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ceeeeeeeee0pecial Edition......n

With the launch of cash cheese trading at the Chicago Mercantile Exchange today, we are
distributing this Special edition of our weekly newsletter to a broad audience of those
interested in the cheese and dairy foods business.

New era in cheese trading begins at CME

The wholesale cash cheese market - a key indicator of supply and demand conditions --
began trading at the Chicago Mercantile Exchange in Chicago today after 41 years of
trading in Green Bay. Participation was high at the inaugural session, with 13 cars of
cheddar (about 520,000 Ibs.) changing hands. The price of 40-Ib. blocks closed at
$1.1500 on a sale (down 3 cents from last week’s close) and 500-Ib. barrels closed at
$1.1500 on an offer (down 2 cents from last week’s close).

+Sales included 5 cars of blocks at $1.1500, 4 cars of barrel at $1.1600 and 4 cars of
barrel at $1.1575.

*Active trading volume gets the new cash market off to a good start. During the past
three weeks, an average of less than 7 loads traded per week at the National Cheese
Exchange.

+At industry functions we've attended over the last month or two, the move of the cash
market to Chicago has been a primary topic of conversation. Although not required, the
industry commonly used the weekly National Cheese Exchange price as a benchmark
for pricing other varieties of cheese. And-USDA used the change in the value of cheese
from month to month to adjust the minimum raw milk price throughout most of the
country.

*We've been frequently asked, by readers and non-readers alike, what effect the new
market will have on dairy pricing dynamics. In response to those inquiries, we
interviewed more than 20 traders and potential traders this week -- those who have a
history of trading on the National Cheese Exchange and those now planning to join the
ranks at the Chicago Mercantile Exchange. We found unanimous support for the new
market and today’s trading activity points toward substantially more participation in
Chicago.

*In our conversations, the key factor that came up time and time again was that traders
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are expecting increased participation because of the operating characteristics of the
CME.

+*For one thing, the CME has a long history as a credible commodity market. It boasts
a successful track record of managing its operations within the federal regulatory
system. We believe this oversight will bolster confidence in the new market for cheese,
thereby encouraging increased trading activity.

*Now, companies wishing to participate need simply to set up an account with a broker-
member of the CME. The cost is modest. And there is no need to travel to the market
each week to participate. This latter factor kept many Eastern and Western cheese
traders from taking part regularly on the Green Bay-based Exchange.

+But most importantly, unlike the Green Bay market, the CME will offer anonymous
trading. This is the norm for commodity markets. We think providing anonymous
trading through brokers will attract greater participation by existing traders, as well as
new participation by companies that were concerned about disclosing competitive
information when trading on the NCE. It will give both buyers and sellers an opportunity
to build or liquidate inventories without tipping their hand to all of their competitors. It will
make it much easier for manufacturers, brokers and end users to move cheese to the
market -- to the ultimate consumer -- without broadcasting their marketing plans. And
this greater liquidity will assure that the prevailing price is reflective of current supply-
and-demand conditions.

*As one major manufacturer noted: “It is the beginning of a whole new, positive marketing
environment.”

+Our conversations identified two major cheese marketing companies that never traded at
the NCE and four others that seldom traded at the Green Bay market. These
companies indicated that they will be active participants at the Chicago Mercantile
Exchange. Asked why, their responses were very straightforward and followed two lines
of logic:

=“We must participate, because more of our competitors will be there.”
=“Now we can trade without broadcasting our marketing strategy to the world.”

*Some observers have argued that anonymous trading will protect sellers from public
scrutiny. Quite frankly, it will also protect buyers. The new market will not repeal the
law of supply and demand. When cheese supplies are long, prices will go down.
When cheese supplies are short, prices will move higher.

+*Will the new market reduce the volatility the the industry has experience since the
government began phasing itself out of the dairy business a few years ago? Of course
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not. Markets rise and fall for a number factors. Prices move as cheese inventories rise
and fall. They also rise and fall in relation to expectations about inventories. Weather,
feed supplies, consumer demand and other factors all figure into the mix. Anticipation of
a supply shortage can raise prices. And as we witnessed last fall, realization of higher
inventories than originally anticipated can result in a price decrease as well.

*To help cheese traders manage the risk that results from volatility, the CME expects to
add a cheese futures contract to its menu by the end of the year. Linking a futures
market to the cash market also should make it easier for producers, processors and
end-users to cross -hedge, which should promote participation in both cash and futures
markets.

*We can already see this happening in the butter market. With the advent of the butter
futures market in Chicago, trading activity at the Chicago butter market has increased
dramatically. Historically, three to five brokers participated in the weekly cash butter
market. Reports indicate that there were as many as 18 traders on the floor of the cash
butter market last Friday. And that, in turn, is spurring more futures trading.

*At the onset, the trading rules at the CME have been set up to mirror the rules of the
NCE -- and with very good reason. It will help assure early participation in the new
market. After some trading experience, the rules will be reviewed. Meanwhile, rules for
the pending cheese futures market in Chicago are under development. Both rules will
be reviewed to make them as compatible as possible, further encouraging participation
in both markets.

*The bottom-line is that the CME, like the Green Bay market, will serve as the industry’s
best cash market to buy and sell cheese. It can become a mechanism for price
discovery. It also can facilitate the process of finding a suppiy-and-demand baiance that
the market will support.

Note: News media receiving this issue of Dairy & Food Market Analyst are granted
permission to quote any portion or reprint the entire report with attribution. Inquires for
additional information, including the CME trading rules, may be directed to Jerry Dryer,
Editor, Dairy & Food Market Analyst at 312-621-8900.

For additional information resources, please see the following page.
# # #
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FOR FURTHER INFORMATION ...

If you need additional information about the new cash cheese market at the Chicago
Mercantile Exchange or the cheese/dairy market in general, please feel free to contact
any of the following industry personnel and economists:

*Kevin Ruda, Beatrice Cheese, 414-782-2750/fax 414-782-8097

*Denis Wyssbrod, Dairystate Brands, 715-423-1577/fax 715-424-2763

+Don Storhoff, Foremost Farms, 608-356-8316/fax 608-356-3575

+Will Hughes, Wisconsin Federation of Cooperatives, 608-258-4400/fax 608-258-4407
+Andrew Novakovic, Cornell University, 607-255-7602/fax 607-254-5269

*Bruce Gardner, former USDA economist, 301-405-1271/fax 301-314-9091

+Bob Yonkers, Pennsylvania State University, 814-865-6363/fax 814-865-3746
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April 23, 1997

Rep. Alvin Ott

State Capitol, Room 318-N
P.O. Box 8953

Madison, WI 53708

Dear Al:

As you know, the National Cheese Exchange will hold its
final trading session in Green Bay this Friday. On May 1, the
Chicago Mercantile Exchange will take over operation of cash
trading for cheese. Kraft Foods, Inc., is strongly supportive of
this transition.

Enclosed please find a copy of a press release which the
Chicago Mercantile Exchange issued recently concerning a
"simulated trading session" which it will conduct on Thursday,
April 24, 1997, in preparation for the May 1 commencement of
actual trading on the exchange.

Please let me know if you need any additional information on
this subject.

Very truly yours,
QUARLES & BRADY

1 . |
Peter C. Christianson

PCC:3jf3
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CHICAGO MERCANTILE EXCHANGE

FROM: PETE CHRISTIANSON

Contact: Ellen Resnick, 312/930-3435 5000
Annette Wallacs, 312/4868-4435 (608) 251

awgllace@cme.com
FOR IMMEDIATE RELEASE

CES CHEE l D ING
CHICAGO, Apnil 17, 1997 = On Thursday, April 24 the Chicago Mercantije
Exchange (CME) will introduce ¢heese industry. participants to the new cash trading
procedures with a simulated trading session. The evant will take placg In the CME's
New cheese/butter cash trading pit located on the Lower Trading Floor.
"We welcome curmant and new market users alike to participate in this our new

$pot cheese trading.” sald Robert Prosi, CME Board member and chairman of tha CME
Dairy Preducts Commitise.

The CME buik the new pit in responsa to the growing participation of brokers in
both cheess and butter $pot trading. The semi-circle shaped trading pit is located at
the northom end of the lower trading floor and features approximately 50 phones, a

The simulated session will serve as a precursar to the regular sessien that will
launch on Thursday, May 1 at 1:18 p.m. Trading will follow the same format as the
simulation thus anding at 1:45 with & closing call session.

9780 sy

30 South Wacker Drive Chicago, lliincis 60606  312/830-1000
NWW YORK WASKINGTON, DC TOKYO
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March 7, 1997

Mr. Al Ott

State Representative
Wisconsin State Assembly
Post Office Box 8952
Madison, Wisconsin 53708

Dear Representative Ott:

Thank you for your letters of December 17, 1996, and January 29, 1997, cosigned
by the other members of the Wisconsin State Assembly Committee on Agriculture,
regarding use of the National Cheese Exchange (Exchange) prices in determining the Basic
Formula Price (BFP) under Federal milk orders. Secretary Glickman has asked me to
respond on his behalf. '

As you indicate in your letters, many milk producers and their organizations have
indicated their concern with using Exchange prices to establish the BFP. On January 29,
1997, the Department of Agriculture (USDA) announced that it will seek public comment
on whether Exchange prices should be used in the determination of the BFP. Based on the
comments we receive, we will determine whether we should proceed to replace Exchange
prices in establishing the BFP. This action is in addition to the process currently underway
to consolidate and reform Federal orders by April 1999 as mandated by the 1996 Farm
Bill. The enclosed news release describes this action in more detail.

