JANUARY 1981
Priceflb.  Aclivity

Weeliol: Commodily Knﬂ‘smmns .

Barrels

A week-by-week summary of 1991 trading at the Nauon-
 al Cheese Exchange shows that industry giant Kraft’s selec-
tive participation suggests an effort to hold down prices, par-
ticularly with respect to 500-Ib. Cheddar barrels.

In 1991 cheese exchange activities, Kraft:

* Sold just over 90% of all Cheddar barrels trans-
_acted, despite the fact that Kraft produced zero barrel Ched-
dar until very late in the calendar year. , .

""" ___* Bought zero cheese at the exchange.

e e ~ * Dumped loads of Cheddar barrels during times 1mmed1— -
ately prior to industry short-falls of that commodity.
FEBRUARY 1991 ‘ Kraft’s 1991 behavior at the National Cheese Exchange
Commodity +-  Pricesib.  Aclivity Kraft's Actions ~ suggests that the firm used its dominant position to its eco-

(Barels NG $10525  Noactvity No activity . | . JUNE1991

Weeko: Commodily +- Pricefb.  Mctivily Kralt's Actions

6 Barrels +1¢ $11425  Nosales. 9 bids No activity
. ~ Unfilled: 2 @ $1.1400
71@81145 ‘

Week of:

215 Barrels

222 Barrels No sales. 5 cars unfilled

hids @ §1.1500

Barrels +3/4¢  $1.1500 * No activity

Sotnrdnbrno

_ Nosales. 8 cars unfilled
bids @ $1.1775

o i oo A g e

Barrels +2-3/4¢ $14775 ,Noac:ti‘vity .

o o £ e a3

"MARCH 1081 _ ,
Price/ib. Activily - Kraﬂ"sAc!ions:

5 cars sold on offers of ,
. §1.1825; » Kraft
5 cars sold on bids '
of $1.1825
5 cars sold on offers
0f $1.1825
25 cars sold on bids
of $1.1825 ’

+1/2¢ §1.1825

+

: :Vleak ol': Cnmmediw 6/28 Barrels

Barrels NG $1 0525  Noactivily

Noactivity

. . duwy 191 ,
Weekofl: Commodity +- Prcefb. Activiy Kraft's Actions
73 Bamels  +3/4¢ $11900  1Dcarsoffered &sold = Kraftsold &l 20

Noactivity

 Noactivity No activily

CHylY . onbid @$1.1900 carloads
Barrels 1 car offer uncovered 1 car unfilled offer  10cars Sold on offer ‘
@$1.05%5 , _@siio0
2 cars sold on bid 5 cars unfilled bid
- @81.0550 @ $1.1900

 Bcars unfilled bid
@ $1.1975
Sears unfllled bld

No activity

APRIL 1981
fb.  Activty
 Noactivity

Commodity Kraft's Actions

Barrels No activity No activity

Barrels  441/2¢ $1.2425  5cars unfilled bid No activity
- ~ ~ . @%12400 ‘
15 cars unfilled bids .

@ 31 2425

Barrels 1 car sold on bid

Kraft sold 1 car
@ market , .

3 cars unfilled bids
@%$1.2500

e

Barrels 32 cars sold on bids

Kraft sold all 32 cars |
@ $1.0525 . ,

. AUGUST 1091
Commodity +- Priceib.  Aclivily __ Kraft's Actions
82 Barrels  +1-1/4¢ $12625  Bcashid &sold Kraftsold all 8
. _ @81.9575 carfoads
5 cars unﬁlled blds '
@§1.2625

MAY 1081
+- Pricsfib.  Activity
+1-1/4¢ $1.0650 Info not available

Krait's Actions
Info not available

Commodity
Barrels

11 cars sold on bids
@§1.0755

6 cars sold on bids
@ $1.0750
5 cars unfilled bids
@31.0750

Barrels

+1¢  §$1.0650 Kraftsold all 17.cars

Barrels +1/2¢ $126/5  2casunfilledbid No activity

d&sod  Kmaftsoldall 4
@$1.2700 _ carloads

547  Barels  +4-1/2¢ $1.1200 5 cars sold onbid  Noastivity 2 cars bid & sold
; @931.1200 . . @$1.275 ; ;
14 cars unfilled bids: 5 cars unfilled bids
5@%11200 @31.27125

6@31.1175
3@851.1150

14 cars sold on bid Kraft sold 8 carloads

v @s12850 @$1 2875 nde
Barels  NC  $11200 Bcassoldonbids  Kraftsold all 20 ‘~ 3@??59‘:,'39“ bid  carloads@§12900
. @851.1200 - @§1.2900 .
6-cars sold on bids ?@ C;;Sélgg on bﬁd
@8$1.12%5 , §12925
6carssold onbids , 5@ c;;s Zlggﬂed bid
@$1.1250 B

4 cars bids unfilled

+1-1/4¢ 31 1325

No sales !

