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I. INTRODUCTION 

The purpose of this paper is to indicate the magnitude of milk quota prices which 
migh t be expected if a quot a policy was introduced in the United States (US) and a 
market for transfer of those quotas was allowed to develop. Anecdotal ev idence from 
Canada, England and Wales, t he Irish Republic and the Netherlands is given. 
Comparative measures are the ratios of quota price to farm milk pr ices and to cow 
pr ices. Balance shee t impacts by quotas in Canada and England and Wales are shown. 
Future research is suggested. 

A milk supply management policy using quotas implies individual farmers need to 
ob tain the right to market milk . This right has an associated cost. If quota transfers 
among farmers are administered as opposed to being traded on a free marke t, the cost 
may be small and hard to quantify. If a quota trading market exists, t he cost is 
measurable; the price paid is the main ingredient. To calculate the annual cost of a 
farm's quota one then needs only to estimate the quota's salvage value and select an 
opportunity cost interest rate. 

When quota polices are initiated , governments usually give quotas to the farmers 
cur rently producing milk. Quota values become apparent when those individuals 
eventually sell thei r farms. With the exception of some family transactions, the selling 
farmer will demand the market price of the quota. Economists argue that in the long 
run , quota becomes an investment just as the buildings and the cows are investments. 
These investments create annual costs which must be covered by the milk price . Because 
of quotas, annual costs are higher than they would be without quotas, and hence the 
consum er price of milk will be nigher. 

II. QUOTA PRICES AS A MULTIPLIER OF MILK PRICES 

Prices Where Quota Is Bought And Sold 

Table 1 shows the market price of quota in 3 countries and how it compares to the 
price of milk. A multiplier or ratio of 1.0 means it takes the milk sales for one year to 
pay for the privilege to sell t hat amount of milk. In 1985 the average price of quota 
owned on Ontario Province dairy farms was 1.85 times the price of milk received. The 
ratio is often mentioned in British farm publications. It can be used to compare price 
relationships among countries without regard to c urrency exchange rates or pricing 
quantities of mi lk. It is not suggested as a way to analyze potential quota invest ments. 
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Table 1. QUOTA PRICES AS A MULTIPLIER OF FARM MILK PRICE 
Canada and the EC 

Farm 
Country Quota Milk 
and Year Price Price 

Canada: 
US $s US $s 

Per Cwt. Per Cwt. 

1981 10.65 13.89 
1982 14.03 14.58 
1983 22.65 15.49 
1984 24.36 15.42 
1985 28.65 15.48 

England and Wales: 
EC Us EC Us 

Per 100 Kg. Per 100 Kg. 

1987 30.64 24.61 * 
1988, low 40.86 24.61 * 
1988, medium 43.78 24.61 * 
1988, high 58.37 24.61 * 

The Netherlands: 
EC Us EC Us 

Per 100 Kg. Per 100 Kg. 

1986 110.46 24 .43 
1987,low 95.24 24.43 * 
1987' high 114.28 24.43 * 
1983 153.97 24.43 * 

* = es ti mated to be same as in 1986 

Quota 
Divided 
By Milk 

Price 

Ratio 

.77 

.96 
1.46 
1.58 
1.85 

Ratio 

1.25 
1.66 
1.78 
2.37 

Ratio 

4.52 
3.90 
4.68 
6.30 

Ontario Province, Canada. Quota rules in Canada vary with the Province. The 
material in Table 1 is based on Ontario data where a quota system has been in operation 
since 1968. The ratios of quota to milk price in 1981 to 1985 represent a "mature" quota 
policy whe re milk out put has been about equal to consumption for several years . The 
Ontario Milk Marketing Board operates a comput1rized quota trading exchange 
throughout the year and prices are readily available. (9) 

1 Numbers in parentheses refer to the loca t ion in ~he list of references at the e nd of 
the paper. 
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The quota prices in Table l for Canada are averages for t wo kinds of quota. There 
is a quota for fluid milk called Group I. Milk going into manufactu red products is 
controlle d by MSQ quota. Any given farm er typically owns some combination of these 
two quot as . It is possible for an individual's quota to be all Group I, or for all of it to be 
MSQ. The quota prices in Table l were calculated by taking the total market value of a11 
quota per farm from the end of year balance sheet and dividing it by t he quantit y of all 
milk sold for t he year . The data came from surveys the provincial government does each 
year . (5) 

England and Wales, in the EC. The lower two parts of Table 1 report on two 
countries within the European Economic Community (EC). The prices are in European 
Currency Units (ECUs), a c reat ion t he EC uses for defining levels of agricultural supports 
and other purposes. The dat a series on milk prices were available through 1986. (7) 