Although USDA does not have authority to regulate trading on the Exchange,
USDA is very interested in Exchange price information because it is being used by the
dairy industry to price cheese and in Federal milk marketing orders. We are now in the
process of making the Federal order consolidation and pricing reforms. Order reform will
include consideration of possible replacements for the BFP as well as the pricing structure
in all markets, including component pricing. Since both the BFP and component pricing
use Exchange prices, the use of Exchange information must be addressed as part of the
process to consolidate and reform Federal orders.

In addition, Secretary Glickman recently directed USDA’s National Agricultural
Statistics Service to begin collecting data for a national survey of Cheddar cheese prices
received by manufacturing plants. This new cheese price series will be beneficial to the
dairy industry because USDA can then report a probability-based national average cheese
price. USDA now reports a variety of cheese prices through its dairy market news

AN EQUAL OPPORTUNITY EMPLOYER



Mr. Al Ott

program, which helps inform the dairy industry of current transaction prices for Cheddar
cheese. But these prices cannot be aggregated into a national average Cheddar cheese price
because they are not derived from probability-based survey techniques.

We, in USDA, have been very concerned regarding the recent dairy situation, and
have been exploring various options to help stabilize farm milk prices. In this regard,
USDA announced on January 7, 1997, that we are taking several actions to strengthen
farm-level milk prices. Detailed information on these actions is contained in the enclosed

news release.

Again, we appreciate your writing and expressing your views. Please share this
information with your colleagues.

Sincerely,

Michael V. Dunn

Assistant Secretary
Marketing and Regulatory Programs

Enclosures



For Immediate Release — March 21
Contact: Sandy Chalmers (608) 266-7746; Kim Markham (608) 266-5831

ASSEMBLY REPUBLICANS APPLAUD

NEW CHEESE MARKET

MADISON -- Assembly Speaker Ben Brancel (R-Endeavor) and Republican legislators
hailed yesterday’s announcement of a new cash market for cheese at the Chicago
Mercantile Exchange.

“This is another big step toward replacing the Cheese Exchange price as the gauge for
setting federal milk prices,” Brancel said. “Secretary Glickman keeps saying he needs
an alternative for the Cheese Exchange price before he can help Wisconsin farmers—
well, now he has one.”

Cheese industry representatives said the last day of trading on the National Cheese
Exchange would be April 25, 1997, with the new cash market opening at the Chicago
Mercantile on May 2.

“The new cash market for cheese on the Chicago Mercantile should help to restore
public confidence in the market,” said Representative Al Ott (R-Forest Junction), who
chairs the Agriculture Committee. “While it’s unfortunate that the center of national
cheese trading activity will no longer be in Wisconsin, our dairy industry will be gone if
we don’t unite to keep the infrastructure competitive and viable.”

Representative Judy Klusman (R-Oshkosh) said the new cash market will allow for
anonymous trading, one of the recommendations made by Governor Thompson's task
force on cheese pricing. “Anonymous trading--standard practice for commodity
trading--will attract more traders, which will eventually lead to a larger volume of
cheese traded,” she said. “We're continuing to move toward market-driven dairy
prices.”

Representative Sheila Harsdorf (R-River Falls) pointed out that the Chicago Mercantile,
one of the world’s largest commodity exchanges, is subject to stringent federal
regulation, as well as internal surveillance. “This new cheese market will provide a
price based on supply and demand, with safeguards against price manipulation,” she
said. “Farmers concerned about unfair trading on the Cheese Exchange should be
reassured by this action.”

“While this new market is being established, we intend to keep pushing Secretary
Glickman for quick action on replacing the Cheese Exchange price in setting federal
milk prices,” Representative David Ward (R-Fort Atkinson) said. Ward owns and
operates a dairy farm.

--30--



Chairman:
Agriculture Committee

Member:

Environment & Utilities
Government Operations
Natural Resources

Rural Affairs

Al Ott

State Representative e 3rd Assembly District

To:  All Senate Offices

From: Representative Al Ott

Date: March 19, 1997

The attached memo was prepared by David Stute, Director of the Legislative
Council, at my request. It is regarding the Federal Commodity Futures Trading
Commission’s approval of the trading of basic formula price milk futures and

options contracts on the Coffee, Sugar and Cocoa Exchange.

I have already shared the memo with my Assembly colleagues and thought you
might be interested as well.

Office: P.O. Box 8953 e Madison, WI 53708 e (608) 266-5831 e Toll-Free: 1 (800) 362-9472

Home: P.O. Box 112 @ Forest Junction, WI 54123-0112 e (414) 989-1240



Markham, Kim

From: Tierney, Jodie

Sent: Friday, March 14, 1997 9:56 AM
To: Markham, Kim

Subject: SB2

| just got a phone call from a small farmer opposed to SB2.
Arnold Gudex

Campbellsport WI

414-533-8020

If you every need to use him at a hrg he wants to come and testify.

Page 1



Chairman:
Agriculture Committee

DATE:

TO:

FROM:

Al Ott

State Representative ¢ 3rd Assembly District

MEMORANDUM

March 14, 1997
Assembly Agriculture Committee Members
Representative Al Ott

Testimony from Secretary Alan Tracy

Member:

Environment & Utilities
Government Operations
Natural Resources

Rural Affairs

Secretary Tracy asked me to distribute to you the attached copy of his testimony before
the U.S. Senate Sub-Committee on Agriculture, Rural Development and Related
Agencies on March 13, 1997. His testimony dealt with alternatives to the NCE in the
dairy pricing system.

Office: P.O. Box 8953 e Madison, WI 53708 & (608) 266-5831 e Toll-Free: 1 (800) 362-9472

Home: P.O. Box 112 e Forest Junction, W1 54123-0112 e (414) 989-1240
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STATEMENT OF ALAN T. TRACY, SECRETARY
WISCONSIN DEPARTMENT OF AGRICULTURE, TRADE
AND CONSUMER PROTECTION

ON ALTERNATIVES TO THE NATIONAL CHEESE EXCHANGE
IN THE DAIRY PRICING SYSTEM

BEFORE THE
SUBCOMMITTEE ON AGRICULTURE, RURAL DEVELOPMENT
AND RELATED AGENCIES
OF THE
COMMITTEE ON APPROPRIATIONS,
U.S. SENATE
MARCH 13, 1997
WASHINGTON, D.C.
Good morning Chairman Cochran and Subcommittee members. Thank you for

inviting me to share with you my perspective on current dairy pricing issues, and in

particular, alternatives to the National Cheese Exchange in determining milk prices.

Farm milk prices, and the mechanisms for aeMg them, are of utmost
importance to Wisconsin farmers and Wisconsin’s economy. Wisconsin leads the nation in
the number of dairy farmers and dairy cows and in the production of cheese. The dairy
industry contributes over $17 billion to Wisconsin’s economy, nearly 10 percent of our

state’s overall economic output.

Just about a year ago today, our department released a report detailing the findings
of a comprehensive study on cheese pricing and trading activities on the National Cheese
Exchange (NCE). The study was conducted by researchers at the University of Wisconsin
at our request and under our authority to investigate business practices in Wisconsin. The
report concluded that “As currently organized, the Exchange appears to facilitate market

manipulation.” The report stimulated widespread interest and debate about the NCE,
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including a Congressional hearing before the House Committee on Agriculture’s
Subcommittee on Livestock, Dairy and Poultry, and Subcommittee on Risk Management

and Specialty Crops.

The report’s findings were of particular concern because of the link between NCE
prices and milk prices paid to farmers. While less that two percent of all bulk cheddar
cheese is traded on the National Cheese Exchange, the NCE price largely determines the
“Basic Formula Price,” the price of manufacturing milk under the entire Federal milk
pricing system. It is vitally important that the underlying market or markets be
competitive and that farmers have confidence that prices accurately reflect the supply of

and demand for milk.

Wisconsin Governor Thompson convened a Task Force on Cheese Pricing to
“make recommendations to improve the current system of pricing for the benefit of the
dairy industry and consumers.” A copy of the Task Force’s report to the Governor is
attached for the record. Governor Thompson, along wnth task force members,
representatives of our farm organizations and members of our Congressional delegation
met with USDA Secretary Glickman in early February to present the Task Force’s

recommendations,

At the outset, I would like to caution this Subcommittee that these suggestions are
not magic solutions that will miraculously provide high, stable milk prices for our nation’s
dairy farmers. With the end of the federal dairy price support program in sight, we have
left the era of government supported, stable milk prices and entered the_ era of market-

driven, national, and increasingly, international pricing. However, the Task Force
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suggestions, if implemented, will move milk pricing to markets that are more competitive
and that will more accurately represent the supply of arid demand for milk for all its

manufacturing uses.

The Task Force recommendations include both an interim replacement for the
NCE price in the current Basic Formula Price (BFP), as well as longer term replacements
for the BFP. We have suggested that in the short term, the NCE price be replaced by a
national average cheese price, collected and reported by USDA’s National Agricultural
Statistics Service (NASS). NASS has recently begun collecting this price series. For the
longer term, we have suggested two alternatives: 1) Substituting an average monthly milk
futures price for the BFP; or 2) Replacing the BFP with a competitively determined “milk
pay price,” collected through a national survey of prices that dairy plants actually pay for
milk, less performance premiums, Class I pool disbursements and over-order values. The
Task Force has also recommended that USDA and federal dairy policy should be moving
toward the deregulation of milk pricing, including the eventual elimination of setting a

Basic Formula Price for milk.

For the purpose of illustration let’s compare the current pricing mechanism for
milk with the pricing mechanism for com. Imagine for é iﬁdment, that Cargill, Continental
Grain and Mitsuﬁishi sat down once a week with Ralston-Purina, Nabisco and Tyson
Foods, for example, to buy and sell a few trainloads of corn, and that regardless of
whether any corn actually changed hands, the prices at which corn was traded (or was
offered or bid) became the price of corn for virtually every corn transaction in the coming

month. Corn farmers would be up in arms. Yet this is similar to what happens for milk,
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based on trading on the NCE, where a handful of large companies set the price for more
than 100,000 dairy farmers. Dairy farmers however, unlike corn farmers, do not have the

option of storing their product to wait for a better price.