_ Unfilled bids: 2 cars @
$1.1200, 2cas @

- §11300,5cas @

$1.1325

B30  Barrels i1g  $13050  2casunfiledbid No activity
~ o @$1.3050
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. , SEPTEMBER 1901
Weekol: Commodily +- Price/lb.  Achiviy
96 Barrels +1/4¢ $1.3075  bcars sold ol

@§1.3015

+1/4¢ $1.3100 6 cars sold of

913  Barrels
@ $1.3975

e $13275

@ $1.3100
2 cars bid uni
@$1.3075

5 cars sold ol

. Barrels +1¢ $1.3200
, . - @ $1.3175
6 cars unfillet
@ $1.3450 .

$1.3250
- 4cars sodlor

977  Barrels  +1-1/4¢ $13395  Dcarssoldor

\ $1.3275

o 2 cars sold or
$1.3300
6 cars sold or

§1.33%
3 cars sunfille
@ $1.3225

. 2cars unfillet
@9$13325

| , OCTOBER 1991
Weekof. Commodity +- Pricelb.  Activily
1074 Barrels +1-1/4¢ $1.3350  3carssoldon
‘ , @ $1.3350

10/11 Barrels  +1/4¢ §1.3375  Ycarssoldtol
- . of $1.3350
3 cars unfilled

10/18 Barrels NC $13375 dcarssoid@
. . 2 carssold @

10/25 Barrels NC $13375 2carssoldor
o  @§13375
_ Unfilled bid: 2




 Commadily
 Barrels

arrels

Commodily
Barrels

Barrels

+1¢

+3/4¢  §1.1600

+2-3/4¢ $1.1775

2 §11825

Kraft Domlnated 1991 Cheese Excha

Activiiy
No sales. 9 bids

unfiled: 2 @ §1.1400
7@81.1425

No sales. 5 cars unfilled
bids @ $1.1500

. Nosales. 8 cars unfilled
bids @ $1.1775

5 cars sold on offers of

$1.1825,
5 cars sold on bids
of $1.1825

_ 5carssold on offers

of $1.1825
25 cars soldon bids
of $1.1825 ‘

JULY 1881

+- Pricefib.
+3/4¢  $1.1900

+1¢  §1.2000

+3/dg  $1.2500

Rctivity
10 cars offered & sold
onbid @ $1.1900
10Cars sold on offer
@8$1.1900

5Scas unfilled bid
@ §1.1900

@ 811975

. 5cars unfilled bid

@ $1 2000

_ @9%1.2400
15 cars unfilled bids
 @§1.24%

3 cars unfilled bids

AUGUST 1991

+/-  Pricefib.

~ +1-1/4¢ §126%5

+Re 812725

+2-1/4¢ $1.2050

+1¢g $1.3050

 3cars sold on bid

Activily
Bcarsbid &sold

@$1.25575
5 cars unfilled bids

. @312%%5

2 cars unfilled bid

Zcars bid & sold .
@3$1.2700

2cars bid & sold
@$1215 -
5 cars unfilled bids
@81.27%5

14 cars sold on bid
@ $1.2850

@$1.2900

3 cars sold on bid
@$1.2905
5 cars unfilled bid

2 cars unfilied bid
@$1.3050

week-by-week summary of 1991 tradmg at the Nation-
e Exchange shows that industry giant Kraft's selec-
ticipation suggests an effort to hold down prices, par—
y with respect to 500-1b. Cheddar barrels.

1991 cheese exchange activities, Kraft:
old just over 20% of all Cheddar barrels trans-
despite the fact that Kraft produced zero barrel Ched—
very late in the calendar year.
ought zero cheese at the exchange.
,umped loads of Cheddar barrels during times immedi-
rior to industry short-falls of that commodity.

aft’s 1991 behavior at the National Cheese Exchange
ts that the firm used its dominant position to its eco-

. JUNE 1991
_+-  Pricefib.
$1.1425

Kraft's Actions
No activity

All 40 carloads sold by

Kraft

_ Kraft's Actions

Kraft sold ali 20

_ carloads

Kraft's Actions

Kraftsold all 8

carloads

No activity

Kraft sold all 4
carioads

Kraft sold 8 carloads
@§1.2875and e

. carloads @ $1.2900

nomic gain. Kraft holds an approxxmate 60% share of the
entire U.S. cheese market, according to a 1991 study. The
shadow cast by Kraft over the Exchange clouds the economic
well—bemg of other industry participants, primarily dairy
farmers and cheese plant operators. k
Neither the Exchange nor the federal government pub-
lishes a list of weekly sellers and buyers of cheese. The data
used in this analysis is gained from the weekly mdustry pubh-

cation, Cheese Market News. Cheese Market News is avail-

able by subscription: $65 per year (second class mail).
Goman publishing Co 8750 W. Bryn Mawr Ave Chlcago,

IL 60631.
 Where cheese prices are set

Very simply, the National Cheese Exchange, located in

Green Bay Wisconsin, is where cheese prices are established,
weekly. Exchange activity sets prices for both 40- Ib. Cheddar
blocks, as well as 500-Ib. Cheddar barrels. The cheese trade
uses the block Cheddar price as an industry benchmark, pric-
ing many other varieties of cheese (such as Muenster or
Colby) of the weekly block price at Green Bay. Suppliers to
many supermarket chains adjust cheese prices each Monday
mormng, based on the prior Friday’s 40-1b. Cheddar block
_ price movement at the exchange. f

Promptly at 10:00 a. m., Fridays, the tradmg bell is gently
hammered at the National Cheese Exchange s1gna]lmg the
‘begmnmg of trading. The Exchange is located in a small
bulldmg on the east side of Green Bay, Wisconsin.

