't questio n their watermelon  
 
           14         as to the irrigation, I don't  question their eggs  
 
           15         as to the feed to the chicken s and I can tell you  
 
           16         that milk is so dominant, but  you're destroying it  
 
           17         with your homogenization.  No w, you can pasteurize  
 
           18         it if you're worried about it , but it's the  
 
           19         dirtiness afterwards that mak es it get infected  
 
           20         and more importantly, we can use X-ray very  
 
           21         simply, a machine developed h ere at the University  
 
           22         in 1937 that will sterilize t he milk rapidly with  
 
           23         no damage.  Now, this man mad e my day, thank you. 
 
           24                       AUDIENCE MEMBER :  Hello, my name is  
 
           25         Charlotte Williams and I work  with the Center for  
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            1         New Community.  We're out of Chicago and it's a  
 
            2         national organization that wo rks towards equality,  
 
            3         building community and justic e.  I'm the director  
 
            4         for their national program th at looks at a food  
 
            5         justice initiative, so we'll be looking to see  
 
            6         what's going on in the U.S. f ood processing system  
 
            7         and looking for the same issu es that people have  
 
            8         talked about here today.   
 
            9                       As a consumer, as a person from  
 
           10         Chicago, I know a lot about i njustice, corruption,  
 
           11         safety issues on the street, whatever, I mean,  
 
           12         that's just what's happening with us, that's what  
 
           13         it is.  But I also know about  being hoodwinked,  
 
           14         bamboozled, you can't just pe e on us and tell us  
 
           15         it's raining.  It's just not going to happen.  As  
 
           16         a consumer, people are gettin g educated now about  
 
           17         what's going on and I can tel l you what he said  
 
           18         earlier about people being mo ral and tough, what  
 
           19         I've heard from farmers, they  some pretty tough  
 
           20         people, you know, to be able to deal with what's  
 
           21         going on.   
 
           22                       And the moral f iber, it is out  
 
           23         there in consumers.  Consumer s are being educated  
 
           24         through advocacy groups, non- profit organizations  
 
           25         to tell them just what's happ ening here.  People  
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            1         would be pretty pissed if the y knew that what they  
 
            2         pay at the market and the peo ple that struggle to  
 
            3         put those products on the she lves, the disparity  
 
            4         in what's going on with what people are getting  
 
            5         paid.  It's just something pe ople wouldn't  
 
            6         tolerate in other industries.    
 
            7                       And as a consum er, you need to know  
 
            8         there are people out there th at are out there that  
 
            9         are trying to understand this .  Yes, it's really  
 
           10         hard being in the urban area where, you know,  
 
           11         they're shooting people and t hings like that are  
 
           12         happening and the process of life is real  
 
           13         stressful, but it's stressful  for you all and if  
 
           14         we can all get together and u nderstand, somebody  
 
           15         is getting the money and it a in't us, then I we  
 
           16         got a long way that we can go  together.  Thank  
 
           17         you. 
 
           18                       AUDIENCE MEMBER :  Yeah, my name is  
 
           19         Ron Kliebenstein, I farm down  by Darlington,  
 
           20         Wisconsin.  My son Nathan is the fourth generation  
 
           21         on our farm.  I'm very proud of him for taking up  
 
           22         the challenge.  I read a stat ement in a book just  
 
           23         recently by a fellow by the n ame of Felix Rohatyn,  
 
           24         he was a financier.  I'm not just sure when he was  
 
           25         alive, but it goes like this:   Market capitalism  
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            1         is the best economic system e ver invented for the  
 
            2         creation of wealth, but it mu st be fair, it must  
 
            3         be regulated and it must be e thical.   
 
            4                       And I think we' re a long way from  
 
            5         living up to this standard of  what this guy just  
 
            6         said.  Now, the question I ha ve is maybe  
 
            7         somewhat -- I don't know, it doesn't  
 
            8         necessarily -- it isn't neces sarily measured by  
 
            9         statistics.  I would go like this, something like  
 
           10         this, does ownership matter, does ownership of the  
 
           11         ability to own resources by w hich we produce the  
 
           12         goods and services that it ta kes to satisfy the  
 
           13         requirements of the human exi stence, does the  
 
           14         ownership of those resources matter.   
 
           15                       And when you co nsider this market  
 
           16         capitalism that is the basis of our economic  
 
           17         system that we have been livi ng since the founding  
 
           18         of the Union back in the 1700 s and the fact that  
 
           19         individuals come to this coun try and they had the  
 
           20         ability to own the resources and through the many  
 
           21         years of the American histori cal experience, they  
 
           22         have taken that ability and j ust done wondrous  
 
           23         things with it.   
 
           24                       Now, I read an article in Hoard's  
 
           25         Dairyman a couple month's ago  and the author by  
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            1         the name of Bill Rowell used some numbers in terms  
 
            2         of dairy producers in the cou ntry just since  
 
            3         1970.  In 1970, we had 648,00 0 dairy producers.   
 
            4         Today, we have somewhere in t he neighborhood of  
 
            5         50,000 and he suggested the p otential in a  
 
            6         given -- he didn't give a spe cific time frame of  
 
            7         having perhaps 800 10,000-cow  dairies producing  
 
            8         all the milk in this country.    
 
            9                       Now, my questio n is, well, the  
 
           10         reality is this, just when yo u go from them  
 
           11         648,000 to 50,000, how much o f that ownership  
 
           12         haven't we already lost?  And  if we were to go to  
 
           13         those 800 large farms, what w ould the consequences  
 
           14         be?  In truth, we can't reall y say for sure what  
 
           15         the consequences would be, bu t we do know one  
 
           16         thing, that independent, entr epreneurial system of  
 
           17         ownership of dairy farmers in  the dairy industry  
 
           18         has well served the dairy ind ustry for many years  
 
           19         in this country and I would s uggest it's a huge  
 
           20         mistake to abandon that, but that's exactly what  
 
           21         we're doing.   
 
           22                       And we're doing  it by our own free  
 
           23         will, and I would totally agr ee with that  
 
           24         gentleman that got up a coupl e minutes ago and  
 
           25         said that we can fix this as producers, because as  
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            1         long as the producers own the  product, they have  
 
            2         the ability to come together and fix it and we  
 
            3         choose not to do so.  For wha tever reason, we  
 
            4         choose to let our cooperative s represent us and  
 
            5         quite frankly, the numbers sp eak for themselves.   
 
            6         They're not representing us.   
 
            7                       We need to take  the bull by the  
 
            8         horns as producers and get th e job done and I  
 
            9         believe it can be done or I w ouldn't be here today  
 
           10         and I sure would not have all owed my son to dairy  
 
           11         farm.  Thank you. 
 
           12                       AUDIENCE MEMBER :  My name is Bill  
 
           13         Averbeck, I'm a dairy farmer in Fond du Lac,  
 
           14         Wisconsin.  My family has ope rated this farm since  
 
           15         1848.  I'm the fifth generati on.  I have two sons  
 
           16         that will be the sixth genera tion.  I have three  
 
           17         grandchildren and if their mo thers have anything  
 
           18         to say about it, they'll try to keep them on the  
 
           19         farm, too.  Yesterday when I left, there were four  
 
           20         generations of Averbecks work ing on that farm, my  
 
           21         father, who's 83, myself, thr ee of my sons and my  
 
           22         grandchildren were there also .   
 
           23                       I couldn't get them to move  
 
           24         concrete, because they were - - the youngest one  
 
           25         was three months old, but I t hink what I'm trying  
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            1         to get at is that every dairy  farmer, every small  
 
            2         businessman in this room brin gs something to the  
 
            3         table and in my belief, my pe rsonal belief as a  
 
            4         member of Dairy Farmers of Am erica is that the  
 
            5         dynamic of bringing small bus inessmen together,  
 
            6         albeit being dairymen, is a v ery important  
 
            7         function of cooperatives.  It 's how we work.   
 
            8                       Now, democracy is a beautiful  
 
            9         thing.  It's not perfect.  Co operatives are run  
 
           10         democratically.  They're not perfect, but we make  
 
           11         an attempt as individual busi nessmen in a  
 
           12         cooperative environment to tr y to make things  
 
           13         better for our fellow produce rs and in the end,  
 
           14         make an attempt to make it be tter for other people  
 
           15         in the industry that are prod ucing milk also.   
 
           16         There are times when we succe ed and there are  
 
           17         times when the circumstances overwhelm.   
 
           18                       I believe those  are the times that  
 
           19         we're in right now.  We have moved in this dairy  
 
           20         industry in this country from  a domestic dairy  
 
           21         industry to an industry, and by design, that  
 
           22         talkede about if the industry  is going to grow,  
 
           23         we're going to have to export .  Well, if you look  
 
           24         at the numbers, we're exporti ng almost 10 percent  
 
           25         of our milk equivalent a year .  That's a position  
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            1         we weren't in 10 or 12 years ago.  So when the  
 
            2         economy slowed down, difficul t times came for milk  
 
            3         producers.  When the economy improved, I'm talking  
 
            4         about the domestic economy in  this country, milk  
 
            5         prices improved.   
 