Now compare that scenario with what actually ddéé occur in the corn market:
Every day, thousands of farmers and hundreds of grain elevators sell and buy corn or
agree to 'sell and buy corn at a future time, using prices from the futures contract markets.
In addition, Wall Street investors and market speculators bring their knowledge and their
expertise to the futures market and actively participate. The expectations of thousands of '
individuals on the future supply of and demand for corn are measured by the minute.
Compared to the level of information about, participation in and sophistication of the

market mechanism for corn, our dairy market mechanisms are still in their infancy.

If we have a clear vision of where we would like to go, we can better determine in
what direction to take the next step. For the best future dairy pricing mechanisms, why
not use as a model the systems used for corn, wheat, soybeans and other agricultural
commodities, adapted to the peculiarities of milk? Why couldn’t dairy farmers, at least on
a monthly or quarterly basis, evaluate offers from various dairy plants for their upcoming
production? Such offers could cover a range of time periods from which the milk
producer could choose. Dairy farmers could also price their product in advance on the
futures market. The plants, at the time they contract for future production, could sell milk
futures that they would buy back as the milk is delivered. Further processors could also
hedge their purchases. Investors and speculators, seeing the making of a real market,

would bring their money, expertise and analysis to that market. The dairy futures market
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would work to provide a clear measure of future price expectations, updated by the

minute.

I am optimistic that dairy futures markets will grow, and that they will eventually
provide a competitive, dynamic market reflecting an accurate value of the demand for and

supply of milk and dairy products.

USDA and federal dairy policy need to evolve, reducing government involvement
and relying more on the marketplace. We need action now to improve the milk pricing
mechanism, but we also need to take a longer term view to the milk pricing reform effort

currently under way.

One of the dairy farmers who came to Washington with Governor Thompson in
February, Pete Knigge of Omro, Wisconsin, made a statement to Secretary Glickman that
I’d like to repeat for you today. He said, “I'm not here to complain about the price of
milk, I’'m here to fix the way milk is priced.” No, he wasn’t happy about his pay prices
this past winter. But he doesn’t want you, or USDA, or any other government entity to
set dairy prices. He wants them set in the marketplace, but he wants a mechanism he can
trust to accurately tell him the market price for his product. I think Pete’s statement

concisely describes the mission before us today.

I want to thank the committee for your interest in this subject and I especially want
to thank you, Senator Kohl for arranging for me to be here today and for your
constructive work to reform national dairy policy. I would be pleased to answer any

questions committee members may have.
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‘95-'96 Cheese/Buiter Inventory Pric

USDA’s National Agricultural  Statistics
Secvice released data on convmercial and govenment
dairy holdings for the three major dairy commadities,
“paring monthly totals for calendar ‘95 and '96
2pt for 12/96 nonfat dry milk data). Let's study
.«sa figures to draw. some conclusions adout butter
and cheese pricing trends, .
Studying NASS' chesse and butter inventory
data ... it's & fair conclusion that cheess prices rose
teo high in late spring and early summer '96. That set
the stage foc precipitous decline, And butter prices
never shiould have collapsed in September-Oczober as
far as they did, becauss inventorios were miniscule,
leading inta the peak demand season, October thru
December, :

Public and Private Cheese Inventories
and NCE Monthly RBlock Cheddar Avgs.,

. January 1995 through December 1996

WI CHEESE MAKERS ASC
e WAHERS ACHuwg

keg

e Data Tells Story

CHEESE

Irvertories of Natural American Cheeso
(Cheddar, Coiby and Monterrey Jack) registered
nigho: every inonth during 199G compared to tihe
prior year, according to NASS, During the first six
1o eight menths of *96, downtrending milk preduction
caused marketers to build inventories of cheese
They worried about seccnd-half *96 nulk cutput. A
codiwet spring and cool summer focused sorious
concerns about tie hation’s grain crop, which in turo
caused doubts about second-half 9% national milk
volums. .

Hawever, a unduly wann September in the
Midwest and Plains exiended the growing season for
com so national grain output snuck past critical
tevels and pulled dewn prices. (Censumers will -
never appreciate how a late frost in *96 hetped avert a
signficaut run-up in food prices.)

Highor chieese prices to retailers and food

Monthy___faventorics Month - fnvenlorics
$ NCE {0-ib. $ NCE 40-.
“Jan96 323 mil it Jan95. 318umil b
$1.3788 $1.222
Feh, 343 mil. 1b.  Feb, 22 mil b
S1.3775 $1,2780
Mar. 349 mil. b,  Mar, 324 mil. b
$1.3874 $1.2900
Apr. 369 mil, Ib Apr, 338 il Ib,
$1.4325 S1.2110
May 38t milib,_May 344 mil’ib
S1.4925 L2013
June BIimillb.  June 348 il Mb. -
$1.4933 $1.2520
July 387miltb July 361 mil. b
51,5623 $5,2503
. 169 mil fb.  Avz.  339millb
$1.6338 513037
Sepl.  3¢4millh, Sept.’ 320millb.
$1.6942 : 51,3774
oOct. 30miLib,  Oct, 32wl db
' $1.379 S4130
Nav. . 370mil Ib.  Nov. 298 mil, 1b
$1.3245 51.4225
Dee. 397mil 1b, Dee 307 mil, {b.
$1.23713 51.4191

Jan. 22 Milk Strike
Hard to Quantify

January 22, 1997 saw angry dairy producers
in Wiscensin, Texas, and a few athee stales duinpg
their milk in protest aghmst Jow farm milk prices.
It's impossible to judge how much milk hit the
ground in Wisconsin. The protest was miwcdestly
subscribed to.  Some milk was diverted for
precessing to give to charitadle organizations.

In Texas, estimates arz that between 200-250
producers dumged their milk. Clint Yan Viest, 2
dairymaa from Sulphur Springs who spurred Texaas
to dump their milk, astimares tiat 40 trailerloads of
mil% hit the ground, although it's hard o quantify
that figure. Van Vieet says that the local federal
market administrator preseatly claims there is no way
to verify Uia ‘Jenuaty 22 milk volune shortfall
through federal records. By any measure, the cue-
day milk strike was most significant in Texas, where
dairy farmers are enffering from “new” debt, foor
weather  several years running, and  major
cocperatives warring in the marketplace that has

{uced retums to farmers.

The January 22 milk strike must be regarded

of cconomic desparation on the dairy farm.

prices of the commodity fell

pr s reduced consumer sales in the last four
menths of ‘96, and also spurred substitution of

~ imitation cheese for some portions of natural cheese

by food processors. Demand for commodity cheese
eroded, just as the nation’s dairy farmers were
eaming near record milk prices and purchased grain
costs began coming down in September/October.
Nervous butter market signals caused additional raw
milk to go to cheese plants in September-October.
Cheese prices held favorably compared to burter, as
butter's collapse hit in late Sepsember and early
Octeber.

Hindsight's ahways easier .. .

In retrospect, events are easier 10 see. Last
summer, dairy product marketers held legitimate
fears about a detoricrated '96 grain ceop, and the
effects upen milk production that a shost grain ccop
would produce. Ercding retail sales. and dramatic
substituting of imitation cheese by scheols, focd
service and fast-food sactors, didn't really hit until
August/September,  The industry bet short--driving
up commedity values. -Milk output in fall ‘96 was
beter than anticipatsd, while consumer demand
declined Recipe foi a mess.

Corzparing fall months’ Natural American
Cheese inventories for *95 and 96, it's cbvious that
things got out of kand in the last four months. The
*06 f(all-time) price peak for 4C-lb. blocks was
$;.695C--which held umtil mid-Octeber, and then

-plunged to $1.1375 by year's end.

Skould cheese prices at the Naticaal Cheese
Exchange hava climbed as far as they did last
summer? No. Should cheess prices have fallen so
sharply in the fall-probably nct.  The peadulum
swung too far iu each direction,

Public and Private Butter Inventories
and CME Monthly Rutter Avg, Prices
January 1995 through December 1996

Month favaasorics Manih [nventatieg
CME /b CME $1b.
Jaz96 23 millb,  Jan9%
$.744 $.63
Feb. 34 mil.lb,  Feb, 83 mil. 1o,
S.6521 S .6504
Mar. 25 mil b Mar.  I5mill
§.6500 S .66+
Apr.  domiLly  Apr.  29millb
S .6957 $.66
May _34millb.  May 81 mil. [o.
5 8516 S .66
June 30 mil. 1b June 79 mil. 1b.
51,3063 .70
Juy  32millb July 68 mil, 1b
$1.3487 $.7465
Aug 22mitls. Aug  -S0miLl
$1.4500 $.79
Sept. _21mil.lb Sept 3 mil. 15
$1,4500 ‘ $.813)
Oc.  2lmillh, Ot 26 mil. 1b
$1.2445 $.95M
Nov. - 13millb, Nov. 16 mil, 15,
$.7147 S1.03
Dec. 14 mil, Ib Dec. B mil 1b.
5.7302 $.7183

Yer in September-October, butter prices
plunged ta rock bottom .. despite the fact that fall is
buter's peak demand seascn. Candy and baked
goods manufacturers use butter heavily as an
ingrecient for their. Chrisumas wares.  Retail
purthases of butter increase during tho heliday
season, as consumers put the best spread on their
table. .
Butter and milkfat values plunged into the
cellar—just as the fall demand ssason peaked.
Virtually no butter inventories existed in the ration!
Seme surplus. (Editor's rote: Bulter-pricing, based

. ot treding at the Chicago Mercantile Exchange, Is

. BUTTER.