A handful of industry traders meets weekly to buy and

sell 40,000-1b. carloads of Cheddar cheese. 40-1b. Cheddar
blocks (consumer cuts) and 500-1b. barrels (used for pro-

 cessed cheese) are the only commodities traded...

- SEPTEMBER 1991
Weekof: Commodily +- Prcefb. Actvily

9/6 Barrels +1/4¢ $1.3075 6 cars sold on bid
, - . . @305

Kraft's Acﬁnns
Kratft sold 6 cars

Kraft sold all 10 cars

@$1.3975

. 4cars sold on bad
@ $1.3100 . .
2 cars bid unfilled

@ $1 3075

@3
6 cars unfilled bids
@ $1.3450 .

827 Barrels  +1-1/4¢ $1 .3325 2 cars sold on bids of Kraft sold:
. « - 813250 2 cars @ $1.3250
_ Acars sodl on bids of 4.cars @ $1.3275
$1.3275 ‘ Jcas@51.3300
2carssoldonbidsof 2 cars @$1.3325
$13300 , ‘
6 cars sold on bids of
§B% ‘
3 cars sunfilled bid
@ $1.3225
. 2cars unfilled bid

@§13325

= OCTOBER 1091
Weekol: Commodity o+ Pricefib.  Achvity
104 Barels  +1-1/4¢ $1.3350  3cars sold on bid

Kraft's Actions
Kraft sold 3 cars

+1/4¢ $13375  Scarssoldtiobids
of $1.3350 -
3 cars unfilled bids -

@$13375

Barrels

Barrels NG 313376 dcarssoid@$1.3375  Kraft sold 6 cars
‘ 2carssold @ $1.3305 .

NC §13375  2carssoldonbid
@ $1.3375
Unfilled bid: 2 cars

. @§1.3375

Kraft so)d 2cars

| 120

No shoutmg or frantic hand waving by commc

_here. Rather, the 18 to 24 industry representatives

nal their intentions in soft voices, as they offer, b

sell. It’s an old-boys club, a chummy atmosphe

watch the proceedings from chairs, sipping coff
with each other. A bank of old, wooden phone !
the back wall. Traders may communicate with he
during the trading session.

A huge blackboards spans ‘much of the front
change trading floor. A secretary records the tra
the blackboard. To sell cheese, a firm makes an of
a price and volume. For example: "3 cars Blocks
per pound.” That means the firm wanis to sell tt

carloads of Cheddar blocks. An interested buyer |
first to cover that offer, sealing the transaction.

To buy cheese, a firm may also announce th:
by posting a bid, say "3 cars Barrels @ $1.2350.
marketer fills the bid, the cheeseis sold.

The Exchange trades for at least 30 minutes,
longer. At day’s end, the final transaction sets
"opinion” for the following week. A

The National Cheese Exchange has gamered

heated criticism and 1nvest1gat10ns There is nc
 saying that the Cheddar block price is the industs

benchmark. That’s the way the mdustry at large u

activity at Green Bay, right or wrong.

,‘  The meanest S.0.B. in the valley...
_ The accompanying monthly trading summarie

’ 'during the recently completed year, Kraft sold 3(

40,000-1b. carloads at the Exchange. Kraft brokere

_ all barrel carloads and 59 5% of all block carload

NOVEMBER 1991 ~
Pricefib.  Activily
$1.3375 5 cars offered & sold
 @%13400
5 cars sold on bid
 @§1.3400 ‘
11 cars sold on bid
@9$13375
2 cars offered & sold
@ $1.3375
Bids unfilied: 2 cars

Weekof: Commodily .+
Hn Barrels e

Kra
9
14
1

Barrels 4 cars sold on offer
. @%1.3200
Uncovered offer: 2 cars

@§13175

2 $13175

-1-1/3¢ $1.3000

Not Available

Barrels 4 cars sold on offers
@912850
4 cars sold on offers
, @ §1.2825
. Uncovered offer: 2 cars

@ 91285

-1:3/4¢ $12825

Barrels Offer uncovered: - Noa

2cars @ $1.2775

11729

e $12175

DECEMBER 1991

Weeko: Commodity +- Pricefb.  Activily . Kraft's
12/6  Barels  -31/2g $1.2425  2cars offered & sold No act
| ; @145
Offer uncovered:
2cars @ §1.2425

2cars @ §1 2375

Barrels Offer uncovered:

2cars @ $1.2225
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 Kraftsold all 10 cars

4 cars sold on bid

Kraftsold5cars

2cars @ $1 3250
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2cas @$13300
2cas @$13325

Kraft's Actions
Kraft sold 3 cars

Kraft sold 9 cars

Kraft sold 6 cars

Kraft sold 2 cars
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991 Cheese Exchange Tradlng

' during 1991. Kraft offered to sell, and sold o ﬁ]l others bids. But Kraft never

No shouting or frantic hand waving by commodity traders
here. Rather, the 18 to 24 industry representatives quietly sig-
nal their intentions in soft voices, as they offer, bid, buy and
sell. It’s an old-boys club, a chummy atmosphere. Traders
watch the proceedings from chairs, sipping coffee, chatting
with each other. A bank of old, wooden phone booths lines
the back wall. Traders may communicate with home offices
during the trading session.

A huge blackboards spans much of the front of the Ex-
change trading floor. A secretary records the transaction on
the blackboard. To sell cheese, a firm makes an offer: quoting
a price and volume. For example: "3 cars Blocks @ $1.2660
per pound.” That means the firm wants to sell three, 40,000
carloads of Cheddar blocks. An interested buyer must be the
first to cover that offer, sealing the transaction.

To buy cheese, a firm may also announce that 1ntent10n

by posting a bid, say "3 cars Barrels @ $1. 2350." If another .

marketer fills the bid, the cheese is sold.
The Exchange trades for at least 30 minutes, sometlmes

opinion” for the following week.
The National Cheese Exchange has gamered its share of

longer. At day’s end, the final transactlon sets the market

_heated criticism and 1nvest1gatlons There is no firm rule
 saying that the Cheddar block price is the industry’s pricing

benchmark. That’s the way the industry at large uses weekly
activity at Green Bay, right or wrong.

The meanest S.0.B. in the valley...

. The accompanying monthly trading summaries show that
_ during the recently completed year, Kraft sold 302 (83.1%),
40,000-Ib. carloads at the Exchange. Kraft brokered 90.8% of
all barrel carloads and 59.5% of all block carloads transacted

NOVEMBER 1091
Price/ib. “
 NC 813375

Yeekof: Commodily 4/
1A Barrels

118 Barrels

1115 Barrels

Weekof: Commodity

126  Barrels

Barrels

Barrels

e

2% $13175

-1-13¢  $1.3000

Activily

5 ¢cars offered & sold

@ $1.3400

5 cars sold on bid

@ §1.3400

Kraft's Actions
9 cars offered

14 cars sold
+ uncovered offer

11 cars sold on bid

@51.3375

2 cars offered & sold

@ §1.3375

Bids unfilled: 2 cars

@ $1.3375

4 cars sold on offer .

@$1.3200

Uncovered offer: 2 cars

@315

Not Available

@ $1.2850

4 cars sold on offers

4 cars offered

Not Available

2 o 0 s W 8 e O e

4 cars offered
2 cars uncovered offer

4 cars sold on offers

@81.2825

er uncoverea:

 Uncovered offer: 2 cars

2.cars @ §1.2775

DECEMBER 1001

‘4 Pricefib,
31/2¢ §1.24%5

4 W75

1-1/2¢ $1.2025

e

Activity

2 cars offered & sold
@9%1.2425

Nraft's Actions
_ No activity

Offer uncovered:
2 cars @ $1.2425

Offer uncovered:

2cars @$1.23%5

Offer uncovered:

2cars @$12225

Offer uncovered:
2cas @§1.2126

- Kraftoffered

Exchange

by Pete Hardln

bid for, nor d1d Kraft buy any product.
_As an individual year, 1991 was more or less the first "normal" year the
cheese industry has seen since the 1988 Midwest Drought kicked in cheese pric

_ ing gyrations, starting in June 1988. The ’88 Drought’s aftershocks didn't cease
until fall 1990, for cheese marketing industry. Thus, 1991 qualified as the first

"normal” year following several roller-coaster years. However, 1991 was a pivo-
tal year in another marketing regard. For the first time since the early 1970s, per
capital cheese consumption in the U.S. actually declined! Overall cheese con-
sumption, espec1a11y away-from-home use, declined in response to American

consumers’ recession-pinched pocketbooks. The national recession nohceably
took its bite out of cheese sales, parhcularly as 1991 progressed.

Kraft is the predominant firm in the U.S. cheese industry. A recent cheese
market study by Find/SVP suggested that Kraft holds 60% of the nation’s cheese
mdustry Other competitors, such as Borden and Schrieber Foods, pale in com-
parison to Kraft’s share of the cheese industry. During 1991, Kraft officials ad-
mit to holding 49% share of the natural cheese market. That’s product cut and
wrapped for distribution to supermarkets. Kraft holds about a 70% of the nation’s
processed cheese industry. Bellwether Kraft branded products such as Velveeta
and Cheez-Whiz requlre many, many 500-1b. Cheddar barrels in their processing.