            6                       Now we're in a world economy.  The  
 
            7         dynamics have changed and I t hink we and DFA are  
 
            8         trying to recognize that, try ing to deal with  
 
            9         that.  We're working very har d, because we're  
 
           10         dairy farmers.  It's ludicrou s to believe that any  
 
           11         dairy co-op, I believe any da iry co-op would work  
 
           12         in not in the best interests of their very owners,  
 
           13         the people that supply them t he milk, the people  
 
           14         that have a -- take a part in  the selection of  
 
           15         management and how the co-op is supposed to  
 
           16         proceed.   
 
           17                       We have a chall enge in front of us  
 
           18         and I think cooperatives are part of the answer.   
 
           19         They're not the whole answer,  but I appreciate the  
 
           20         fact that the Justice Departm ent and the Secretary  
 
           21         was here and I thank you, Sen ator, for being here,  
 
           22         because I think it was very p ositive.  We have  
 
           23         varying views out here, as yo u can see from the  
 
           24         testimony, but I think in the  end, the solutions  
 
           25         are there.  It's just a quest ion of whether we can  
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            1         all get together and find the m.  Thank you. 
 
            2                       AUDIENCE MEMBER :  Hi there, my name  
 
            3         is Sarah Carlson, I'm a consu mer and kind of a  
 
            4         media maker from Chicago.  I wanted to comment to  
 
            5         sort of talk about the consum er end of this milk  
 
            6         issue and how consumers, obvi ously, nowadays are  
 
            7         really wanting choice and the y're wanting a  
 
            8         variety in their product and you have a movement  
 
            9         in Chicago that's very strong  to get local  
 
           10         products, high quality produc ts, a variety of  
 
           11         products, whether it be produ ce or milk or  
 
           12         whatever.   
 
           13                       The CSAs in the  Chicago area, the  
 
           14         Community Supported Agricultu re, CSAs, and some of  
 
           15         the milk shares have sold out .  The demand exceeds  
 
           16         the supply.  There is a stron g demand for high  
 
           17         quality alternatives to the d ominant market  
 
           18         nowadays and so I guess what I'm saying is that  
 
           19         the consumer is not a passive  consumer anymore.   
 
           20         They are taking action to try  and get their needs  
 
           21         met, whether it's to get heal thy food for their  
 
           22         children, whether it's to get  healthy produce in  
 
           23         areas where they don't have a ccess to it.   
 
           24                       And that leads me to another issue,  
 
           25         which is that many of our com munities in rural  
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            1         areas and in urban areas have  some of the same  
 
            2         issues happening.  They have a lack of economic  
 
            3         development, a lack of access  to fresh and healthy  
 
            4         food and communities need to -- we need to work  
 
            5         together as consumers and far mers.  As many people  
 
            6         have mentioned today, consume rs and farmers are  
 
            7         both getting squeezed.  We're  paying a lot of  
 
            8         money at the store, but we're  not getting the  
 
            9         products that we want, very o ften, and farmers are  
 
           10         not getting their share of th e food dollar.   
 
           11                       And I'm here to  say that I've  
 
           12         talked to a lot of consumers and we do care about  
 
           13         the farmers.  A lot of consum ers don't know what's  
 
           14         going on with agriculture and  how little of the  
 
           15         food dollar farmers are actua lly getting, but when  
 
           16         they start to understand that , they care and they  
 
           17         want to support farmers with their food choices.   
 
           18         And they also want to be able  to make food choices  
 
           19         that support their families a nd their belief  
 
           20         system.  They want to produce  in a way that they  
 
           21         support and that reaches the workers in a way that  
 
           22         they feel is equitable.   
 
           23                       So I just want to say that I hope  
 
           24         that the USDA and Congress an d the Attorney  
 
           25         General can support consumers  in having a choice,  
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            1         because this system is burgeo ning and growing and  
 
            2         demand is very ripe, but we h ave to have support  
 
            3         from the laws of this country , because obviously,  
 
            4         we live in a world governed b y laws.  We have to  
 
            5         have support from the regulat ions and laws of this  
 
            6         country in order to be able t o meet the demand for  
 
            7         these alternative supplies, w hich will naturally  
 
            8         balance the monopolization or  the consolidation  
 
            9         that's happening right now.   
 
           10                       Consumers want choice and if we  
 
           11         support that market, that mar ket of choice, then  
 
           12         we can provide a natural bala nce to the  
 
           13         consolidation that's happenin g in the industry.   
 
           14         So I would also suggest that along with everything  
 
           15         else that's been suggested to day, support the  
 
           16         natural flow, the natural dem and that's coming  
 
           17         from the ground for better pr oducts, for more  
 
           18         direct sales to farmers or fo r more diversity in  
 
           19         products and for more local p roducts, because  
 
           20         that's already happening.   
 
           21                       You've got supp ort for it.  All you  
 
           22         have to do is support that an d it's not that hard  
 
           23         and people really want that.  Thank you for  
 
           24         hearing me out. 
 
           25                       AUDIENCE MEMBER :  I'm Ken  
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            1         Burkert(phonetic) from Vinton , Iowa, near Cedar  
 
            2         Rapids, family farm milking 3 00 cows.  I have to  
 
            3         say I'm a proud member of DFA .  It does a lot of  
 
            4         things for my milk production .  We market our  
 
            5         stuff kind of in a local area  and we have seven  
 
            6         councils that keep the milk t hat's produced there  
 
            7         and marketed by DFA in that l ocal area, but the  
 
            8         combination of a larger co-op  gives me a lot of  
 
            9         opportunities to market on a national and  
 
           10         international market on those  levels.   
 
           11                       We represent th e average dairyman,  
 
           12         because we are the average da iryman.  We stretch  
 
           13         all the way across the countr y.  It allows us to  
 
           14         be very active in government affairs, what's going  
 
           15         on in Washington, D.C. and ou r state capitals.  It  
 
           16         allows us to be a lot of bran d names, we have as  
 
           17         our subsidiaries such as Bord en, Keller's, and it  
 
           18         allows me to market my milk i n a fluid market.   
 
           19                       We are able to provide markets --  
 
           20         production to these larger co mpanies that are  
 
           21         spread across the country.  I  feel like at all  
 
           22         times I have a say in the way  my co-op is run.   
 
           23         I'm very grassroots oriented and I really think I  
 
           24         get a fair value out of my mi lk.   
 
           25                       The second thin g is I'm glad to see  
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            1         that we're talking a lot abou t the producer to the  
 
            2         retail spread.  I believe tha t the co-ops and the  
 
            3         processors are kind of pass t hrough companies and  
 
            4         the milk, every bit of milk t hat's produced every  
 
            5         day has to be marketed and so mewhere along the  
 
            6         line, we are missing out by n ot being able to get  
 
            7         rid of our surplus supplies.   
 
            8                       It's burdened o ur markets for a  
 
            9         long, long time and we have h ad low prices for way  
 
           10         too long and then the only wa y we finally do it is  
 
           11         when people run out of equity  and go out of  
 
           12         farming, then we're short, cr eating volatility.  I  
 
           13         think we've got to address th is and I'll even make  
 
           14         the point that today, we talk ed about volatility  
 
           15         being bad.  The problem today  is we don't have  
 
           16         enough volatility to get the market back  
 
           17         upstairs.   
 
           18                       We're down here  in the trenches, it  
 
           19         seems like, and until somebod y says we're short of  
 
           20         milk or something happens tha t we increase our  
 
           21         demand, that's what our probl em is.  So I would  
 
           22         say volatility is not all tha t bad, it's needed  
 
           23         right now.  Thank you. 
 
           24                       AUDIENCE MEMBER :  Hi, my name is  
 
           25         Alice Schneiderman and I'm fr om Madison,  
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            1         Wisconsin.  Thank you very mu ch for being here.   
 
            2         I'm a concerned mother and a concerned consumer.   
 
            3         I want to thank -- so I say t hank you to Secretary  
 
            4         Vilsack, because he asked som e really important  
 
            5         questions which pertain to my  health and to the  
 
            6         health of the planet.  He ask ed about, you know,  
 
            7         why are we in this contractio n situation of dairy  
 
            8         farmers, why aren't we in thi s expansion  
 
            9         innovation mode.   
 
           10                       Second of all, how can we get  
 
           11         younger people into farming.  Third of all, how  
 
           12         can we increase consumption o f milk, and fourth of  
 
           13         all, how can we create 100,00 0 new farms.   
 
           14                       Well, I underst and -- all right, I  
 
           15         don't understand the dairy in dustry.  It is a very  
 
           16         complex, industrial giants, b ut what I do  
 
           17         understand is my relationship  to my farmer.  And I  
 
           18         think that in order to answer  these four  
 
           19         questions, we need to be able  to go to our farmer  
 
           20         and have a direct, on farm sa le relationship with  
 
           21         our farmer because we want ac cess to whole,  
 
           22         healthy, natural, real foods.    
 
           23                       I'm tired of go ing to the  
 
           24         supermarket and not having an y choices.  I'm tired  
 
           25         of reading labels.  I'm tired  of not trusting  
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            1         what -- where the food source  is coming from.  I  
 
            2         appreciate that the USDA is a sking us to know our  
 
            3         farmer, know our food sources .  I do know my  
 
            4         farmer, but right now, there' s a whole room of  
 
            5         people and legislation that's  standing between me  
 
            6         and my farmer to give me food s to feed to my  
 
            7         children that I know will bri ng them health and  
 
            8         wholeness and healing.   
 