Propelied by shorages of milkfat for the jeo
cceam . trade, butter prices zcomed into Ahe
stratosphere last spring and sunwmer ... caly to crash
in late Septainbec and October--several waeks after
ice cream makers' peak demand passed.  Butter
prices last year ressmblo chease prices—ico high up,
foilowed by a tareible crash. However, NASS'
butter inventory data suggests butter arices’ free-fall
was a dramatic overreaction. This fall, butter
inventories wera scant, at best, Scarce inventories
and streng demacd did not justify the depiis to which
at the Chicago
Mecreantile Exchangs. . - '

Butter prices losc more than half their value,
onca the price plungs began in mid-October. Starting,
on October 11, Grada A butter prices (the industry
benchmaik) fell from $1.45 per pound down to $.64
per pound in early November,

USDA data shows total butter inventorics
declining gvery month after July 1996, except for
October, whaen butter inventories were the same as
Scptamber. By Noveinber (the only month i{z ‘96
when butter inveatories were higher thaa the prior
year), butter inventories registeccd only |8 million
ibs. That's cnly one cunce of butar for every man,
wanan acd child in the United Stz:es’ One cunce?
That's caly cne-quarter of a quarter stick of butterl

0o rarrov. A handfil of traders play the game.
Orce, in recent years, butier prices fell 40 certs per
powrd an the trade of a single carlead of product.)

Federal Judge Slugs Northeast Compact

The Notheast Dairy Compact teok another
punch ou the chin in early February, when a federal
judge gave USDA Secrstary Pan Glickman 45 days

. to clarify why the milk pricing compact for six Now

England states is in the pubRc interest.

Fudgs Paul Friedman, of the US. District
Court in the Distric of Columbia, criticized
Glickman for not raviewing hundreds of comments
from the public before okaying the compact.
Provisicnal apptoval for the Northeast dairy compazt
was included in the 196 farm law. USDA was
abliged by Congress to determine if there was
campelling public interest.

Last December, Judge Friedman commented

. that kegal chalieages to the compact would almest

certainly succeed—nct exactly a vote of confidence.
A -naticaal fluid milk processors lobby—plus
numecous Midwostem states—-have legally challenged
the Northeast milk pricing compact.
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LET'S LOOK BEFORE WE LEAP ON PRICING CHANGES

EVERYBODY'S so darmed mad and fruatrated
about the basic formula prica and the National
Cheese Dxchange that it seoma obvious there
must be a chenge. But the more wa learn, tha
less we're convinced that scrapping the current
system will itaprove the situation,

Wo need to ask, “1a the system broke, or is our
industry still learaing to handls low (and even-
tually disappoaring) price aupports?” Moat peo-
ple predict much lees price volatility this year
and beyond. We may never see a repeat of 1686.
Hera's why:

Higher supparta in the past provided a price
level below which cheess, butter, and powder
prices could not fall, This floor prevented blg price
drops. On the upaide, there was the government’s
inventory and sell-back provinion, If comumodity
pricas edged up Lo more thaun 10 percent abova
aupport, the CCC would put product back on the
market, elirninating big price jumps,

Now there are no governunent stocks for mar-
Lketors of dalry products to purchase. All supplies
must coma from ths markatplace. And what a
thin line there (s between plenty and panie,

Sluggish milk production, uncertaiuty about
the corn and bean crops, and reasonably strong
demand for dairy products also were part of
19896's unique mix, The prica volatility that re-
aulted won't eoon he forgottan,

But our memories can becoms selective, Cer-
tainly, the $8.13 per hundredweight crash in ths
Hoard's Dairyman Parmn milk prica betwaen our
October and December checks atanda out more
than the gradunl $3.28 rise between March and
October,

Now, will getting rid of the basic formula price,
with its lock-step tie to caeh cheese prices, im-

\ prove the situation? Few peopls we talk to are

convinced.

Altarnatives include a survey of cheess price
traneactions from acrosy the conntry and varl-
ous economic formulas, All of thess options have
problsms of their own, not tho least of which is
that they are, Ln fact, themeelves tled to Nation-
al Cheese Exchanga pricse, Perhaps as much as
80 porcent of cheese gold in the U.8. ia based on
the cash price st Grosn Bay, plus or rainus some
amount. 8o basing milk pricses on traneaction
prices doesn’t get ue away from the National
Cheere Exchange,

Baaldes, thera's concern that transaction priced
may not be reliable without.cleve (and custly) gov-
ernment audit, Sellerw will want to report “high”;
buyers, "low.” Use of end-product prices ta ag-
tablish baee milk prices has many of the eamse
problems,

We've neither heayd nor seen compelling evi-
dence that any of the alternative pricing mecha-
nisms will result In Jess price volatility or put a

more representative value on milk. Soma people
would to sse the futures markets play a role.

Unfortunately, the dalry induptry (end tho nesd-
«d speculatore) have uol embracad futuraes trad-
{ng. Hopefully, fiitures will grow inlo & more el
fective dairy marketing tool.

Tha National Cheose Exchange s considering
elactronle trading which could do two things, This
change has potential Lo boost trading velume and,
perhaps, result in more trading opportunitiesa
which could cut down sesaion-to-gension price
swings. Frankly, one reason thero hasn't been
more exchange volume {8 because of the negative
publiclty heaped on co-ope and companies that
trade.

All we're asking s that the industry “look be-
fore it leaps” when making milk pricing changea.
Before we acrap the aystem we have now, let’s
maks sure that a replacament ix an improvement.

1, COMMEN"

COST-OF-PRODUCTION WON'T W(

DoNT bet the pen of high producers that
milk will ever be priced off the farm by co
production, plus a reasonable profit.

Wa realize the title and the {iret senter
thig Editorial Comunent will ivritate a tre
dows number of peaple, Many of the e-maila, !
phooe calls and tetters we've received rec
are promoting UBDA's cost-of-production fl
aa n place to begin whea pricing milk at the
It is & popular concept now and viewed by .
an the route to high milk prices and the a
to dairy farma illa,

There are a number of reasons why thu
won't happen:

1. Politios In order to usa cost-of-product
price rill, it would tako a natlonal effort. !
pne must ba in the program, or it will not
factive. Becauge dairy fermers won't get to
and develop & program on their own, the on
hope of succeas — national legislation. Fr
your rapreasntatives in Washington are |
dairy, and necessary legialation to allaw
pricing mochanism has no chance.

2. Bupply contro): For coat-of-product
work, you must cantrol output. Why? No 1
what price level you choose, there will be «
ber of dairy operators who can produce r
significantly less cost and will do so, If th
is as high as somo suggeated to us, it
tremendounly profitable for some opsrator
will expand, Also, there is significant opp
to supply control from withln tha indust
outaide; politics agaln,

8. Cast and profit level: USDA daoes
annual coat-of-production Agures forslx «

B YT EY e Vit e e Fne b A tiwa 1Y C
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support, the CCC would put product back on the
markst, aliminating big price jumpa.

Now there are no government slocks for mar-
keters of dairy products to purchese. All supplies
musk come from the markaetplace, And iw:-n a
thin line there is betweoen plenty and panio,

Sluggish milk production, uncertainty about
the corn and bean crops, and reasonably strong
demand for dairy products alao were part of
1986% uniqua mix, Tha prica volatility that re-
aulted won’t soon ba forgotten,

But our memories can become selective, Cer-
tainly, the $3.18 per hundredweight crash Ia the
Hoard's Dairymsn Farm wmilk price batwsen our
October and December checks atanda cut more
than the gradunl §3.28 rise between March and
Octobar,

Now, will getting rid of the basic formula prica,
with its lock-atep tie to caeh cheeso prices, im-
prove tha situstion? Few people we talk to are
convincaed.

dence that any of the alternative priciog mecha-
nistos will result in leas price volatility or put a
more ropresentative value on milk. Some people
would liko to gea the futures markets play a role.
Unfortunately, the dalry industry (and the need-
od spaculatore) have aot embracad futuras trad-
ing. Hopofully, faturea will grow {nto a more ef-
fective dairy marketing tool.

The National Cheess Exchange ls considering
elactronlc trading which could do two things. This
change hes potential to boost trading volume and,
perhaps, result in more trading opportunities
which could cut down sesaion-to-gession prico
swings. Frankly, one reason there hasn't been
more exchange volume {s becauso of the negative
publicity heaped on co-aps mnd companies that
trade.

All we're asking ie that the industry “look be-
fore it leaps”™ when making milk pricing changes,
Baefore we scrap tha system we have now, let's
make surs that a replacamaent ia an lmprovement,

Feb. 26, 1997

DON'T SHUT DOWN THE NATIONAL CHEESE EXCHANGE

A BILL wending ite way through both houses
of the Wisconsin legislature would force the Na-
tional Chesse Exchange to find a new home in a
different state or to closa. As thie is belng writ-
ten, Wisconsin Governor Tommy Thompson ig in
Washington, D.C., visitlng Secretary of Agricul-
ture Dan Glickman; toplc of diacussion is te-
moving the influence of NCR on the basic for-
mula price,

Thae article on page 129 of this issue epells out
the influenice NCE has on U.8. milk pricing. It
has a tremendous effect, in addition to being used
to update the Minneanota-Wiscongin price in order
ta establish the basic formula price. No milk or
cheese prica in the country can be separated from
the Chsose Exchange.

Despite being a poor farm milk price discovery
mechanigm, the influence of the Exchange would
be sorely missed by cheesa buyers and pellers and
calculators of the BFT. Something cloge akin Lo

¢ the NCE will davelop sarmewhare else. Admitiadly,

Y138

the Cheess Exchuxge, as we know it, has outlived
its usefulness. However, the Industry, espacially

duiry farmers, can’t afford to get rid of it before

there {s somathing else in placa.

g 112 years ago . . .