Until very late in 1991, Kraft had produced zero Cheddar barrels for several
years. Kraft gains its required volume of 500-1b. barrels via private transactions
(off the Exchange), with numerous cheese plants across the country. Kraft often
engages such providers in exclusive supply contracts. These firms are obliged to
sell to Kraft, or else offer cheese to the government’s surplus program. V

But the base price for firms exclusively supplying Kraft is based upon the
respective commodity price established at the National Cheese Exchange Thus,
if Kraft were to act in such a manner that commodity cheese prices were unduly
lowered at the exchange. Kraft would effectlvely hmrt costs of pnvately acquired

_ product.

Kraft is well aware of money made through the ups and downs of the cheese

- exchange. In mid-summer 1990, cheese prices began a precipitous plunge, tum-.
bling 35¢ per pound. But nowhere between mid-summer 1990 and mrd-Apnl

1991 did Kraft lower its price charged to retailers. Thus, Kraft pocketed the
entire difference. Industry sources estimate that haul netted Kraft $400-500 mil- '
lion, atop its usual cheezy profits. ,

Historically, prices for block and barrel Cheddar rise and fall in relative sync ‘

The traditional "split’ between those commodmes prlces shows a 3. 54 S¢ per.
 pound advantage to 40-1b. blocks. '

- Price-wise, blocks and barrels may tug up or depress each other A shortage
of one commodity drives up the price of the other. In recent years, barrel Ched-
dar supplies have generally been tighter than blocks. That's due to two factors:

_expanding process cheese demand and conversion of several Midwest barrel
Cheddar plants to Italian cheese production.

Dunng 1991 the strongest example of Kraft’s one-sided achvmes at the Ex-
change are seen in the months of April-June. At that time, Kraft dumped large

A quantmes of barrel Cheddar on a demand-driven, rising market. By unloading
~ barrels in this fashlon Kraft apparently hoped to keep the 1id on barrel Cheddar

2 cars uncovered offer |

prices.
Even a few week’s grace from hrgher prices adds up to tens of millions of

dollars for Kraft, when consrdermg that the firm sells about 70% of the nation’s
processed cheese.

The typical concept of a commodlty exchange is a site where mdustry
players meet to transact their short-term needs, buying and selling. For Kraft, in
1991, however, it was no buy/all sell ... all the while realizing that the ﬁrm S pri-

vate treaty cheese purchases were based upon the Exchange price.

_If the National Cheese Exchange were governed by rules similar to the stock

-exchanges, such activities would likely be deemed illegal.

If two or three firms, controlling 70% of a.n mdustry, acted in a manner to ﬁx
prices, that would violate anti-trust laws.
But Kraft doesn t need any co- consplrators to mﬂuence cheese prices, at the ,

, 1991 Summary:
Kraft's Monthly Trading Actions
at the National Cheese Exchange
Tolal Carloads Tunsaclod Kraft's Transactions

Seplember . 33 Barrels

November”

Totals: Kraft sold 238 of 262 barml caﬂoads sold during during 1991.
Kraft sold 66 of 111 block carloads seld during 1991 !

. Weeks of May 4 and November 15 not available;

The Mllkweed Nov.-Dec. 1991-—5




991 Cheese Exchange Tradin 8.
60% share of the No shouting or frantlc hand waving by commodlty traders  during 1991. Kraft offered to sell, and sold 1o ﬁll others bids. But Kraft never
3 1991 study. The here. Rather, the 18 to 24 mdustry representatives quietly sig-  bid for, nor did Kraft buy any product.
louds the economic nal their intentions in soft voices, as they offer, bid, buy and  As an individual year, 1991 was more or less the first "normal" year the
ts, primarily dairy sell. It’s an old-boys club, a chummy atmosphere. Traders cheese industry has seen since the 1988 Midwest Drought kicked in cheese pric
‘ ; watch the proceedings from chairs, sipping coffee, chatting  ing gyrations, starting in June 1988. The ’88 Drought’s aftershocks didn’t cease
ral government pub-  with each other. A bank of old, wooden phone booths lines  until fall 1990, for cheese marketing industry. Thus, 1991 qualified as the first
of cheese. The data  the back wall. Traders may communicate w1th home ofﬁces "normal” year following several roller-coaster years. However 1991 was a pivo-
eekly industry publi- during the trading session.  tal year in another marketmg regard. For the first time since the early 1970s, per
arket News is avail- A huge blackboards spans much of the front of the Ex-  capital cheese consumption in the U.S. actually declined! Overall cheese con-
second class mail). change trading floor. A secretary records the transaction on  sumption, especxally away-from-home use, declined in response to American
Mawr Ave., Chicago,  the blackboard. To sell cheese, a firm makes an offer: quoting consumers’ recession-pinched pocketbooks. The national recession notlceably
' a price and volume. For example: "3 cars Blocks @ $1.2660  took its bite out of cheese sales, pamcularly as 1991 progressed.