            9                       I want to be ab le to go to my  
 
           10         farmer and buy the foods that  I want to buy.  I'm  
 
           11         not saying everybody wants to  do that, I'm not  
 
           12         saying everybody has to do th at, but it's my  
 
           13         right.  It's my right to have  the freedom to  
 
           14         choose what foods I feed to m yself and to my  
 
           15         children.  I can smoke cigare ttes, I can drink  
 
           16         alcohol, I can ride a motorcy cle, but yet I can't  
 
           17         go and have a relationship wi th my farmer and buy  
 
           18         products from my farmer becau se of laws that are  
 
           19         stopping me and people that a re stopping me right  
 
           20         here in the State of Wisconsi n.  Thank you for  
 
           21         being here and thank you for listening.   
 
           22                       AUDIENCE MEMBER :  I'm Don  
 
           23         Reifer(phonetic) from Dodgevi lle, Wisconsin, just  
 
           24         down the street here 40 miles  to the west.  I farm  
 
           25         with my wife Pauline who is a t home doing the work  
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            1         that needs to be done every d ay.  We run about 80  
 
            2         cows, and a lot of times the farm runs us.  I came  
 
            3         here today because I feel tha t we need to do  
 
            4         something in the dairy indust ry and I thank the  
 
            5         workshop committee for puttin g this together to  
 
            6         listen to us.   
 
            7                       We need a suppl y management plan  
 
            8         because of what comes off in the dairy industry,  
 
            9         is that when we get a high pr ice, we produce  
 
           10         more.  When we get a low pric e, we produce more  
 
           11         and then we got bankers to sa y that you have to  
 
           12         pay for them free stall barns  that you couldn't  
 
           13         pay for the last free stall b arn, because you  
 
           14         couldn't pay for last free st all barn that you  
 
           15         built before that one, so we would have more and  
 
           16         more and more and we keep sho oting ourselves in  
 
           17         the foot.   
 
           18                       And what that b eing said, I'd say  
 
           19         that we do need a supply mana gement plan.  Here in  
 
           20         the Midwest, doesn't think th at we need one, but I  
 
           21         do think that we need one.  I  think that we need  
 
           22         to develop something that's c alled a parallel  
 
           23         marketing, is the term that I 've come up with,  
 
           24         where we sell our milk for th e same price off the  
 
           25         farm as what they do in the m arketplace on a  
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            1         parallel line like a railroad  track.   
 
            2                       We've got quest ions about Chicago.   
 
            3         I think that the first and fo remost thing, I'm not  
 
            4         sure just how well the co-ops  work for us.  In my  
 
            5         opinion, if it's working so w ell, I question why  
 
            6         we're standing here today wit h our poor milk  
 
            7         prices.  Have they been doing  the job that they're  
 
            8         supposed to have been doing?  Farmers need price,  
 
            9         but not only do we need price , we need a profit.   
 
           10                       We bought our p lace in 1981 from my  
 
           11         dad, he moved there in '55.  The place has been  
 
           12         paid for for 10 years.  This last year has been  
 
           13         pretty tough, just borrowing from what we've gone  
 
           14         through in the past.  The ind ustry needs change.   
 
           15         The reason it needs change is  because when they  
 
           16         pull the cheese out of storag e when the price  
 
           17         rallies, there goes flops the  market.  You got a  
 
           18         problem with Chicago manipula ting prices.   
 
           19                       We got exports not getting the job  
 
           20         done, we got imports bringing  it in, uninspected  
 
           21         bunch of slop, farmers co-ops ' boards really don't  
 
           22         do what the farmers are suppo sed to do for the  
 
           23         farmers.  We all get bled dry  until we can't go no  
 
           24         more and then just here comes  another safety net  
 
           25         in to save the ones we all ju st got squeezed out  
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            1         and then we've got this real soft topic that  
 
            2         nobody wants to touch on in e very meeting I go to,  
 
            3         but they all agreed with me o n the sidelines.   
 
            4                       We've got an aw ful lot of illegal  
 
            5         labor force milking an awful lot of cows, putting  
 
            6         me out of business every day of the week.  They  
 
            7         don't belong here.  The law's  already in place and  
 
            8         they're putting me out of bus iness every day of  
 
            9         the week and I don't care if the rest of the  
 
           10         community wants to have them here, that's fine and  
 
           11         cool, but don't take me down with you.  Thank you. 
 
           12                       AUDIENCE MEMBER :  Hello my name is  
 
           13         John Peck, I work with Family  Farm Defenders.  I  
 
           14         also grew up on a farm in cen tral Minnesota,  
 
           15         Stearns County, which is one of the top dairy  
 
           16         counties in the country and I  was there last week  
 
           17         working on my folks' farm and  there's hardly any  
 
           18         dairy farms left around me.  I grew up with all  
 
           19         sorts of farmers who are dair y farm members,  
 
           20         neighbors.  Now there's only one left and it's  
 
           21         really sad that dairy farmers  are in that  
 
           22         straight.   
 
           23                       We have more pr isoners than farmers  
 
           24         in the United States now and that should not be  
 
           25         the future of this country.  I think we should  
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            1         have more farmers, not less, and I've been down to  
 
            2         the Chicago Mercantile Exchan ge many times with  
 
            3         dairy farmers to try figure o ut where their prices  
 
            4         are set and it's really distu rbing to meet some of  
 
            5         the traders there.  These are  people that are  
 
            6         dictating our lives every day , many of them not  
 
            7         even been to a dairy farm.   
 
            8                       And they're dec iding prices around  
 
            9         the world, not only in the Un ited States, but  
 
           10         around the world.  They're be ing set in Chicago  
 
           11         and we heard some very good t estimony from  
 
           12         economists here today.  I act ually have a degree  
 
           13         in economics, that's why I ca me to UW-Madison.  I  
 
           14         now teach economics at the te chnical college  
 
           15         here.  It's really hard to ex plain to my students  
 
           16         why that's no connection betw een what farmers get  
 
           17         at the farm gate and what con sumers pay at the  
 
           18         store.   
 
           19                       That's not what  I'm supposed to be  
 
           20         teaching in economics.  That' s not a free market,  
 
           21         that's a corporate controlled  market.  That's what  
 
           22         we call an oligopoly or monop oly.  That's not a  
 
           23         real free market system, and it's really sad that  
 
           24         we've heard that less than tw o percent of that  
 
           25         cheese market is wagging the dog, basically, down  
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            1         in Chicago.  That's not a fai r market situation at  
 
            2         all.  It's rife for corruptio n, speculation,  
 
            3         manipulation.   
 
            4                       And I remember years ago I was  
 
            5         first exposed to this as a st udent here at  
 
            6         UW-Madison.  I was up at the capital and there was  
 
            7         farmers stomping on boxes of Velveeta Cheese in  
 
            8         the state capital, some of yo u here might remember  
 
            9         that.  That was when the Gree n Bay Cheese Exchange  
 
           10         was still operating.  Tommy T hompson said okay,  
 
           11         this is enough, but then they  just moved it to  
 
           12         Chicago.  It didn't go away, it just went to a  
 
           13         worse scenario, worse -- it's  gotten worse since  
 
           14         then, in my estimation.   
 
           15                       So we deserve a  fair market, we  
 
           16         don't deserve a manipulated m arket.  I mean, we've  
 
           17         heard some excellent proposal s here today, why is  
 
           18         the fluid milk price pegged t o cheddar cheese?   
 
           19         Why not mozzarella?  Mozzarel la is the top cheese  
 
           20         in the country now, not chedd ar.  Shouldn't we be  
 
           21         talking to the pizza dealers to set the milk  
 
           22         price?  That's what we ought to do.  Why don't we  
 
           23         have a direct pricing functio n?   
 
           24                       The DOJ and the  USDA need to deal  
 
           25         with current lawsuits that ar e pending.  We've had  
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            1         rafts of them waiting to be d ealt with, and the   
 
            2         $12 million fine against DFA is not enough.   
 
            3         That's a slap on the wrist fo r a very corrupt  
 
            4         co-op, which some of my farme r members have to  
 
            5         deal with.  That's just a sla p on the wrist.   
 
            6         They'll continue doing -- the y have been  
 
            7         continuing to do that, what t hey've done before.   
 
            8                       We're dealing w ith a captive supply  
 
            9         situation, very similar to po ultry or beef, where  
 
           10         basically, these companies an d these corrupt  
 
           11         co-ops are basically saying w e own that milk as  
 
           12         soon as it hits the bulk tank .  We buy it or you  
 
           13         dump it.  I mean, that's the only choice.  That's  
 
           14         not a fair market situation a t all, not fair at  
 
           15         all.   
 
           16                       And my dad used  to tell me whenever  
 
           17         you got too big for your brit ches, there's a  
 
           18         problem.  These co-ops and th ese corporations are  
 
           19         getting too big for their bri tches.  They're  
 
           20         controlling the majority of t he market.  They've  
 
           21         gotten too much power.  They need to be reigned  
 
           22         in.  When you're big, you can  be the gorilla in  
 
           23         the room.  Someone talked abo ut volatility is  
 
           24         profitability for these peopl e.  They don't want a  
 
           25         stable market, they want to w atch it bounce.   
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            1         That's how they make money.  That's what they're  
 
            2         doing.   
 