Mr. Goodrich took a cenwus of 100 of those
putrons, end among them thera ware men
who made §2,08 for every dollar they spent
in feed, and there were men who logt 30 and
40 cents for every dollar they spent in feed.

s 1 on &

Founder, VM4

| | . 2-25-97

1. Politioa in order to use cast-ot-productic
price milk, it would take a nattonel effort, Ex
ona musat ba in tha progresm, or {t will not b
fective. Becanss dairy farmers won't got toge
and develop a program on their own, the only
hops of auccess — national legislation, Ifre:
your representatives in Wnshington are sl
dairy, and necessary legisiation to allow au
pricing mechanism has no chance.

2. Bupply control: For cost-of-productic
work, you must control oustput. Why? No mu
what price lovel you chooge, thers will be a r
ber of dairy operators who can produce mi
significantly less cost and will do eo, If the |
is ae high as Bome suggeated to us, it wi
tremondously profitabls for 2ome operators;
will expand. Algo, there is significant oppos
to eupply control from within the (ndustry
outgide; politice agala.

8. Coat and profit level: USDA does pu!
annual cost-of-production figures for alx are
the U.8. and an sverags for the eatirs U.S. V
do you usa, total variable cash expenso ($1
for 1986 veraus $11.35 for 1894) or total econ
coBta (§15,87 for 1085 versus §16.48 for 1t
Do you tailor by reglon? What rensonable §
do you build into the fipure?

¢, Withbold milk: Without legislation tc¢
tall supplies, the only bargaining chip for |
er prices iv milk withholding. On the farm, |
cially with milk, there is a hugs problem: All
of production continue during 8 withholdin
tion. You get wero tncome when milk runs
the drain, but faed and other milk produ
costs continug; not 5o when labor atrikes.

5, Prohlblt entry: With cost-of-producti

a basis for pricing milk, do you enhance the
from whera {t wonld be with the current gy
supply and demend? From the material we"
ceived, maost would say, “yeq.” We asked one ¢
*We can make a lot of raoney with 818 ¢
wmilk, [ you get tha milk price up there, ho
you going to keep us from getting into the
business?” In short, how do you keep othes
of tha buaineas in ordar to manage suppll
two tiey, 88lf help, quotas, licenaes?

HOARD'8 DA
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‘95-96 Cheese/Butter Inventory Price Data Tells Story

USDA’s National Agncultural  Statistics
Service released data on convnercial and government
dairy holdings for the three major dairy commodities,
vparing monthly totals for calendar ‘95 and ‘96
2pt for 12/96 nanfat dry milk data). Let's study
.esa figures to draw, some conclustons adout buttet
and chesse pricing trends. ,
Studying NASS® cheese and butter inventory
data ... it’s 2 fair conclusion that chessge prices ross
tao high in late spring and early sutmmer ‘6. That set
the stage for precipitous decline, And butter prices
never stiould have collapsed in September-Octaber as
far as they did, becauss inventories wers miniscule,
feading inta the peak demand season, October theu
December. ’

Public and Private Checse lnventories
and NCE Monthly Block Cheddar Avgs. .

. Junuary 1995 through December 1996

CHEESE:

Inventoriss of Natural American Cheeso
(Cheddar, Coiby and Monterrey Jack) registered
higher every month dering 199G compared to tre
prior year, according to NASS. Duriag the first six
1o eight menths of "96, downtrending milk production
caused marketers to build inventories of cheese
They weorried about seccad-half *96 nulk cutput. A
cold/wet spring and cool summer focused sorious
concems about tie nation's graln crog, which in turn
caused doubes about second-half ‘96 aational milk
volume, .

However, a unduly wann September in the
Midwest and Plains extended ths growing season for
com so naticnal grain output snuck past critical
levels and pulled dewn prices.  (Censumers will -
never appreciate how a fate frost in ‘96 helped avert a
signficant run-up in food prices.)

Higlor cheese pricas to retailers and food

onth ___[aventoric: Mand “inv ics
$NCE J0-Ib. § NCE ~0-b.
T Jan96  323mit’ib  Jan95  318mil b
§1.3788 $1.22
Feb, 343 mil. b, Feb. S22l b
SL.3775 $1,2780
Mar. 349 mil. b,  Mar, 324 mil. 1b
513874 $1.2900
Apr. 369mil Ib.  Apr, 335mnil. Ib
81,4325 S1.2110
May 38imillb  May 3 mil’b
51,4925 St
June S mil b, June M8 mil db -
$1.4933 $1.25820
July 387mil b Juiy 361 mil. Ib
51.5623 $1.2503
. 369 mil. ! Aug, 339 millb
$1.6358 S1.3037
Sept. 364 mil Sept. ” 320 mil fb.
S$1.6942 : $1.3774
Oct.  3T0miLib.  Oct, 3l2millp
' $1.570) S1.4140

Nov. . 370mil 1o, Nov. . 293 mil b
S1.3245 S1.4225

Dec. 397 mil. 16 Dec 307 mib b
$1.2373 S1.4191

Jan. 22 Milk Strike
Hard to Quantify

January 22, 1997 saw angry dairy producers
in Wiscensin, Texas, and a few other states dumnp
their milk in protest agamst Jow farm milk prices,
It's impossible to judze how much milk hit the
ground in Wisconsin. The protest was mwodestly
subscribed to.  Seme milk was diverted for
precessing to give to charitadle organizations.

In Texas, estintates ar2 that between 200-250
producers dumped their milk. Clint Van Viet, a
dairyman from Sulphur Springs who spurred Texans
to dump their milk, astimares fiat 40 trailerloads of
mils hit the ground, aithough it's hard o quantify
that figure. Van Vieet says that the local federal
martket administrator peescatly claims thers is no way
to verify tha Jenuary 22 milk volune shartfall
through federal records. By any measure, the one-
day milk strike was moest significant in Texas, where
dairy fanmers are snffering from "new” debt, Foor
weather  several years  runging, and  major
cocperatives warring in the marketplace that has

uced retums to farmers.

The January 22 milk strike must be regarded
of cconomic desparation o the dairy farm,

processors reduced consumer sales in the last four
menths of '96, and also spurred substitution of

~ imitation cheese for some portions of natural cheese

by food processors. Demand for commodity cheese
ercded. just as the natien’s dairy farmers were
eaming near rzcard milk prices and purchased grain
costs began coming down in September/October.
Nerveus butter market signals caused additional aw
milk to go to cheese plants in Scptember-October.
Cheese prices held favorably compared to butter, as
buttar’s collapse hit in lata September aad early
October ’

Hindsight's atways easicr ..,

In retrospect, events are easier Lo see, Last
summes, dairy product marketers held legitimate
fears about a detecicrated ‘96 grain ceop, and the
efects ugon milk production that a short grain ccop
would produce. Ercding retail sales. and dramatic
substituting of Imitatien cheese by scheofs, food
service and fast-food szctors, didn’t really hit until
August/September.  Tha industry bet short--driving
up commedity values. -Milk output in fall ‘96 was
better than anticipated, while consumer demand
declined Recipe for a mass.

Comparing fall manths’ Natural American
Chieese inventories for '95 and *96, i's cbvious that
things got cut of hand in the last four nonths, The
‘96 {allsime) price peak for 40-lb. blocks was
51.695C--which held umtil mid-Octeter, and then

- plunged ©o $1.1375 by year's end.

Stould chease prices at the Naticaal Cheese
Exchange havo climbed as far as they did last
summer? No, Should cheess prices have fallen so
siarply in the fall-probably net.  The peadulum
swung teo far iu each direction,

Public and Private Butter Inventories
and CAME Monthly Butter Avg. Prices
January 1995 through December 1996

Month Invansorics Moath laventaricg

CME /b, CME $1b.
Jan 96 23 mil ] Jan98  SGmillb
S.74 §.63
Feb. 34mil. b,  Feb 83 mil b,
$.6521 $.6504
Mar. sSmit b, Mar.  Zimillb
5.6500 S.664
Apr.  somillb,  Apr.  29mill
S 6957 S .66
May _34millb,  May 81 mil. fo
5 8916 S .66
June____ 30 mil. 1b, June 79 mil, 1b.
51,3063 $.70
July 32 mil b July 68 mil, 1b,
§$1.4487 S.7465
Aug, 22 mil Ib. Aug. -~S0mil.lb
S1.4500 §.79
Sept, 21 mil. 1b, ;Scpb 3 mil1b
1.4500 . $.8133
Oc.  2lmille, = Ost 26 miL. b,
S$1.2445 $.9574
Nov. 13 mil Ib. Nov. 16 mil, fo,
5. 7147 $1.03

Dec. 14 mil lb, Dec. 19 millb.
$.7302 ©5.718)

Yet in S=ptember-October, butter prices
plunged ta rocik bottom .0 despita the fact that fall is
butter's peak demand seascn.  Candy and baked
poods manufacturers use butter heavily as an
ingrecient for their Chrisumas wares.  Retail
purthases of butter increase durimg the holiday
szasen, as consuiners put the best spread on their
table. .
Buttzr and milkfat values plunged into the
cellar—just as tho fall demand season peaked.
Virtually no butter inventories existad in the ration!
Seme surplus. (Lditor's note: Bulter-pricing, based

. ont treding at the Chicago Mercantile Exchange, Is

BUTTER.