The current rules for EC quotas force them t o be tied to land. Hence, the price of 
quota is interrelated with land prices. Although the initial 1984 regulations did not deal 
with quota buying and selling, the United Kingdom succeeded in getting later changes 
sanctioning such transfers. The Milk Marketing Board (MMB) of England and Wales is the 
registration agent for quota transactions. The MMB regional offices, real estate agents 
or auctioneers act as agents to help buyers and se11ers contact each other . (l O) In each 
of the past two years about 6 percent of total quota in England and Wales has changed 
hands, either by sale or leasing. (14) 

A formal sta tis ti cal series reporting quota prices was not found . For the year 
ended March 31, 1987, a study of 107 farms showed 17 farms had purchased 1.7 million 
litres of quota fo r an average of 21 pence per litre. (12) This converted to the 30.64 
ECUs in Tab le l. An agent was quoted in a farm magazine on quota price expectations 
fo r 1988 . He expected them to be 28 pence per litre in mid-summer r ising to 35 or 40 by 
yearend. (3) These 3 values were converted to t he low, medium and high quota prices in 
Table l. 

The Netherlands, in the EC. Another magazine writer stated that in Holland the 
price per litre for quota ranged from 2.5 to 3.0 guilders in 1987, and was as high as 4.0 
guilde rs in 1988 . (p. 72, 13) From these came the 1987 and 1988 values in Table l. In 
1986 the price was about 3.0 guilder per litre , but the difference in exchange rates 
produced the 110.46 ECU value fo r 1986 in Table 1, compared to the 114.28 ECU valued 
which 3.0 guilde rs yielded in 1987. (p. 22, l) The land price differential caused by milk 
quot as being inc luded in transac tions has been noted. (p. 16, 15) 

For the year ended March 31, 1987, about 1.4 percent of the total quota in the 
Netherlands was transferred. (p. 17, 6) 

Prices Where Quota Is Leased Annually 

England and Wales, in the EC. Yearly leasing of quota is allowed in England and 
Wales as long as rules which require t he leasing of land a t the same time are observed. 
The MMB is equipped to register t hese leasing transactions. For the year ended March 
31, 1987, quotas were leased for a price of 3 to 4 pence per 1i tre . (6) The milk price 
received was 15.8 pence per litre. (4) This indicates lease prices were about 19 percent 
to 25 percent o f milk prices that year. 
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A broker in central England saw lease prices in 1988 ranging from 4.5 to 5.5 pence 
per Ii tre. (3) Assuming a milk price of 16 pence, the leases were about 28 to 34 percent 
of milk price. 

The Republic of Ireland, in the EC. In 1986, the yearly price to lease quota in 
Ireland was 8 to 12 pence per gallon. The leases were tied to land, also, but the lease 
period was usually 3 to 5 years . (p. 45, 11) Assuming the farm price in Ireland was 79 
pence per gallon, the lease price as a percentage of milk price ranged from about 10 to 
15 percent. 

III. QUOTA PRICES AS A MULTIPLIER OF COW PRICES 

Once a quota system is in operation, a new entrant to dairy farming will likely have 
to buy the quota as well as the cows and other resources. The amount of quota to buy 
will depend on the expected production per cow. In thinking about the level of 
investment required for quota, it seems reasonable to compare it to the investment in a 
cow. A multiplier, or ratio, of 2.0 in Table 2 means the investment in quota to cover one 
cow's annual production will require twice as much as will the cow. The same quota 
prices were used in Table 2 as in Tab le l; thei r sources were explained in the discussion 
of Table 1. 

Ont ario Province, Canada 

Only one cow value was available in t he source used; this was for 1984. (5) The 
weighted value of quota to cover one cow's production was about 3.6 times the price of 
the average dairy cow. It was weighted in that the average surveyed farm had a 
combination of Group I and MSQ quota types. 
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Table 2. QUOTA PRICES AS A MULTIPLIER OF DAIRY COW PRICES 
Canada and the EC 

Quota 
Milk Value Value Divided 

Country Quota Sold of Quota of One By Cow 
and Year Price Per Cow Per Cow Cow Value 

Canada: 
US $s 

Per Cwt. Cwt. US $s US $s Ratio 

1984 24.36 121.29 2,955 818 3.6 

England and Wales: 
EC Us 

Per 100 Kg. 100 Kg. EC Us EC Us Ratio 

1987 30.64 49.83 * 1,527 618 ** 2.5 
1988, low 40.86 49.83 * 2,036 618 ** 3.3 
1988, medium 43.78 49.83 * 2,182 618 ** 3.5 
1988, high 58.37 49.83 * 2,909 618 ** 4.7 