            3                       So I'm really h oping that the DOJ  
 
            4         and the USDA at these hearing s will listen to the  
 
            5         testimony you've heard, liste n to the farmers who  
 
            6         are here, not just the corpor ate representatives  
 
            7         and co-ops who may or may not  be speaking for  
 
            8         their members, actually liste n to the farmers who  
 
            9         are here and the consumers wh o are here about what  
 
           10         needs to be fair in the marke tplace.  It's  
 
           11         absolutely wrong that corpora tions and corrupt  
 
           12         co-ops are paying their farme r -- their CEOs  
 
           13         millions of dollars and consu mers and farmers are  
 
           14         going bankrupt or being price  gouged at the  
 
           15         store.   
 
           16                       It's just unfai r and, you know,  
 
           17         young people going into farmi ng, they should be  
 
           18         allowed to make it in farming .  I want to  
 
           19         encourage people to go into f arming, not  
 
           20         discourage them, so I'm hopin g that you'll listen  
 
           21         to the testimony today and ta ke it seriously and  
 
           22         that we actually see some act ion from DOJ.  Thank  
 
           23         you. 
 
           24                       AUDIENCE MEMBER :  Hi there, I'm  
 
           25         Kathy Ozer, I'm the director of the National  
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            1         Family Farm Coalition and for  more than 20 years,  
 
            2         I've been working in D.C. on behalf of family  
 
            3         farmers, many of whom -- some  of their powerful  
 
            4         voices, of Joel Greeno and Jo hn Peck just said and  
 
            5         other farmers are saying, and  I would just say  
 
            6         that there are many dairy far mers around the  
 
            7         country watching very closely  what is happening  
 
            8         not just today, but what happ ens in terms of  
 
            9         immediate action.   
 
           10                       They're on thei r farms working day  
 
           11         in and day -- all day, all ni ght, many on  
 
           12         conference calls light at nig ht on an almost  
 
           13         weekly basis trying to figure  out how to survive  
 
           14         the current crisis, how to ac cess credit, how to  
 
           15         make sure that there is a rea l change in the  
 
           16         system that has to come from the top with real  
 
           17         action by DOJ and by USDA.   
 
           18                       I just want to reiterate the  
 
           19         importance of the pending inv estigation or the  
 
           20         investigation that's been und er way at the  
 
           21         Department of Justice for the re to be action on  
 
           22         that case.  And I know Senato r Feingold a couple  
 
           23         years ago asked in a senate j udiciary committee  
 
           24         hearing about that investigat ion and Professor  
 
           25         Carstensen was there in the a udience as a witness  
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            1         and responded to it and I wou ld just say that that  
 
            2         senate judiciary committee he aring helped elevate  
 
            3         the issues.  And today's hear ing is a really  
 
            4         important step in just it bei ng so clear how  
 
            5         important it is for there to be action taken at  
 
            6         this level.   
 
            7                       The one other p oint I would just  
 
            8         make is that it was a really busy week in  
 
            9         Washington this past week on many of the issues we  
 
           10         work on and both the publicat ion of the Packers  
 
           11         and the GIPSA rule that was p art of the 2008 farm  
 
           12         bill is an important opportun ity this next 60 days  
 
           13         for there to be public commen t, to make sure that  
 
           14         we strengthen that rule, that  we take the pieces  
 
           15         that are really great, that a re part of the  
 
           16         poultry provisions, we hopefu lly strengthen some  
 
           17         of the livestock provisions a nd that we have real  
 
           18         changes in the law that has n ot been implemented  
 
           19         for many decades.   
 
           20                       And then the ot her issue is that  
 
           21         the Supreme Court ruled also earlier this week  
 
           22         around GE alfalfa and a comme nt was made earlier  
 
           23         on one of the panels and for family farmers and  
 
           24         the farmers we work with, whi le it was a 7 to 1  
 
           25         decision, it's really a victo ry for farmers, for  
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            1         USDA to have to go through en vironmental impact  
 
            2         statement and really review p ending applications  
 
            3         for genetically engineered se eds and crops.   
 
            4                       And so these ar e all issues that  
 
            5         take all of us and consumers who've spoken out  
 
            6         joined with us as farmers and  everyone else to  
 
            7         make a difference in our food  supply and a  
 
            8         difference from the ground up  so that farmers can  
 
            9         make a decent living, stay on  their farms and  
 
           10         consumers can have access to the kinds of quality  
 
           11         food that they deserve as wel l.  Thank you. 
 
           12                       AUDIENCE MEMBER :  Russell, thank  
 
           13         you for listening.  My name i s Pete Hardin.  I  
 
           14         edit and publish the Milkweed  newspaper and in 40  
 
           15         years as a dairy journalist, I have never seen  
 
           16         such an inequitable mess in a n economic sense as  
 
           17         we've got in dairy.  One over view and then three  
 
           18         specific suggestions.  We're really -- we're not  
 
           19         just in the milk business or the cheese business,  
 
           20         we're in the protein business .   
 
           21                       And in my opini on, there's an  
 
           22         evolving global scarcity of h uman quality  
 
           23         protein.  We see the oceans f ished out, we see the  
 
           24         U.S. beef cattle herd at its lowest level since  
 
           25         1952.  Human quality protein is scarcer and  
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            1         scarcer and I can think of no  finer, complete  
 
            2         protein than dairy based prot eins for those who  
 
            3         enjoy dairy products as part of their daily diet,  
 
            4         to provide this daily necessi ty for our bodily and  
 
            5         brain function.  So we're rea lly in the protein  
 
            6         business, let's remember that .   
 
            7                       Now, three spec ific suggestions.  I  
 
            8         think the U.S. Senate and Con gress ought to revise  
 
            9         the Capper-Volstead Act to in clude limited  
 
           10         exemptions for agricultural c o-ops only for the  
 
           11         original procurement, transpo rtation and marketing  
 
           12         of the raw product.  In every  other sector of  
 
           13         cooperative endeavor, let the  co-ops compete on  
 
           14         the same basis as the rest of  the world, in  
 
           15         finance and ideally, financia l transparency, et  
 
           16         cetera.  But I think the 90 y ear old Capper- 
 
           17         Volstead Act needs to be pull ed in for an overhaul  
 
           18         and that's the bailiwick of t he legislators.   
 
           19                       Secondly, as Dr . Cotterill from  
 
           20         U-Conn suggested today, if we  track the money in  
 
           21         the marketplace as we have be en discussing all  
 
           22         day, I think we ought to cons ider a surtax on  
 
           23         dairy case profits at the ret ail level.  When I  
 
           24         was in Washington last fall, I bought a six-ounce  
 
           25         cup of yogurt for $1.59, plai n yogurt including  
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            1         milk protein concentrate as t he second leading  
 
            2         ingredient.   
 
            3                       That's $400 per  hundred weight farm  
 
            4         milk value for a product whic h only has a little  
 
            5         culture added to it.  It migh t have cost them $14  
 
            6         a hundred weight in milk cost , but by the time  
 
            7         that six-ounce container of y ogurt hit the  
 
            8         supermarket shelf in the Wash ington, D.C. area,  
 
            9         $400 a hundred weight if you value it back to the  
 
           10         farm.  That's where the money  is, at the  
 
           11         supermarket level.   
 
           12                       And finally, I think as a result of  
 
           13         what the DOJ and legislators are hearing, I think  
 
           14         the DOJ Antitrust Division ne eds the financial and  
 
           15         personnel resources to establ ish regional offices  
 
           16         staffed with investigators an d lawyers so that you  
 
           17         can field complaints on a mor e localized basis  
 
           18         where competition issues incl uded in agriculture  
 
           19         are of concern.  Thank you. 
 
           20                       AUDIENCE MEMBER :  If it's not  
 
           21         working, I'll just scream, is  that okay?   
 
           22                       MR. FERRELL:  J ust talk as loud as  
 
           23         you can. 
 
           24                       AUDIENCE MEMBER :  For 25 years,  
 
           25         I've been honored to work wit h Willie Nelson at  
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            1         Farm Aid and to work under hi s leadership and  
 
            2         number one, we have learned t he importance of  
 
            3         listening.  Willie has led us  in the practice of  
 
            4         listening and we have listene d to family farmers  
 
            5         for 25 years and taken their leadership.  I want  
 
            6         to say that I feel like at ti mes, Farm Aid's  
 
            7         hotline, which has been exist ing every day since  
 
            8         the very first Farm Aid in 19 85 is the canary in  
 
            9         the mine.   
 
           10                       And about a yea r and half ago, we  
 
           11         realized how bad it was to th e dairy farmers and  
 
           12         without any question, the urg ency of the dairy  
 
           13         farmer right now is the great est urgency of family  
 
           14         farmers in this country and I  want to speak to the  
 
           15         urgency of this moment and th e opportunity of this  
 
           16         moment also, because we recog nized -- yesterday  
 
           17         Mr. Heffernan said in one of our workshops that we  
 
           18         have an opportunity now that we haven't had for  
 
           19         years in Washington and we re cognize that and we  
 
           20         recognize how important it is  to move in this  
 
           21         period of time.   
 