e set k' . per pound.” That means the firm wants to sell three, 40,000 Kraft is the predominant firm in the U.S. cheese industry. A recent cheese
Exchange, located in  carloads of Cheddar blocks. An interested buyer must be the market study by Find/SVP suggested that Kraft holds 60% of the nation’s cheese
rices are established, first to cover that offer, sealing the transaction. . industry. Other competitors, such as Borden and Schrieber Foods, pale in com-

both 40-1b. Cheddar 0 buy cheese, a firm may also announce that intention, parison to Kraft’s share of the cheese industry. During 1991, Kraft officials ad-
els. The cheese trade  py posting a bid, say "3 cars Barrels @ $1.2350." If another . mit to holding 49% share of the natural cheese market. That’s product cut and
stry benchmark, pric- marketer fills the bid, the cheese is sold. ~ wrapped for distribution to supermarkets. Kraft holds about a 70% of the nation’s
uch as Muenster or The Exchange trades for at least 30 minutes, sometlmes processed cheese industry. Bellwether Kraft branded products such as Velveeta
en Bay. Suppliers ©©  jonger. At day’s end, the final transaction sets the market  and Cheez-Whiz require many, many 500-1b. Cheddar barrels in their processing.
prices each Monday  vgpinion” for the following week. » Until very late in 1991, Kraft had produced zero Cheddar barrels for several
O-lb. Cheddar block The National Cheese Exchange has gamered its share of  years. Kraft gains its required volume of 500-1b. barrels via private transactions
. heated criticism and 1nvest1gatlons There is no firm rule (off the Exchange), with numerous cheese plants across the country. Kraft often

trading bell is gently  saying that the Cheddar block price is the indusiry’s pricing engages such providers in exclusive supply contracts. These firms are obliged to
hange, signalling the  benchmark. That’s the way the industry at large uses weekly sell to Kraft, or else offer cheese to the government'’s surplus program.

located in a small  activity at Green Bay, right or wrong. But the base price for firms exclusively supplying Kraft is based upon the
isconsin. " , V respectlve commodity price established at the National Cheese Exchange Thus,
The meanest S.0.B. in the valley... 7 if Kraft were to act in such a manner that commodity cheese prices were unduly

The accompanying monthly trading summaries show that  lowered at the exchange. Kraft would effecuvely 11m1t costs of pnvately acqulred

‘dunng the recently completed year, Kraft sold 302 (83.1% roduct.
40,000-1b. carload}s, at thg Exchaynge Kraft brokered 9(0 3% 03 £ ™ Rratt is well aware of money made through the ups and downs of the cheese

all barrel carloads and 50 57 of all block carl - exchange. In mid-summer 1990, cheese prices began a precipitous plunge, tum-
_ ck carloads arsaced bling 35¢ per pound. But nowhere between mid-summer 1990 and mid- -April

. NOVEMBER1991 . 1991 did Kraft lower its price charged to retailers. Thus, Kraft pocketed the

Weekof: Commodily s Pricelt. Activty Kratt's Mﬂm entire difference. Industry sources estimate that haul netted Kraft $400—500 mil-
11/1  Barrels . Nc $1.3375 5 cars offered & sold 9 cars offered lion, atop its usual cheezy proﬁts ,

@ $1.3400 14 cars sold ' '
5 gars sold on bid funcoveredofer Historically, prices for block and barrel Cheddar rise and fall in relative sync '
Kraft sold all 10 cars @s13400 - | The traditional "split" between those commodities’ pnces shows a 3. 5-4 5¢ per
. . 11 cars sold on bid blocks.
4 cars scld on bid @$13375 pound advantage to 40-1b. oc]
2 cars offered & sold - Price-wise, blocks and barrels may tug up or depress each other. A shortage
o dss‘ufgg i .of one commodity drives up the price of the other. In recent years, barrel Ched-

dar supplies have generally been tighter than blocks. That’s due to two factors:
expanding process cheese demand and conversion of several Midwest barrel
Cheddar plants to Italian cheese production.

During 1991 the strongest example of Kraft’s one-51ded actlvmes at the Ex-
change are seen in the months of April-June. At that time, Kraft dumped large
. quantmes of barrel Cheddar on a demand-driven, rising market. By unloading
_ barrels in this fashlon Kraft apparently hoped to keep the lid on barrel Cheddar‘
prices.

Even a few week’s grace from hlgher prices adds up to tens of millions of
dollars for Kraft, when con51der1ng that the firm sells about 70% of the nation’s
processed cheese.

The typical concept of a commod1ty exchange is a site where. mdustry -

_ players meet to transact their short-term needs, buying and selling. For Kraft, in

@ $1.3375

Kraftsold 5 cars

118 4 cars sold on offer 4 cars offered
 @#3200 2 cars tncovered offer
Uncovered offer: Zmrs‘ , .