Propelied by shorages of niifkfat for the ice
cream . trade, butter prices zoomed into Ahe
stratosphere last spring and sumime: ... caly to crash

oo rarrow. A handful of traders play the game.
Orce. in recent pears, butter prices fell 40 cents per
jpound o the trade of a single carfcad of prodict,)

in late Septambec and October--several weeks after
jce cream makers' peak dewand passed.  Butter
prices last year ressmblo chease prices—teo high up,
followed by a tareible crash. However, NASS®
bucter inventory data suggests butter pricas’ free-fall
was a Gramatic overreaction. This fall, butter
invertaries were scant, at best. Scarce imventories
and streng domard did net justify the depths to which

prices of the commodity fell at the Chicago

Mercantile Exchangs. : :

Butter prices lost more than balf their valus,
onca the price plunge began in mid-October. Starting.
an October 11, Grada A butter prices (tho industry
benchmark) fell from $1.45 per pound down to $.64
per pound in eacly November,

USDA data shows tatal butter inventorics
declining gvery month after July 1996, except fat
October, when butter inventories weee the same as
September. By Novanber (the only month in ‘96
when butter invontories were higher thaa the prior
year), buttet inventories registercd only 8 million
lbs. That's only one cunce of butter for every man,
woman aod child in the United States! One ounce?
That's oaly one~quarter of a quarter stick of butter]

Federal Judge Slugs Northeast Compact

The Northeast Dairy Cornpact took ancther
punch ou the chin in early February, when a federal
judge gave USDA Secrstary Dan Glickman 45 days

- to clarify why the milk pricing compact for six Now

England states is in the publc interest.

Judgs Paul Frisiman, of the U.S, District
Court in the Distric of Columbia, criticized
Glickman for not raviewing hundreds of comments
from the public before okaying the compact.
Provisional approval for the Northeast dalry compact
was included in the 1996 farm law., USDA was
ohliged by Congrass to determine if thers was
compelling public interest,

Last December, Judge Friedman commented

. that legal challenges to the compact would almost

certainly succeed-not exactly a vote of confidence,
A -naticcal fluid milk processors  lobby—plus
numerous Midwostern states—-have legally chiallénged
the Northeast milk pricing compact.

The Milkweed...January 1897--3
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LET'S LOOK BEFORE WE LEAP ON PRICING CHANGES

EVERYBODY'S so darmed mad and fruatrated
about the basic formula price and the National
Cheese Txchange that it seoma obvious there
must bs a cheange. But the. more wa learn, tha
less we're convinced that scrapping the current
system will ituprova the situation.

Wo need to ask, *1s the system broke, or is our
industry still learaing to handls low (and even-
tually dizsappearing) price aupports?” Most peo-
pla predict much lees price volatility this year
and beyond. We may never see a repeat of 1686.
Here's why:

Higher supporta in the past provided a price
level below which cheess, butter, and powder
prices could not fall. This floor prevented blg price
drops. On the upside, there was the government’s
inventory and sell-back provinion, If comumodity
prices edged up to more than 10 percent above
aupport, the CCC would put product back on the
market, sliminating big price jumps.

Now there are no governunent stocks for mar-
ketorn of dalry products to purchage. All supplies
must coms from the markatplace. And what a
thin line thers (s between plenty and panie,

Sluggish milk production, uncertainty about
the corn and bean crops, and reasonably strong
demand for dairy products also were part of
1986's unique mix, The prica valatility that ro-
aulted won't soon he forgotten.

But our memories can becors selective. Cer-
tainly, the $8.13 per hundredweight crash in the
Hoard's Dairyman Farmn milk prica batwaeen our
October and December checks standa out more
than the gradunl $3.28 rize between March and

. October.

Now, will getting rid of the basic formula price,
with its lock-atep tie to caeh cheess prices, im-

\ prove the situation? Few peopla we talk to are

convinced.

Altarnatives include a survey of cheese price
transactions from acrosy the country and varl-
oux @¢conomic formulas, All of these options have
problsma of their own, not tho lenst of which is
that they are, Lu fact, themealves tled to Nation-
al Cheese Exchange pricse, Perhaps as much ns
80 porcent of cheege sold in the U.8. ia based on
the cash price at Grosn Bay, plus or minus some
amount. 8o basing milk prices on traneaction
prices doesn’t get ue away from the National
Cheese Exchange,

Basldes, therae's concarn that trangaction priced
may not be relinble without.clove (and costly) gov-
ernment audit. Sellers will want to report “high™;
buyers, "low.” Use of end-product prices ta eg-
tabllah base milk prices has many of the sams
problama,

We've neither heayd nor seen compelling evi-
dence that any of the alternative pricing mecha-
nisms will result In Jess price volatility or put a

more representative value on milk. Soma people
would to ssa the futures markets play a role.

Unfortunately, the dalry industry {(and the nesd-
od speculatore) have uot embracad futures trad-
{ng. Hopefully, flitures will grow {nto s more ef-
fective dairy marketing tool.

Tha National Cheese Exchange s considering
elactronic trading which could do two things, This
change has patential Lo boost trading velume and,
perhaps, result in more trading opportunities
which conld cut down sersion-to-gession price
swings. Frankly, one reason thero hasn't been
more exchange velume {3 because of tho negative
publiclty heaped on co-ope and companies that
trada.

All we're asking is that the industry “look be-
fore it leaps” when making milk priciag changed,
Bafors we scrap the aystem wa have now, let’s
maks sure that a raplacament ix an improvement.

I, COMMEN"

COST-OF-PRODUCTION WON'T W(

DONT bet the peu of high producers that
milk will ever be priced off tha farm by co
production, plus a reasonable profit.

Wa realiee the title and the {irgt senter
thig Editorial Comument will ivritate a tre
dous number of peaple, Many of the e-mails, !
phooe calls and letters we've received rec
are pramoting UBDA's cost-of-production fl
aa n place to begin when pricing millt at the
It is & popular concept now and viewed by .
as the route to high milk prices and the a
to dairy farma illa.

There ara a number of reasone why thi
won’t happen:

1. Politios In order to usa cost-of-product
price milk, {t would take a national effort. }
voe must ba in the program, or it will not
factive. Because dairy farmers won’t get Lo
and develop s program on their own, the on
hope of succeas — national legislation. Fr
your rapressntatives in Washington are |
dairy, and necessary legislation to allaw
pricing mechanism has no chanca.

2. Bupply control: For coat-of-product
work, you must cantrol output. Why? No 1
what price level you choose, there will be
ber of dairy operators who can produce r
significantly leas cost and will do o, If th
is as high as nomo suggested to us, it
tremendounly profitable for some opsrator
will expand, Alao, there is significant opp
to supply control from with!n tha {ndust
outaide; politics agaln,

8. Cast and profit level: USDA does |
annual cost-of-production Agures for slx @
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support, the CCC would put product back on the
markst, aliminating big price jumpa.

Now there are no government slocks for mar-
keters of dairy producta to purchase. All supplles
must come from the marketplace. And what a
thin line there is between plenty and panio.

Sluggish milk production, uncertainty about
the corn and bean crops, and reasonably strong
demand for dairy products alao were part of
1806% uniqua mix, Tha prica volatility that re-
aulted won'’t soon ba forgotten,

But our memories can become selective. Cer=
tainly, the $3.18 per hundredweight crash In the
Heard's Dairyman Farm milk prics batwsen our
October and December checks atanda out more
than the gradunl $3.28 rise between March and
Octobar.

Now, will getting rid of the basic formula prica,
with its lock-atep tie to caeh cheese prices, im-
preve the situstion? Few people we talk to are
convinced.

dence that any of the alternative pricing mecha-
nisms will result in leas price volatility or put a
more reprezentative value on milk. Some people
would 1iko to gea the futuras markets play a role.
Unfortunately, Lhe dalry industry (and the nesd-
od spaculatore) have not embracad futuras trad-
ing. Hopefully, fiturea will grow into a more ef-
fective dairy marketing tool.

The National Cheenss Exchange 1s considering
electronlc trading which could do twoe things. This
change hes potential to boost trading volume and,
perhaps, result in more trading opportunities
which could cut down sesaion-to-session prico
swings. Frankly, ons reason there husn't been
more exchange volume {# becauso of the negative
publicity heaped on ca-aps snd companies that
trada.

All we're asking ie that the industry “look be-
fore it leapa™ when making milk pricing changes,
Bafore we scrap tha system we have now, let's
maka sure that a replacemaent ia an improvement.
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DON'T SHUT DOWN THE NATIONAL CHEESE EXCHANGE

A BILL wending its way through both houses
of the Wisconein legislature would force the Na«
tional Cheese Exchange to find a new home in a
differant state or to close. As thie is belng writ-
ten, Wisconsin Governor Tommy Thompson ig in
Wasbhington, D.C., visitlng Secretary of Agricul-
ture Daa Glickman; toplc of diacussion is ¢e-
moving the influence of NCE on tha basic for-

‘mula price,

Tha article on page 139 of this issue apells out
the influence NCE has on U.8. milk pricing, It
has a tremendous effect, in addition o being uaed
to update the Minneasota-Wisconsin price in order
ta establish the basic formula price. No milk or
cheese price in the country can be separated (rom
the Chseose Exchange.

Deapite being a poor farmn milk price discovery
mechaniam, the influence of the Exchange would
be sorely missed by cheesa buyers and pellera and
calculators of the BFT. Something close akia to

* the NCE will davelop samewhare elsa, Admitiadly,

the Cheess Exchenge, as we know it, has cutlived
ite urefulness. However, the Industry, espscially

duiry farmers, can’t afford to get rid of it before

there {s somathing else in placa.

% 112 years aga . . .

-Mr. Goodrich took a cenwus of 100 of those
putrons, end among themn thera ware man
who made $2,08 for every dollar they spent
in feed, and thers were men who lost 30 and
40 cente for every dollax they spent in feed.

LAt oasl

Founder, 14
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1. Politiosm in order to use cast-ol-productic
price suilk, it would take a nationel effort. Ex
ons muat ba In the program, or {l will not b
fectlve. Because dairy farmers won't get Ltoge
and dsvelop & program on their own, the onl;
hope of auccess — natlonal legislation, 'ra
your rapraezentatives in Wnshington are si
dairy, and necessary legisiation to allow su
pricing wechanism has no chance.