           22                       So I want to sa y that Farm Aid  
 
           23         stands with family farmers.  We are here to both  
 
           24         listen and we also believe, a s Willie believes,  
 
           25         that family farmers have the solutions.  We  
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            1         realize that the consequences  of a revitalized  
 
            2         dairy policy can lead to a re vitalized economy.   
 
            3         Farm Aid just did a study on the economic stimulus  
 
            4         that a family farm economy gi ves to everyone when  
 
            5         you invest in a family farm s ystem of agriculture  
 
            6         and we have a report here whi ch I'd love to share  
 
            7         with anybody that is interest ed in it.     
 
            8                       I asked the Sec retary if he was  
 
            9         interested when we told him w e were doing it a  
 
           10         year ago and I think he's ver y interested in it  
 
           11         and I'd like to share it with  everybody.  So thank  
 
           12         you.  It's very important tha t you're all here  
 
           13         listening and it's very impor tant that many  
 
           14         people -- I want -- of course  you know that for  
 
           15         the many people here today, s o many couldn't be  
 
           16         here, especially dairy farmer s.  Thank you. 
 
           17                       AUDIENCE MEMBER :  My name is Lisa  
 
           18         Jacobson, I'm from Milwaukee,  Wisconsin and I'm a  
 
           19         consumer of unpasturized milk .  Senator Feingold,  
 
           20         thank you for coming back to listen to us.  The  
 
           21         reason I'm here is to support  my farmer and in  
 
           22         being a consumer of raw, unpa sturized, healthy  
 
           23         milk, I guess I am a criminal  because I'm aiding  
 
           24         and abetting in a criminal ac t by purchasing  
 
           25         illegally sold milk.   
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            1                       That being said , my hope from this  
 
            2         public meeting is it could be  instrumental in  
 
            3         helping to end or reverse the  statewide and  
 
            4         federal interference of farms  that provide  
 
            5         healthy, health minded, consc ious citizens with  
 
            6         pure, wholesome, healthy, unp asturized milk.  It  
 
            7         appears blatant to me that pr ohibiting farms to  
 
            8         consumer unpasturized milk sa les is an illegal and  
 
            9         anticompetitive practice by r egulators and big  
 
           10         dairy industry, by only allow ing dairy processors  
 
           11         and plants to obtain raw milk  using pasturization  
 
           12         as the key to safety and cont rol.   
 
           13                       I would argue t hat consumers can  
 
           14         also pasturize or heat the mi lk at 165 degrees for  
 
           15         15 seconds, if that's the arg ument.  Big dairies,  
 
           16         regulators and lobbyists use mainstream media for  
 
           17         smear campaigns that all unpa sturized milk is  
 
           18         unsafe.  Yes, I would agree, factory farm milk,  
 
           19         raw milk from cows who suffer  from mastitis, their  
 
           20         tails are cut off for efficie ncy and they can't  
 
           21         swat flies, they're never all owed to live outside  
 
           22         or graze naturally, but inste ad, fed unnatural  
 
           23         grain based diets infused wit h antibiotics and  
 
           24         growth hormones, wallowing in  their own feces on  
 
           25         concrete, bedded on recycled manure and living in  
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            1         factory farms or calf huts wi th manure lagoons  
 
            2         replacing pastures, polluting  the air with  
 
            3         hydrogen sulfide, ammonia for  surrounding  
 
            4         neighbors and communities and  whose milk is then  
 
            5         co-mingled into silo milk and  shipped across the  
 
            6         country, I would agree that m ight be unsafe raw  
 
            7         milk. 
 
            8                       So if pasturiza tion by conventional  
 
            9         dairy industry standards with  this type of  
 
           10         frightening logic is the answ er to sanitizing  
 
           11         milk, then I don't want indus trial dairy products  
 
           12         or want to feed to it my chil dren.  All I want and  
 
           13         hope for is safe, healthy, wh olesome, unpasturized  
 
           14         milk from healthy dairy cows grazing on healthy  
 
           15         pasture from my small farmer who uses sustainable  
 
           16         agricultural practices.   
 
           17                       And to rephrase  a quote by Joel  
 
           18         Salatin of Polyface Farms in Virginia, my wish is  
 
           19         that a consumer group will gr ow to advocate  
 
           20         legalizing unpasturized milk to be at least as big  
 
           21         as the National Rifle Associa tion.  And I also  
 
           22         wanted to say I went to the h earing for legalizing  
 
           23         raw milk in Wisconsin and the re was 658 people  
 
           24         present that were in support.   They went all the  
 
           25         way to Eau Claire to support the legalization of  
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            1         raw milk and there was about 20 people against it  
 
            2         at this hearing that represen ted big dairy  
 
            3         regulators.   
 
            4                       And unfortunate ly, the lobbyists  
 
            5         got to Governor Doyle to veto  this when all the  
 
            6         assembly or the majority of t he assembly and  
 
            7         almost unanimously the Senate  voted to legalize  
 
            8         the raw milk.  Thank you. 
 
            9                       AUDIENCE MEMBER :  Good afternoon.   
 
           10         My name is Diego Calderon and  I'm an immigrant, a  
 
           11         veterinarian, a dairy researc her, a dairy  
 
           12         consultant.  I have been real ly sad to witness how  
 
           13         the farmers and especially th e dairy farmers are  
 
           14         disappearing little by little  from the countryside  
 
           15         at such a high pace that they  are going to be soon  
 
           16         in a high rank in the least o f the endangered  
 
           17         species close to extinction.  If there is going to  
 
           18         be a set of laws that are goi ng to allow the  
 
           19         farmers to get out of the end angered species list,  
 
           20         it has to be a law focused in  giving the farmers  
 
           21         their independence back.   
 
           22                       And I mean by i ndependence the  
 
           23         freedom to produce and use th eir own clean and  
 
           24         renewable sources of energy, farmers free to buy,  
 
           25         plant, grow, harvest their ow n crops and seeds,  
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            1         buy their supplies from where ver they want and  
 
            2         sell their produce to whomeve r they want, dairy  
 
            3         farmers free to produce and s ell their top quality  
 
            4         milk in the way they decide t o do, raw,  
 
            5         pasturized, in the form of ch eese or a wide  
 
            6         variety of dairy products.   
 
            7                       On the other ha nd, for avoiding a  
 
            8         crisis in the future, those l aws also have to  
 
            9         address and take into account  two actors in the  
 
           10         play, the immigrant workers a nd the cows.  Dairy  
 
           11         farmers can't hire an immigra nt worker for more  
 
           12         than six months right now leg ally.  Animal welfare  
 
           13         has to be taken very seriousl y, because we have  
 
           14         seen already if an animal is mistreated, it's not  
 
           15         that animal who is going to s uffer.  It's the  
 
           16         whole dairy industry and the dairy farmers.  Thank  
 
           17         you. 
 
           18                       AUDIENCE MEMBER :  My name is Ken  
 
           19         Boyd from McFarland, Wisconsi n.  I'm here as a  
 
           20         consumer and a taxpayer and I  first want to  
 
           21         comment on a few things I've observed here today.   
 
           22         The first one is it would be the object of a  
 
           23         cheese buyer at the market to  buy the cheese at  
 
           24         the absolute lowest price he can get it for.  I  
 
           25         don't understand how the pric e of milk can be  
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            1         based on an absolute lowest p ossible price of  
 
            2         cheddar cheese.   
 
            3                       Second observat ion is on the  
 
            4         co-ops, if these co-ops claim  to be helping these  
 
            5         farmers so much, why aren't t hey all getting  
 
            6         together, teaming up, going t o these processors  
 
            7         and saying this is how much y ou will pay us for  
 
            8         our milk.  The processor will  then have to go to  
 
            9         Wal*Mart and say this is how much you will pay us  
 
           10         for our milk.  Everybody gets  a fair share.   
 
           11                       I'm here to com ment on a severe  
 
           12         blow to the -- some small far mers of Wisconsin.   
 
           13         There's a huge, rapidly growi ng interest in going  
 
           14         back to the thousands of year s tradition of  
 
           15         drinking unadulterated, safe,  healthy, raw milk.   
 
           16         Mr. Doyle's veto of that bill  that our  
 
           17         legislators, yes, our employe es, passed because we  
 
           18         the people of this state aske d and demanded that  
 
           19         they do so.  Government works  for us, the people.   
 
           20                       The governor of  this state bowed  
 
           21         down to pressures from mega c orporate farms and  
 
           22         their associations and refuse d to give us, the  
 
           23         people, what we demanded.  I assume he thinks that  
 
           24         we're too stupid as a people to know what is best  
 
           25         for the better good.  We the people of this  
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            1         country are rising up against  corporations running  
 
            2         this government, controlling our politicians and  
 
            3         our judges with their campaig n donations.   
 
            4                       Mr. Doyle's vet o is forcing many  
 
            5         farms out of business, such a s Vernon Hershberger  
 
            6         farm, most recently attacked,  also the Trautman  
 
            7         farm and many, many others th at are only providing  
 
            8         an educated, well informed, h ugely growing group  
 
            9         of a dairy product that they want to consume and  
 
           10         will consume, veto or no veto .  I understand that  
 
           11         there's a fear that if someon e should get sick  
 
           12         from raw milk that our dairy image would be  
 
           13         tarnished.   
 