 @§13175

Barrels J¢ $131755

Kraft sold:

~ ~ 11M5  Barrels  -1-1/3¢ $1.3000
e = 83332?2 : 1991, however, it was no buy/all sell ... all the while realizing that the firm’s pri-
' gcars‘g g}gggg - 1102 Barrels i sidonofels. s offersd _vate treaty cheese purchases were based upon the Exchange price.
cars @ $1.332 If the National Cheese Exchange were governed by rules similar to the stock

@$1.2850  2cars uncovered offer
4 cars sold on offers .
@§$1.28%5

Uncovered offer: 2 cars

_ exchanges, such activities would likely be deemed illegal. ;
If two or three firms, controlling 70% of an mdustry, acted in a manner i14) ﬁx

prices, that would violate anti-trust laws.

, But Kraft doesn t need any co-conspirators to mﬂuence cheese prices, at the

Exchange .

1991 Summary:
Kraft's Monthly Trading Actions

at the National Cheese Exchange
Total Carloads Transacted Kralt's Transaclions

er uncoverea:
2 cars @$1.2775

Kralt's Actions
Kraft sold 3 cars

, i DECEMBER 1991
Weeko: Commodity +- Pricefib. Achviy o Kraft's Actions
126 Barels  3-1/2¢ $1.2425  ?cars offered & sold No activity

@f1dns
Offer uncovered:
2cars @ §$1.2425

Kraft sold 9 cars ,

Offer uncovered:
2cars @ $1.0325

+12¢ $1.235 No activity

September . 33Bams

113375 Kraftsold 6 cars

 November®

Offer uncovered:
2cars @ 31,2225

Barrels  -1-1/2¢ §1.2225

Offer by Kraft

Kraft sold 2 cars

Totals; Kraft sold 238 of 262 barrel carioads sold during during 1991,
Kraft sold 66.of 111 block carloads sold during’ 1991, .

: Weeks of May 3 and November 15 niot avallable.
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_ Offer uncovered:
2cas @ $1.2125

-1 . Kraftoffered
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Kraftsold all 10 cars

4 cars sold on bld

Kraftsold 5 cars

2cas @ $1 3950

4 cars @ $1.3275
2cars @ $1.3300
2cars @$1.3325

Krafi's Actions
Krait sold 3 cars

Kraftsold Qcars

o .3375 Kraft sold 6 cars

Kraft sold 2 cars
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:We'ek of:

120 Barrels

991 Cheese Exchange Tradlng

No shouting or frantlc hand waving by commodity traders

_ here. Rather, the 18 to 24 mdustry Tepresentatives quietly sig-

nal their intentions in soft voices, as they offer, bid, buy and
sell. It’s an old-boys club, a chummy atmosphere. Traders
watch the proceedings from chairs, sipping coffee, chatting
with each other. A bank of old, wooden phone booths lines

the back wall. Traders may communicate with home offices

during the trading session.

A huge blackboards spans much of the front of the Ex-

change trading floor. A secretary records the transaction on
the blackboard. To sell cheese, a firm makes an offer: quoting
a price and volume. For example: "3 cars Blocks @ $1.2660

per pound.” That means the firm wants to sell three, 40,000

carloads of Cheddar blocks. An interested buyer must be the
first to cover that offer, sealing the transaction.
To buy cheese, a firm may also announce that mtennon

by posting a bid, say "3 cars Barrels @ $1. 2350." If another .
/ marketer fills the bid, the cheese is sold. ‘

The Exchange trades for at least 30 minutes, sometlmes
longer. At day’s end, the final transacnon sets the market
"opinion” for the following week.

The National Cheese Exchange has gamered its share of

heated criticism and 1nvest1gat10ns There is no firm rule
 saying that the Cheddar block price is the industry’s pricing

benchmark. That’s the way the mdustry at large uses weekly
activity at Green Bay, right or wrong.

The meanest S.0.B. in the valley...
The accompanying monthly trading summaries show that

ydunng the recently completed year, Kraft sold 302 (83.1%),
40,000-1b. carloads at the Exchange. Kraft brokered 90.8% of
_ all barrel carloads and 59.5% of all block carloads transacted

NOVEMBER 1991
Pricelb.  Activity
$1.3375 5 cars offered & sold

@ $1.3400
5 cars sold on bid
 @§1.3400
11 cars sold on bid
@%13375
2 cars offered & sold
@31.3375
Bids unfilled: 2 cars
 @8%13375

Kst Actions

9 cars offered

14 cars sold

4+ uncovered offer

Week of:  Commodily . 4+
11 Barrels _Ne

4 cars sold on offer
@§13200
Uncovered offer: 2 cars
@ $1.3175

118 Barrels 26 $13175 4 cars offered

1115 Barrels -1-1/3¢ $13000  NotAvailable Not Available

4 cars offered

4 cars sold on offers k
2cars uncovered offer

@ $1.2850 .
4 cars sold on offers
@$1.2825
- Uncovered offer: 2 cars

11122 Barrels  -1-3/¢ $12825

11/29 Barrels
. 2 cars @ 31 2775

.  DECEMBER 1991
Commodity +/- Pricefib.  Acliviy

126 Barrels -3-1/2¢ $1.2425 2 cars offered & sold
- @145
Offer uncovered:
2cars @ 512425

Kraft's Actions
No activity

§1/2¢ $1.2375  Offer uncovered:

2cars @ §1.23%5

No activity

41-1/2¢ $12225  Offer uncovered:

{ Offer by Kraft
2cars @ $1.2225

veninsn

-1¢ 2125 (Offer tncovered:

" Kraftoffered
2cars @ $1.2125 ’

2 cars uncovered offer

Exchange

by Pete Hardln

during 1991. Kraft offered to sell, and sold o ﬁll others bids. But Kraft never

 bid for, nor did Kraft buy any product.