2. Bupply control: For cost-of-productic
work, you must control output. Why? No ou
what price lovel you choose, thers will be a v
ber of dairy operators who can produce mi
significantly less coat and will do so, If the |
is as high A rome suggested to us, it wi
tremondously profitable for some operators;
will expand. Also, there is significant oppos
to eupply control from within the (ndustry
outgide; politics agala.

8. Cost and profit level: USDA does pu!
annual cost-of-production figures for alx are
the U.B. and an average for the entire U.S. \
do you usa, total variable cash expenao ($1
for 1885 versus $11.35 for 1094) or total acon
costa (15,87 for 1095 versus §16.48 for 1f
Do you tailos by reglon? What reasonable 1
do you build into the figure?

4. Withbold milk: Without legislation tc¢
tail supplies, the only bargaiuing chip for |
er prices iv milk withholding. On the farm,
cially with millk, there is a huge problem: All
of production continue during 8 withholdin
tion. You get wero income when milk runs
the drain, but faed and other milk produ
costs continue; not 5o when labor atrikes.

5, Prohlblt entry: With cost-of-producti
a basia for pricing milk, do you enhance the
from whera {t wonld be with the current sy,
supply and demnrnd? From the material we"
caived, most would say, “yes.” We asked cne ¢
*We can make a 1ot of raoney with 818 t
mdlk, [ you get the milk price up there, ho
you going to keep us from getting into the
business?” In short, how do you keep other
of tha buaincan in ordar to manage suppll
two tier, self help, quotas, licenaes?

HOARD'8 DA



State Senator

\ Alice Clausing

February 10, 1996

Y

TO: Legislative Colleagues
FROM: Senator Alice Clausing
RE: Co—sponsorship of LRB 2336/1, relating to the appointment of the Secretary ot:

Agriculture, Trade, and Consumer Protection

Prior to last biennium, the Secretary of the Department of Agriculture, Trade, and Consumer
Protection was appointed by the citizen-controlled Agriculture Board. Last session, our law was
changed to give the Governor direct appointment authority of the DATCP Secretary.

Direct appointment of the Secretary was proposed to streamline state government and make the
Ag Secretary responsive to the Governor through cabinet-style government.

Recent actions by DATCP lead me to believe that the Department and its Secretary have become
insulated from the very people they are charged with assisting. First, DATCP opposed the Fair
Milk Price bill, to prohibit trading against interest on the National Cheese Exchange. This same
idea was proposed several months earlier by DATCP.

Then, when the Senate was deliberating on the Fair Milk Price bill, DATCP prepared a severely
inflated fiscal estimate that temporarily delayed passage of the bill. Not until the Senate
requested an alternate fiscal estimate from the non-partisan Legislative Fiscal Bureau could the
Senate proceed with its deliberation on SB 2. The Fiscal Bureau’s estimate of the cost of SB 2
was about one-tenth of the cost estimated by DATCP.

LRB 2336/1 allows the citizen-controlled Agriculture Board to appoint the DATCP Secretary.
This will ensure that the DATCP Secretary, will once, again be directly responsive to farmers. If
you are interested in co-sponsoring LRB 2336/1, please contact my office at 6-7745 by Monday,
February 24™.

Analysis by the Legislative Reference Bureau
Under current law, the secretary of agriculture, trade and consumer prot.ection
is appointed by the governor, with the approval of the senate. Under this bill, the
secretary of agriculture, trade and consumer protection is appointed by the board of
agriculture, trade and consumer protection.

State Capitol, P.O. Box 7882, Madison, W[ 53707-7882 -~
1-800-862-1092 Toll-Free m 608-266-7745 Madison m 715-232-1390 Menomonie AL 04
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HERE ARE THE HEADLINES:
SENATORS PLEASED WITH U-S-D-A ACTION... ZZ§57
GUILTY PLEA ENTERED ON DRUG CHARGES... g;; wzﬁﬁu

SUSPECT IN ROBBERY BOUND OVER
MAN KILLED IN INDUSTRIAL ACCIDENT IDENTIFIED...

THE DETAILS:

A MOVE ABY U-8 AGRICULTURE SECRETARY DAN GLICKMAN TO HELP BOOST MILK PRIKES IS RECEIVING
PRAI FROM WISCONSIN'S TWO U-S SENATORS. GLICKMAN HAS ANNOUNCED A PLAN\ TO BUY 700-
THOPSAND POUNDS OF CHEESE EACH MONTH FOR USE IN A FEDERAL LOW-INCOME NUTRITION
AS$ISTANCE PROGRAM. SENATORS RUSS FEINGOLD AND HERB KOHL CALL IT A WIN-WIN SITUATION.
THEY SAY THE PURCHASE WILL TIGHTEN CHEESE SUPPLIES AND HELP BOLSTER FARMERS' MILK
PRICES. AT THE SAME TIME.. HUNDREDS OF THOUSANDS OF LOW-INCOME PEOP WILL GET ACCESS
TO\CHEESE AS PART OF THEIR BALANCED DIET.

WISCONSIN’S CONGRESSIONAL DELEGATION HAS BEEN ASKING GLICKMAN FOR MONTHS TO TAKE ACTION
TO ADBRESS LOW MILK PRICES.

-2/21- -

" ——

AN EAGLE RIVER MAN TODAY PLEADED GUILTY TO CHARGES OF CONSPIRACY TC DISTRIBUTE COCAINE
AND SUBMITTING A FALSE INCOME TAX RETURN. 52-YEAR-OLD STEPHEN PSZENICZKA HAD BEEN
ACCUSED IN A MADISON FEDERAL COURT OF BUYING COCAINE IN MILWAUKEE FOR DISTRIBUTION IN
EAGLE RIVER. HE NOW FACES A MAXIMUM LIFE SENTENCE.. AND A FOUR- MILLION DOLLAR FINE.

(Thanks to WRLO/WATK in Antigo, for this story.)

-2/21-

A MAN SUSPECTED OF INVOLVEMENT IN A RHINELANDER ARMED ROBBERY HAS BEEN BOUND OVER FOR
ARRAIGNMENT . 18-YEAR-OLD BURDETTE SHAVER OF GLEASON AT FIRST APPEARED TO BE A CUSTOMER
WHEN A MASKED GUNMAN CAME INTO THE ROBBED GAS STATION. BUT PROSECUTORS THINK HE WAS

ACTUALLY PART OF THE PLAN. ARRAIGNMENT IS SCHEDULED FOR MARCH TENTH. SHAVER REMAINS
IN ONEIDA COUNTY JAIL.

(Thanks to John Burton, WHDG in Rhinelander, for this story.)

-2/21-

A MAN KILLED IN AN INDUSTRIAL ACCIDENT IN JUNEAU COUNTY LAST NIGHT HAS BEEN IDENTIFIED
AS A 26-YEAR-OLD ELROY MAN. MICHAEL GEYER (guy-er) WAS KILLED WHEN HE GOT CAUGHT IN A
PLASTICS INJECTION MOLDING MACHINE AT TAILOR MADE PRODUCTS IN ELROY. AUTHORITIES SAY
GEYER WAS CHECKING ON THE MACHINE WHEN PART OF IT FELL ON TOP OF HIM. THE
INVESTIGATION IS CONTINUING.

(Thanks to Jackie O’Brien, WRJC in Mauston, for this story.)

(END)



Wisconsin
Dairy Products Association, Inc.

TO: Wisconsin Assembly Agriculture Committee

FROM: Wisconsin Dairy Products Association
Brad Legreid, Executive Director

DATE: February 19, 1997

RE: Senate Bill 2

On behalf of the Wisconsin Dairy Products Association, | would like to register our association’s
strong opposition to Senate Bill 2, a bill which would attempt to regulate trading practices on the
National Cheese Exchange (NCE).

A few weeks ago, the Senate Ag Committee heard testimony from over thirty individuals, with
two sides being clearly drawn up. On one side was an unprecedented unified dairy industry
strongly opposed to SB2. Almost every major dairy trade association in Wisconsin, plus National
Milk Producers Federation and Nationa! Cheese Institute, spoke against the bill. In addition, these
associations, along with a large collection of cooperative and proprietary dairy plants, had signed
a resolution opposing this proposed legislation. For many long-time dairy observers, it was rare to
see such a unified show of support from the industry.

The problem with SB2 is that it's misguided. The bill is being viewed by some as a panacea to
their financial problems. Because the industry has been on a pricing rollercoaster ride for the past
year, there is a misperception that the NCE is the culprit and the best way to improve prices is by
chasing the NCE to another state. The NCE is being used as a scapegoat for a myriad of
problems in dairyland. The reality is that the NCE is not the root of the problem, it's only one
symptom of an unfair dairy policy that needs a major overhaul.

It is true that it has been extremely difficult for many producers the past coupie months when
prices dropped rapidly. However, we must remember that dairy plants also took a beating during
the rise and fall of milk prices in 1996. And, we also have to keep in mind that 1996 produced
record highs for milk prices and 1997 is predicted to bring in the second highest prices in history.

If SB2 would be enacted into law, it would drive the NCE out of Wisconsin since there would be
few companies willing to trade at the NCE for fear of criminal prosecution. That’s because the
bill states that if a company is engaged in trading activity on the Exchange, it must document
that the price it sells cheese for on the Exchange is comparable to prices at that time off the
Exchange. This mandate is completely unrealistic since it would be impossible for a large,
national company with hundreds of outlets throughout the country to be able to cobtain all
potential selling prices at a specific time. The reporting requirements would be a nightmare. The
bill would also make it difficult for companies to sell or buy spot loads of cheese at the Exchange
due to the bill’s "trading against interest” focus. For instance, if Company A is normally a buyer,

8383 Greenway Blvd., ¢ Middleton, W1 53562 ¢ Phone 608/836-3336 ¢ Fax 608/836-3334
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but has a surplus of cheese it wishes to sell, it could be viewed as acting illegally. In the same
vein, if Company B is normally a seller, but just picked up a new account and needs to purchase
extra cheese, it too could be viewed in an unfair manner.