           14                       This is unfound ed fear propagated  
 
           15         by mega-corporate farm to squ ash out the fast  
 
           16         growing competitor who are se lling a product that  
 
           17         they cannot provide because o f their size and  
 
           18         dynamics.  Consumption of raw  milk is not some new  
 
           19         idea that nobody knows the ri sks of like BGH and  
 
           20         growing levels of antibiotics  in some products.   
 
           21         It has been tested for thousa nds of years and has  
 
           22         been proven to be safe and th e fact that raw milk  
 
           23         is consumed all over the worl d still today.   
 
           24                       Will someone ge t sick from raw  
 
           25         milk?  Yes, just the same as no one in this room  
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            1         can deny people also get sick  from pasturized  
 
            2         milk.  As you in the news hav e probably -- as you  
 
            3         should see on the news, peopl e in this country are  
 
            4         getting agitated.  We are get  sick and tired of  
 
            5         corporations running the gove rnment.  The  
 
            6         Constitution of the United St ates says we, the  
 
            7         people, not we, the corporati ons.  We, the people  
 
            8         of this state spoke on the ra w milk issue.  Our  
 
            9         legislators listened and agre ed.   
 
           10                       We will continu e to fight with  
 
           11         more, bigger and conviction t han ever before for  
 
           12         our right to consume raw milk  and to save the  
 
           13         countless farmers who have su rvived by finding  
 
           14         this niche market and for the  opportunity for  
 
           15         young farmers to start up new  farms for this  
 
           16         demanded product.  Thank you.  
 
           17                       AUDIENCE MEMBER :  Hello, my name is  
 
           18         Mary Koepke, I'm from Oconomo woc, Wisconsin.  I've  
 
           19         been here with my husband tod ay and it's been most  
 
           20         interesting and I do apprecia te your coming from  
 
           21         Washington to listen and as y ou can hear, we have  
 
           22         very divergent views on what a farm is, what food  
 
           23         should be, what we should get  for milk prices and  
 
           24         I appreciate your listening t o us.   
 
           25                       I'm one of thes e families that's a  
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            1         family corporate farm.  It wa s started by my  
 
            2         husband's parents about 60 ye ars ago and it was  
 
            3         the typical mom and pop opera tion with a little  
 
            4         over 100 acres of 30, 40 cows , you know, 20 to  
 
            5         40.  When Al came back from c ollege, he decided  
 
            6         after graduating from Madison  he wanted to be a  
 
            7         farmer and that he could do i t.  One of his  
 
            8         teachers said, you want to be  a farmer?  What are  
 
            9         you doing, you know, with all  the other things out  
 
           10         there, but this is what he wa nted to do.  His  
 
           11         brother came back five years later, he joined the  
 
           12         farm.   
 
           13                       So this farm ch anged from, you  
 
           14         know, just mom and dad milkin g the cows to a  
 
           15         family farm where there's now  the three brothers,  
 
           16         a nephew and there's some gre at nephews coming  
 
           17         along so that we hope that th ey will be a part of  
 
           18         the operation, too.  We do no w milk around 300  
 
           19         cows.  We do market that thro ugh DFA and it's been  
 
           20         a challenge to be a good stew ard of the soil, to  
 
           21         be a good corporate member of  the community and to  
 
           22         be innovative as it comes alo ng.  The  
 
           23         opportunities are there.   
 
           24                       AndI think toda y, there's so many  
 
           25         other farmers in the audience  I met who do, too.   
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            1         The family farm in many cases  has changed a lot.   
 
            2         I sat next to a gentleman fro m near Sheboygan who  
 
            3         I think there was two or thre e generations going  
 
            4         together.  There was nine fam ily members who are  
 
            5         full-time employees as well a s, you know, other  
 
            6         employees and in our farm, to o, there are four  
 
            7         family members, but there's a lso seven other full- 
 
            8         time employees.   
 
            9                       So the land may  be more, there's  
 
           10         maybe smaller -- you know, th e farm is only one,  
 
           11         but it's encompassing a lot o f people working  
 
           12         together and I do believe in the dairy industry in  
 
           13         the United States and Wiscons in.  Thank you for  
 
           14         listening. 
 
           15                       AUDIENCE MEMBER :  Good afternoon.   
 
           16         My name is Tom Kriegl, I'm wi th the University of  
 
           17         Wisconsin Center for Dairy Pr ofitability and first  
 
           18         let me thank Senators Feingol d, Kohl, Secretary  
 
           19         Vilsack, Assistant Attorney G eneral Varney and all  
 
           20         the other folks from those ag encies that are here  
 
           21         today to listen to concerns f rom people in the  
 
           22         dairy industry.   
 
           23                       I don't do rese arch on market  
 
           24         structure, but I do work with  dairy farmers on  
 
           25         their cost of production and so forth and I'm very  
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            1         much aware of the intense env ironment that's been  
 
            2         going on the last 18 months a ll around the country  
 
            3         with dairy farms.  And I do u nderstand some  
 
            4         economic theory and have some  empirical evidence  
 
            5         that I can talk about and tie  in a little bit of  
 
            6         my own research as well.   
 
            7                       Economic theory  says that a  
 
            8         perfectly competitive market provides the greatest  
 
            9         good to the greatest number i n the economy and it  
 
           10         further says that a perfectly  competitive market  
 
           11         is one in which there's many buyers and sellers,  
 
           12         none of which has more influe nce than anyone else  
 
           13         on setting the price.   
 
           14                       We do not have a perfectly  
 
           15         competitive market anywhere.  I don't know that we  
 
           16         ever had, but at one time, we  were a lot closer to  
 
           17         it than we are today, in most  of our industries,  
 
           18         and that would include the fo od industry.  Too  
 
           19         much power concentrated in an y single place is bad  
 
           20         for the economy and society, and when most people  
 
           21         think about too much power co ncentrated in one  
 
           22         place, they think of it being  concentrated in  
 
           23         government and that can certa inly be a problem,  
 
           24         but too much power concentrat ed in a large company  
 
           25         can be equally bad.   
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            1                       And those that didn't understand  
 
            2         that or forgot that, the grea t recession that  
 
            3         we're still suffering from an d the BP oil spill  
 
            4         demonstrates what can happen and how costly it can  
 
            5         be when perfect competition i sn't maintained and  
 
            6         when there's too little gover nment regulation of  
 
            7         things that go on.  I could h ear comments earlier  
 
            8         today that I think a lot of p eople associate  
 
            9         government regulation in rega rd to the dairy  
 
           10         industry as being supply mana gement.   
 
           11                       And that can be  one form of  
 
           12         government regulation, but ce rtainly, the  
 
           13         government has an important r ole in regulating the  
 
           14         market, which doesn't necessa rily -- it can mean  
 
           15         supply management, but it cer tainly doesn't have  
 
           16         to and that's not what I'm ta lking about here in  
 
           17         my testimony.  I'm talking ab out regulating the  
 
           18         markets so that there is mark et transparency,  
 
           19         providing good information to  everyone and  
 
           20         antitrust enforcement, which is one of the focuses  
 
           21         of today's hearing.   
 
           22                       Nobel laureate economist Joe  
 
           23         Stiglitz at Columbia Universi ty wrote an article  
 
           24         about 18 months ago regarding  the financial crisis  
 
           25         called, "The Five Mistakes of  the Capitalist  
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            1         Fools."  And it was quite a l engthy article, but  
 
            2         well written and so forth, bu t he summarized the  
 
            3         mistake down to one sentence,  which I'll quote    
 
            4         it, is the financial crisis o r the great recession  
 
            5         was caused by, quote, "A beli ef that markets are  
 
            6         self-regulating and that the role of government  
 
            7         should be minimized," unquote .   
 
            8                       Another Nobel l aureate economist by  
 
            9         the name of Paul Krugman from  Princeton University  
 
           10         recently put out a chart in w hich he divided the  
 
           11         post World War II period into  two periods, so from  
 
           12         1947 to 1980 and then from 19 80 on.  And he showed  
 
           13         in his chart that the economi c activity, that the  
 
           14         performance of the economy wa s far better from  
 
           15         1947 to 1980, a period that i s often criticized as  
 
           16         a period of over regulation, and of course, since  
 
           17         1980, has been a period of mu ch less government  
 
           18         regulation.   
 
           19                       As we heard thi s afternoon, there  
 
           20         is a greater concentration of  power, market power  
 
           21         and imbalance of market power  in many industries  
 
           22         in our economy and that would  include the food  
 
           23         industry.  How bad is it?  I' m not the expert on  
 
           24         that, but I do know that the imbalance is worse  
 
           25         than it was say back before 1 980.  In my memory, I  
 
                 PROFESSIONAL REPORTERS, LTD. 