As an individual year, 1991 was more or less the first "normal" year the k

| cheese industry has seen since the 1988 Midwest Drought kicked in cheese pric
_ing gyrations, starting in June 1988. The ’88 Drought’s aftershocks didn’t cease
until fall 1990, for cheese marketing industry. Thus, 1991 qualified as the first

"normal” year following several roller-coaster years. However, 1991 was a pivo-
tal year in another marketing regard. For the first time since the early 1970s, per
capital cheese consumption in the U.S. actually declined! Overall cheese con-

_sumption, espec1a11y away-from-home use, declined in response to American

consumers’ recession-pinched pocketbooks. The national recession notlceably ~
took its bite out of cheese sales, parttcularly as 1991 progressed.

Kraft is the predominant firm in the U.S. cheese industry. A recent cheese
market study by Find/SVP suggested that Kraft holds 60% of the nation’s cheese
industry. Other competitors, such as Borden and Schrieber Foods, pale in com-
parison to Kraft’s share of the cheese industry. During 1991, Kraft officials ad-
mit to holding 49% share of the natural cheese market. That’s product cut and
wrapped for distribution to supermarkets Kraft holds about a 70% of the nation’s
processed cheese 1ndustry Bellwether Kraft branded products such as Velveeta
and Cheez-Whiz require many, many 500-Ib. Cheddar barrels in their processing.

Until very late in 1991, Kraft had produced zero Cheddar barrels for several
years. Kraft gains its required volume of 500-1b. barrels via private transactions

_ (off the Exchange), with numerous cheese plants across the country. Kraft often

engages such providers in exclusive supply contracts. These firms are obliged to
sell to Kraft, or else offer cheese to the government’s surplus program

But the base price for firms exclusively supplying Kraft is based upon the
respecttve commodity price established at the National Cheese Exchange Thus,
if Kraft were to act in such a manner that commodity cheese prices were unduly

~ lowered at the exchange. Kraft would effectlvely limit costs of pnvately acqulred

roduct.
; Kraft is we]l aware of money made through the ups and downs of the cheese

- exchange. In mid-summer 1990, cheese prices began a precipitous plunge, tum-
bling 35¢ per pound. But nowhere between mid-summer 1990 and mid- Apnl

1991 did Kraft lower its price charged to retailers. Thus, Kraft pocketed the
entire difference. Industry sources estimate that haul netted Kraft $400-500 mﬂ- ‘
lion, atop its usual cheezy profits.

Historically, prices for block and barrel Cheddar rise and fall in relative sync.

The traditional "split" between those commodities’ pnces shows a3 5—4 S¢ per

pound advantage o 40-1b. blocks.

Price-wise, blocks and barrels may tug up or depress each other. A shortage
of one commodity drives up the price of the other. In recent years, barrel Ched-
dar supplies have generally been tighter than blocks. That’s due to two factors:
expanding process cheese demand and conversion of several Midwest barrel

A Cheddar plants to Italian cheese production.

During 1991 the strongest example of Kraft’s one»srded act1v1t1es at the Ex-
change are seen in the months of April-June. At that time, Kraft dumped large

_ quantmes of barrel Cheddar on a demand-driven, rising market. By unloading -
_ barrels in this fashxon Kraft apparently hoped to keep the hd on barrel Cheddar

prices.
Even a few week’s grace from hrgher prices adds up to tens of millions of

dollars for Kraft, when consrdenng that the firm sells about 70% of the nation’s
processed cheese.

The typical concept of a commodlty exchange is a s1te where mdustry ‘
players meet to transact their short-term needs, buying and selling. For Kraft, in
1991, however, it was no buyj/all sell ... all the while realizing that the firm’s pri-
_vate treaty cheese purchases were based upon the Exchange price.

If the National Cheese Exchange were governed by rules similar to the stock

, ,exchanges, such activities would likely be deemed illegal.

If two or three firms, controlling 70% of an industry, acted in a manner to fix ‘

_ prices, that would violate anti-trust laws.

But Kraft doesn 1 need any co—consplrators to influence cheese prices, at the

1991 s”umma'ry:‘
Kraft's Monthly Trading Actions
at the National Cheese Exchange p
Total Carloads Transacted Krafi's Transactions

_ Barrels

November’ 35Barrels

Totals: Kraft sold 238 of 262 barre) carloads sold during during 1991.
Kraﬂ sold 66.of 111 block carloads sold during 1991. o

* Weeks of May 3 and November 15 not available.
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