The bottom line is that companies would not participate at the NCE if this bill is passed for fear of
criminal prosecution of their normally-accepted and fair business practices. This would force the
NCE to move, but would accomplish nothing more than to give Wisconsin’s dairy industry another
black eye. Companies would continue trading at the NCE in Chicago, New York or elsewhere and
the NCE would still be tied to the Basic Formula Price (BFP). Since it's extremely important that
the dairy industry have a functioning, credible cash market, the industry would continue to
participate in the NCE even if it's relocated. That’s because dairy plants can no longer sell excess
cheese to the government or buy it back from Uncle Sam. It needs a trading place like the NCE
to maintain an appropriate inventory level. Moving the NCE will not automatically lead to higher
milk prices - those prices will come from the natural workings of the free marketplace.

Wisconsin Dairy Products Association is strongly opposed to this legislation since the issue of
cheese and milk pricing is a national, not state, issue. Any recommendations for modifying the
NCE should come from the federal level. USDA is in the process of implementing major changes
to the federal order system. As mandated by last year's Farm Bill, USDA will be drawing up new
federal milk marketing regions and making revisions to the rules regulating the pricing of milk and
dairy products. USDA will be giving serious consideration to the possibility of eliminating the
Basic Formula Price which currently is the benchmark for establishing monthly prices. Since the
National Cheese Exchange is part of the formula used to figure the monthly BFP, USDA will be
carefully scrutinizing whether or not the National Cheese Exchange prices are a viable and realistic
part of the pricing equation. USDA Secretary Dan Glickman has authorized USDA to conduct a
60 day public comment period to receive input on the NCE. In addition, a number of bills
pertaining to the NCE have been introduced, with congressional hearings beginning this week.

It is extremely important that Wisconsin does not hinder national efforts to modify and reform a
problem that has national ramifications. Therefore, the Wisconsin Dairy Products Association

‘respectfuliy requests your support on rejecting Senate Bill 2.

BAL/mmp



MEMORANDUM

March 3, 1997
TO: Assembly Republican Legislators and Staff
FROM:  John Liethen, ARC

RE: Commodity Futures Trading Commission Oversight of the
National Cheese Exchange

The following is a brief explanation of the CFTC decision to designate a cash settled milk futures
contract at the Coffee, Sugar, and Cocoa Exchange and its impact on the National Cheese

Exchange.

Commodity Futures Trading Commission and the National Cheese Exchange

Executive Summary

On February 27, 1997, the Commodity Futures Trading Commission (CFTC) designated a
new milk futures contract at the Coffee, Sugar and Cocoa Exchange in New York. This action
gives the CFTC the authority to oversee the actions of the National Cheese Exchange to prevent
price manipulation. The CFTC now has the authority to investigate traders and trading behavior at
the National Cheese Exchange and can pursue both civil and criminal remedies for anti-competitive
behavior. Although the state could still regulate the National Cheese Exchange by passing Senate
Bill 2 into law, such action now appears to be unnecessary and redundant with the recent decision

by the CFTC.



Background

The Coffee, Sugar, and Cocoa Exchange (CSCE) is a commodity market located in New
York which trades in futures and options. On November 14, 1996, the CSCE applied to the
Commodity Futures and Trading Commission (CFTC) to designate a cash settled milk futures
contract based on the Basic Formula Price determined by the US Department of Agriculture
(USDA). Currently, there are two existing futures markets for milk at the CSCE and at the Chicago
Merchantile Exchange. However, these milk futures are physical delivery futures as opposed to
cash settled. When a “cash settled” futures contract comes due, cash is exchanged between the
accounts of the buyer and the seller. In a “physical delivery” contract, the actual commodity or a
receipt for the commodity is exchanged for cash. Under the Commodity Futures Trading
Commission Act of 1974, the CFTC is given the authority to designate new commodity futures
markets and regulate such markets to protect the public from price manipulation. On February 27,

1997, the CFTC gave approval to the CSCE milk futures contract based on the BFP.

‘What does a BFP futures market have to do with the NCE?

As stated in a January 28, 1997 memo on the “National Cheese Exchange and Dairy Prices,”
the price of cheese traded at the National Cheese Exchange (the Exchange) has a profound
influence on the BFP as determined by the USDA. With recent CFTC approval, CSCE traders will
be able to buy and sell futures based on the BFP for each month. While the CFTC maintains that it
still does not have the statutory authority to regulate the trading activity at the Exchange, the new
BFP futures market creates a situation in which the CFTC will have oversight of the Exchange

because of its influence on the BFP.

The CFTC has the authority to regulate all futures markets. If there is an allegation of
manipulation of the BFP settlement price, the CFTC can investigate the impetus of manipulation.
Because of the correlation between the Exchange price and the BFP, the CFTC would be allowed to
investigate the activities of the Exchange. The CFTC has the authority to demand that the



Exchange produce trading activity records or that an individual trader or any agent for a trader
produce trading records. If the CFTC finds that price manipulation has occurred, it can then proceed
to criminal and or civil remedies. The CFTC can issue a cease and desist order to prevent price
manipulation. In addition, a court can provide a criminal penalty of no more than $1 million in
fines and no more than five years in prison, or a civil forfeiture of $100,000 per violation or triple
the monetary gain that was made because of the anti-competitive behavior.

As a settlement, the CFTC could also require the Exchange to adopt certain trading practices
or require trading activity reporting by an individual member of the Exchange. In other words,
although the CFTC may not, in fact, regulate the Exchange, a new BFP futures market provides the
CFTC with oversight of the Exchange and can prevent price manipulation at the Exchange if it

occurs.

If milk futures already exist at the CSCE and the Chicago Merchantile Exchange, why did the

CFTC not oversee the activity of the Exchange over the past few years?

The existing milk futures at the CSCE and the Chicago Merchantile Exchange are not based
on the BFP. It is the connection with the BFP by the new futures market which gives the CFTC the
link which is necessary to ensure that the activity of the Exchange does not manipulate the BFP

contract.

What does CFTC oversight of the Exchange mean for milk prices? Will milk price volatility end?

Whether indirect or direct regulation of the Exchange, any CFTC action against the Exchange
will not push milk prices up. Milk prices will continue to be influenced by market supply and
demand. Nevertheless, oversight by the CFTC and the potential for legal action against the
Exchange or a trader may reduce some of the volatility producers saw during the fall of 1996. Even
with regulation of any market, volatility cannot totally be avoided due to environmental,
production, and demand factors which impact the price of milk. Volatility makes it difficult for
farmers to budget and to plan for future production. Although the USDA is investigating the
possibility of de-linking the price of cheese determined at the Exchange from the BFP, the

Exchange price will continue to be used in the BFP formula until a decision is made, perhaps



sometime this summer.

What impact does this have on Senate Bill 2?7

Senate Bill 2 requires the Department of Agriculture, Trade, and Consumer Protection
(DATCP) to prevent trading against interest and price manipulation at the Exchange. The
Exchange will likely move from Green Bay if the Legislature and the Governor signs SB 2 into law.
It appears that oversight by the CFTC of the Exchange through the new milk futures market would

eliminate the necessity for state regulation, as it would be redundant and less effective.

Talking Points

© Thanks to the federal government’s actions, Senate Bill 2 and any other
attempt at state regulation of the NCE is now irrelevant.

® Assembly Republicans applaud the CFTC'’s intervention on behalf of
Wisconsin’s dairy farmers. In fact, we encouraged the CFTC to become
involved with the NCE by unanimously passing AJR 14.

© CFTC's involvement with the NCE proves that we were right and the
Senate Democrats were wrong. We stayed away from their political
brinkmanship. Instead, Assembly Republicans developed and passed
sound bipartisan public policy.

© While there was talk of manipulation at the NCE, the real manipulation
was that of Senate Democrats using “Dairyscare” tactics on Wisconsin’s
farmers. ~

® The CFTC will now have the authority to oversee the activities of the
National Cheese Exchange, to protect against price manipulation, and
reduce the volatility of the market.

© A milk futures market provides the USDA with another option to replace



the NCE, if necessary.

F O R IM M E D I A T E R E L E A S E

For more information or additional comment:
Contact State Representative Joe Schmoe at (608) 266-1234

SCHMOE APPLAUDS OVERSIGHT OF CHEESE EXCHANGE
Bipartisan public policy triumphs over Democrats’ "Dairyscare”

RIVERBOTTOM - State Representative Joe Schmoe (R-Riverbottom) today applauded the
Commodity Futures Trading Commission’s (CFTC) decision to allow milk futures trading on the
Coffee, Sugar and Cocoa Exchange.

The move will provide federal oversight of the National Cheese Exchange (NCE) and make any
attempt at state regulation of the NCE irrelevant.

“The CFTC will now have the authority to protect Wisconsin’s farmers and all consumers from
price manipulation,” Schmoe said. “The CFTC’s authority will apply a chilling effect on any
attempt to fix the market.”

By approving the new cash-settled milk futures contract, the CFTC has the ability to protect
against price manipulation by having the authority to investigate trading practices, assess civil
and criminal penalties, and order traders to correct their trading behavior.



“The CFTC's involvement proves that Assembly Republicans were right and the Senate
Democrats’ ‘Dairyscare’ tactics were wrong,” Schmoe said. “Good public policy has prevailed
again.”

The USDA is currently undergoing a process to determine whether the NCE price for cheese
should be considered in the basic formula price under the federal milk marketing orders. The
milk futures market provides the USDA with another option to replace the NCE, if necessary.

- 30 -—-