                                 376 
 
              TRANSCRIPT OF PROCEEDINGS 6/25/2010 
 
            1         think the recent antitrust ac tion against the  
 
            2         Dean/Foremost sales is the fi rst one I can  
 
            3         remember in my memory, not th at I followed it that  
 
            4         closely, that any kind of a m erger of any set of  
 
            5         companies has been opposed by  the Antitrust  
 
            6         Division since 1980.   
 
            7                       I can remember a lot of mega- 
 
            8         mergers in a lot of other ind ustries that have  
 
            9         happened that have allowed a lot of concentration  
 
           10         of market power.  So as an ec onomist and believing  
 
           11         in perfect competition, I fin d it appalling that  
 
           12         our antitrust enforcement has  not been more  
 
           13         vigorous than it has been in the past and I  
 
           14         certainly encourage that it b ecome more vigorous  
 
           15         again.   
 
           16                       Dr. Ron Cotteri ll from U-Conn who  
 
           17         was on the panel this afterno on made several  
 
           18         recommendations that I won't try to repeat, but  
 
           19         they were excellent suggestio ns that I would  
 
           20         encourage the Department to p ursue.  I'd like to  
 
           21         make one or two more comments  before I finish  
 
           22         here.  We heard on our panel -- we had a panel  
 
           23         that ranged in size from 48 c ows from Kendall,  
 
           24         Wisconsin to 14,000 cows from  Las Cruces, New  
 
           25         Mexico, I think, and all of t he farmers that were  
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            1         in front of us indicated that  they were bleeding.   
 
            2                       And so if econo mies of scale is the  
 
            3         answer in production agricult ure, how much bigger  
 
            4         than 14,000 cows does one hav e to get to support a  
 
            5         family?  Actually, my own res earch indicates that  
 
            6         the economies of scale in the  production side  
 
            7         occurs at a much smaller leve l than most people  
 
            8         think.   
 
            9                       So I guess in s ummary, I'd  
 
           10         certainly encourage that USDA  and the Department  
 
           11         of Justice take seriously the ir roles in creating  
 
           12         a level playing field in the food industry so that  
 
           13         our smaller players are not d isadvantaged as they  
 
           14         often have been in the past.  Thank you. 
 
           15                       AUDIENCE MEMBER :  Hello, my name is  
 
           16         Steve Horstman from west cent ral Wisconsin.  I  
 
           17         would like to thank everybody  who took their time  
 
           18         from Washington to come out a nd show their  
 
           19         interest in the dairy and the  food industry,  
 
           20         especially to Senator Feingol d for taking the time  
 
           21         to come back to listen to us.   I would comment on  
 
           22         a few things that I've heard here today.  First,  
 
           23         to Professor Carstensen, the main reason I chose  
 
           24         my co-op, which is DFA, by th e way, was for their  
 
           25         transparency of governance an d for their policy on  
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            1         milk pricing and their attemp t to return more  
 
            2         dollars to the farmers.   
 
            3                       My second point  to those of you who  
 
            4         claim that your dairy co-op d oesn't care, go to  
 
            5         your local meeting.  Speak up , change it.  If you  
 
            6         don't like it, pick a differe nt one.  Find one  
 
            7         that will work for you and yo ur philosophy on  
 
            8         dairy production and marketin g.  To Mr. Peperzak,  
 
            9         when you went to your milk ma rketer, why did you  
 
           10         think they were going to give  you a list of  
 
           11         producers with which you were  going to use against  
 
           12         them?  No other company, no m atter what structure  
 
           13         they're under, whether it's s ole proprietorship,  
 
           14         corporation, cooperative, is going to give you the  
 
           15         bullets to put in the gun to use against them.   
 
           16                       And the people who have brought  
 
           17         their fight for raw milk to a  venue that wasn't  
 
           18         listed as a fight for raw mil k, you've had your  
 
           19         shot.  I consume raw milk.  I 've done so for over  
 
           20         45 years.  My family still do es, but I also had a  
 
           21         family friend whose son visit ed me and stayed with  
 
           22         our family for an overnight t o spend some time  
 
           23         with my son. 
 
           24                       He became very sick.  Are you ready  
 
           25         to do that to your children o r to your friend's  
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            1         children?  I don't see why yo u would.  It is a  
 
            2         very simple and it is a healt hy process to take  
 
            3         care of this milk and to elim inate those  
 
            4         unnecessary risks.  I graze m y cows.  I use  
 
            5         antibiotics on very limited, as-needed basis.  I  
 
            6         ensure that there's no antibi otics going back into  
 
            7         my -- into the milk supply ch ain and I strive to  
 
            8         replicate an environment when  they're not on grass  
 
            9         that simulates a day on the b each under an  
 
           10         umbrella with an all you can eat buffet.   
 
           11                       I take care of my cows.  There is  
 
           12         not a single dairy farmer out  there in all the  
 
           13         videos that you can find on Y ou-Tube, there's not  
 
           14         a single owner of a cow abusi ng his cattle.  Those  
 
           15         are employees who don't care.   They're  
 
           16         unsupervised, they're there f or the check.  I  
 
           17         believe very much that the da iry farmers in this  
 
           18         country care for their cattle .  They care for the  
 
           19         consumers and they care for t he American people.   
 
           20         Thank you. 
 
           21                       AUDIENCE MEMBER :  I guess you saved  
 
           22         the best for last, at least I  hope I am.  Doug  
 
           23         Tate, Winnebago County, Wisco nsin.  My wife Debbie  
 
           24         and I farm 120 acres.  We mil k 40 cows.  We're  
 
           25         small by all standards.  We s tarted 40 years ago  
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            1         almost.  I don't feel that ol d, but I guess I'm  
 
            2         getting there.  My knees are shot.  I thought by  
 
            3         now I'd be able to start to w ind it down and think  
 
            4         about retirement.   
 
            5                       The last couple  of years have been  
 
            6         really difficult for us.  We did manage to get our  
 
            7         farm paid for.  We still have  a lot of debt in  
 
            8         personal machinery and cattle  yet.  Like I said,  
 
            9         my knees are shot.  I belonge d to a number of  
 
           10         co-ops over the years.  I'm a  dyed and blue co-op  
 
           11         member.  They've been there f or us many times  
 
           12         through the thick and the thi n.  I started out  
 
           13         with a local co-op to ship my  milk to, then went  
 
           14         to a regional co-op and now I 'm with a national  
 
           15         co-op and that national co-op  has helped me  
 
           16         realize a little better pay p rice.   
 
           17                       We've had troub le in the past with  
 
           18         some events.  My co-op now an d I'm proud to say  
 
           19         about it is DFA.  We've had s ome problems, but we  
 
           20         are a very transparent co-op.   When I leave the  
 
           21         farm to go to anything that i nvolves the co-op,  
 
           22         I'm also working.  I'm not ju st there for fun.  I  
 
           23         work for the co-op, I come ba ck and I report to my  
 
           24         members that I represent.  I' m on the resolutions  
 
           25         committee for DFA on the corp orate level and I do  
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            1         not mind it.   
 
            2                       Some of the far mers in our  
 
            3         organization don't want anyth ing to do with the  
 
            4         management of the co-op or th ey're too busy on  
 
            5         their farms working for it.  I like it.  I like to  
 
            6         know what's going on in our c o-op.  I like to know  
 
            7         how we manage it.  In the fut ure, I'm going to  
 
            8         stay more involved with the c o-op, because like I  
 
            9         say, I'm proud of them.   
 
           10                       And then in the  future, I'm  
 
           11         thinking that what we need to  do is not just  
 
           12         address DOJ issues to realize  a better pay price  
 
           13         for members.  We need to star t to think about  
 
           14         revising the federal orders, because I think  
 
           15         they're the things that are s tymieing us, in a  
 
           16         way.  They're archaic, they'r e old and it just  
 
           17         doesn't -- like you heard, tw o percent of the milk  
 
           18         gets the -- determines part o f our pay price, we  
 
           19         need to look at that real ser iously.  And again,  
 
           20         I'm a proud member of DFA.  T hank you. 
 
           21                       AUDIENCE MEMBER :  Thank you, I'm  
 
           22         also proud to be a member of DFA.  However, my  
 
           23         concern today is this raw mil k issue.  My wife and  
 
           24         I have raised six daughters, four sons, two foster  
 
           25         sons, they all got raw milk o ut of the tank as we  
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            1         did, you know, for years.  I have -- about 10  
 
            2         years ago, I discovered I had  a high cholesterol  
 
            3         count, very high, and I subse quently decided I  
 
            4         should drink -- or the doctor  decided I should  
 
            5         drink skim milk.   
 
            6                       We even tried g etting the little  
 
            7         gallon jug with a spigot on t he side and we would  
 
            8         drink the skim milk and feed the cream to the  
 
            9         dogs.  It didn't work, there was nothing under two  
 
           10         percent.  So I started buying  my skim milk from  
 
           11         the store, it happened to be pasturized, about  
 
           12         seven years ago.  I have not had a sore throat  
 
           13         since.  That's what I'll say about raw milk.  It's  
 
           14         not worth the risk.  Thank yo u. 
 
           15                       AUDIENCE MEMBER :  Hello, my name is  
 
           16         Randy Kohler.  I'm from weste rn Wisconsin and I  
 
           17         believe in co-ops, used to se ll my milk to AMPI  
 
           18         years ago, became a member of  DFA -- well, at  
 
           19         MidAmerican Dairies, now DFA,  15, 20 years ago,  
 
           20         and I couldn't be happier wit h the leadership of  
 
           21         DFA.  I believe they're very transparent these  
 
           22         days and they give us a lot o f knowledge that we  
 
           23         can use.  We come to things l ike this, we're  
 
           24         encouraged to go to things li ke this, be active,  
 
           25         grass roots.   
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            1                       I go back home and I have neighbors  
 
            2         that sell to other co-ops, I have neighbors that  
 
            3         sell to the local, family own ed cheese plant that  
 
            4         is 10 miles from my place and  they ask me what's  
 
            5         going on, what did you learn at that meeting you  
 
            6         went to, and I tell them and they say, yeah, we'd  
 
            7         find that stuff out, but it w ould be a month later  
 
            8         and, you know, I wish more pe ople would come to  
 
            9         things like this.  I think th is has been a great  
 
           10         day.   
 
           11                       I thank everybo dy from the  
 
           12         government that came and list ened and put this on,  
 
           13         and hopefully we can get some thing done to raise  
 
           14         the milk price for farmers.  I'm not going to make  
 
           15         a suggestion, because you've heard about every  
 
           16         suggestion there is today, so  thank you. 
 
           17                       AUDIENCE MEMBER :  I'm going to  
 
           18         watch that green light up the re, because I'm from  
 
           19         Ohio and I know two minutes i s pretty quick.  I'll  
 
           20         try to do it in one.  On the raw issue, on raw  
 
           21         milk, my wife's first cousin,  very good friend, 15  
 
           22         years ago helped us on the fa rm for a while.  I  
 
           23         have tons of friends that hav e been to the house  
 
           24         that's drank my whole milk ou t of the tank.  I  
 
           25         milk about 130 cows.   
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            1                       She got deathly  sick heading to New  
 
            2         York for her summer job, spen t three or four days  
 
            3         in the hospital and they out of the blue, did you  
 
            4         drink any raw milk products.  It was a disaster.   
 
            5         She was really sick.  10 year s later, my oldest  
 
            6         son's sister-in-law, the same  exact thing.  She  
 
            7         was 14, a little younger.  Th ey're not used to the  
 
            8         pathogens in the milk and all  I'll say is she got  
 
            9         deathly sick for about a day.   If you drink raw  
 
           10         milk, and my kids -- I'm -- a lmost every farmer,  
 
           11         ever, Amish, there's tons of Amish that do it to  
 
           12         all their families, but you'r e at risk.   
 
           13                       And I think the  DOJ and our  
 
           14         government has -- we should h ave standards to live  
 
           15         by.  I won't let my granddaug hter start drinking  
 
           16         my milk yet.  She's four year s old, because  
 
           17         it's -- I mean, I've had 100 people drink it and  
 
           18         one or two instances, but it' s not worth the risk,  
 
           19         ladies and gentlemen. 
 
           20                       MR. FERRELL:  I s there anyone else  
 
           21         who would like to make a comm ent?  Well, with  
 
           22         that --  
 
           23                       AUDIENCE MEMBER :  My name is Joan  
 
           24         Diers(phonetic) and I'm a res ident of Madison.   
 
           25         I've had many jobs in my life  and one of the worst  
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            1         jobs I've ever had is working  in a supermarket in  
 
            2         Madison, Wisconsin.  That sup ermarket was  
 
            3         originally founded by Senator  Kohl's family and  
 
            4         back in the day, it may have been a reputable  
 
            5         institution that treated all of its workers well.   
 
            6         That supermarket was sold to the A&P, right?  My  
 
            7         paychecks came from Montville , New Jersey.   
 
            8                       I saw the shrin k, I saw the waste,  
 
            9         I saw workers not being cared  for and I saw all of  
 
           10         your products being stretched  to the max and it  
 
           11         was very easy for me to see w hy you don't get the  
 
           12         dollar that you deserve.  My request is that every  
 
           13         milk product served to the U. S. military or any  
 
           14         soldier serving in the U.S. m ilitary in any form,  
 
           15         be it milk powder or whatever , that you work to  
 
           16         make sure that these folks ge t their dollar, that  
 
           17         any contractor to the U.S. mi litary for food, you  
 
           18         can do it that way, you can s tipulate that they  
 
           19         buy their milk from people wh o give these farmers  
 
           20         their dollar. 
 
           21                       AUDIENCE MEMBER :  My name is Kevin  
 
           22         Coles(phonetic) and I grew up  on a dairy farm in  
 
           23         southwest Wisconsin, Crawford  County, and recently  
 
           24         after 70 years of dairy farmi ng, my sister milking  
 
           25         35 to 40 cows a few months ag o sold at the bottom  
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            1         of the market.  She should ha ve gotten out of it  
 
            2         quite some time ago, because not only was there no  
 
            3         profit to be made, it was not  even break even.  It  
 
            4         was just working and basicall y borrowing money and   
 
            5         cutting the timber off it.   
 
            6                       So the thing is , now, what does she  
 
            7         do, and she's only one of man y.  So here, you  
 
            8         cannot not do something, beca use there is a  
 
            9         socioeconomic cost to all thi s.  We can talk about  
 
           10         economics until the Gulf of M exico freezes over,  
 
           11         but it's a socioeconomic prob lem that's out there  
 
           12         and there needs to be policie s designed to assist  
 
           13         people who want to get into o rganic farming.  The  
 
           14         transition is way too difficu lt.   
 
           15                       And maybe there 's a place here for  
 
           16         14,000-cow herds and 48-cow h erds, but one thing  
 
           17         after 70 years in my family a nd so many other  
 
           18         community families, they dran k the milk raw and we  
 
           19         had no problem, so if we can' t drink raw milk now  
 
           20         from some of these herds, the n there must be  
 
           21         something wrong.   
 
           22                       But anyway, the  issue is, one is  
 
           23         rural economic development in  this country.  Now,  
 
           24         I invite a lot of people to g o out and take a look  
 
           25         at rural Wisconsin and other rural places and see  
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            1         what it's like.  Thank you. 
 
            2                       AUDIENCE MEMBER :  I'd just like to  
 
            3         add that smoking, there are r isks to that, too,  
 
            4         but it's legal.  This is abou t anticompetition.   
 
            5         These raw milk farmers have a  product that is in  
 
            6         demand.  People want it.  It' s our right to have  
 
            7         it, so they should not be squ ashed out of  
 
            8         competing for that market.  T here are risks just  
 
            9         like smoking, yes. 
 
           10                       MR. FERRELL:  W ell, I want to thank  
 
           11         everybody for coming here tod ay and I think this  
 
           12         workshop has been very inform ative and I think  
 
           13         we've learned a lot and it wi ll help us with our  
 
           14         work that we do each and ever y day and I think I  
 
           15         can probably speak for the De partment of Justice  
 
           16         in saying that as well.   
 
           17                       I want to thank  the University of  
 
           18         Wisconsin-Madison for helping  us make this  
 
           19         workshop possible, especially  Chancellor Martin  
 
           20         for helping, for putting ever ything together.   
 
           21                       I want to thank  Senator Feingold  
 
           22         and Kohl for attending and Se nator Feingold for  
 
           23         coming back and listening for  additional  
 
           24         comments.  I also want to tha nk Congresswoman  
 
           25         Baldwin for attending, Govern or Doyle, the  
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            1         Wisconsin Secretary of Agricu lture who also  
 
            2         attended.   
 
            3                       I want to thank  all the panelists  
 
            4         who took the time out of thei r busy schedules to  
 
            5         be here today with us and I w ant to thank all of  
 
            6         you who came to the microphon e and provided  
 
            7         comments and we really apprec iate you doing that.   
 
            8                       I want to thank  the FFA members who  
 
            9         took time today to volunteer,  and lastly, I'd just  
 
           10         like to say that this conclud es our third  
 
           11         competition workshop and our next workshop will be  
 
           12         held on August 27 in Fort Col lins, Colorado and I  
 
           13         will turn it over to Mark Tob ey for any remarks he  
 
           14         would like to make. 
 
           15                       MR. TOBEY:  Sur e, I underscore  
 
           16         everything that John Ferrell just said.  I think  
 
           17         we've been going on for more than eight hours  
 
           18         today.  We had a terrific and  extremely well --  
 
           19         okay, I'm over my time.  So w ith that, let me just  
 
           20         simply say this is an ongoing  process and please  
 
           21         understand that we are still asking people to  
 
           22         submit comments, if you would  like to do so at our  
 
           23         website at agriculturalworksh ops@usdoj.gov, that  
 
           24         our poor overworked, I can't believe she's typed  
 
           25         this long court reporter will  produce a transcript  
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            1         of this entire workshop.   
 
            2                       And we also hav e video of  
 
            3         everything that's gone on tod ay and we will put a  
 
            4         video transcript, make it ava ilable over the web  
 
            5         in a few weeks as part of the  record.  We are  
 
            6         making a record and we will u se that record to do  
 
            7         an evaluation of what we need  to do in the future  
 
            8         to address the many problems that people have been  
 
            9         so patient and eloquent in br inging to us today.   
 
           10         And with that, I'd like to sa y thank you and have  
 
           11         a nice evening. 
 
           12                       MR. FERRELL:  T hank you. 
 
           13                       MR. SOVEN:  Tha nk you.   
 
           14                        (6:30 p.m.) 
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