The Netherlands: 
EC Us 

Per 100 Kg. 100 Kg. EC Us EC Us Ratio 

1986 110.46 56.50 6,241 758 8.2 
1987, low 95.24 56.50 * 5,381 786 ** 6.8 
1987' high 114.28 56.50 * 6,457 786 ** 8.2 
1988 153.97 56.50 * 8,699 786 ** 11. l 

*=estimated to be the same as in 1986 
* * = estimated equal to average of 1984 through 1986 prices 

England And Wales 

The milk sold per cow is probably somewhat understated, as it is generally accepted 
the trend has been upwards 1 to 2 percent per year since 1986. (7) The cow values were 
generated from EC statistics. (2) They are reported in units of 100 kg. It was assumed 
that cows weighed an average of 5.0 units. 

The ratios ranged from 2.5 to 4.7 for the various price observations in 1987 and 
1988. These are similar to the 1984 ratio in Canada. 

The Nether lands 

The milk yield and cow price sources were the same as for England and Wales. In 
practice, the Netherlands' cows probably weigh more on the average. The multipliers 
ranged from 6.8 to 11.1, or more than double those of the other 2 countries. It appears 
the Dutch are putting higher values on their milk quotas than are dairy farmers in other 
countries. Reasons for this are beyond the scope of this paper. 



IV. QUOTA VALUES AND FARM BALANCE SHEETS 

In countr ies where milk quotas can be traded on a market, I believe the quotas 
controlled by the farmer should be classified as personal proper ty. They should be shown 
as a capital asset on a balance sheet, net worth statement or financial statement of farm 
resources. This does not always happen. 

Ontario Province, Canada 

The Ontario farm survey calculates the value of quota based on the type of quota 
owned and the current prices. Table 3 shows tha t the average 43 cow far m had quota 
worth US$130,013 at the end of 1984. It was about 24 percent of the total farm assets. 

Prices farmers receive for milk in Ontario a re arrived at through a negotiation 
process. The cost of production is a factor, but the value of quota is not a llowed to be 
included in the cost computations. Opportunity cost of interest would be figured on the 
total assets without quota. This is a deliberate attempt to avoid having t he cost of 
obtaining quota effect the consumer pri ce of dairy products. Banks are not allowed to 
consider the quota value when figuring loan collateral. 

Table 3. CANADIAN FARM ASSETS WITH AND WITHOUT QUOTAS 
December 31, 1984, Survey Data, 43.2 Cows 

Item 

Crops, feed, s upplies 
Dairy cows 
Dairy heifers 
Other livestock 
Machinery and equipme nt 
Personal equipment 
Land and farm buildings 
House , personal bldgs. 
Milk quota 

Total Assets 

Source: 5 

England And Wales 

Total Asse ts 
Without With 

Quota Quota 

US $s 

21,690 21,690 
35,318 35,318 
19,132 19,132 

3,839 3,839 
73,289 73,289 

4,806 4,806 
206,587 206,587 

41,621 41,621 
130,013 

406,282 536,295 

Percent of Total 
Without With 

Quota Quota 

Percent 

5.3 4.0 
8.7 6.6 
4.7 3.6 

9 .7 
18.0 13.7 

1.2 .9 
50.8 38.5 
10.2 7.8 

24.2 

100.0 100.0 

Through 1987, farm accounting projects in England and Wales were not reporting 
milk quotas as assets . The projects were considering quota leasing income and costs, 
quota purchases and sales, and penalty payments for over quota production in both the 
income statements and cash flow reports . (8,11) Table 4 data in the "Without Quota" 
columns are t aken from an accounting project report. The list of assets is sequenced as 
presented in t he report. It was assumed the quota quantity was 96 percent of the milk 

l 
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sold, and that it was worth 21 pence per litre. Had this been recognized on the balance 
sheet, it would have been worth UK 126,352 pounds Sterling. This is about 30 percent of 
the assets when the quota is part of the total. 

Table 4. FARM ASSETS IN ENGLAND AND WALES, WITH AND WITHOUT QUOTAS 
March 31, 1987, Costed Farms, 116 Cows 

Item 

Freehold of farm 
Landlords fixtures 
Tenant's fixtures 

and machinery 
Livestock 
Debtors (accounts rec.) 
Crops, stores, tillages 
Milk quota 

Total Assets 

Source: (12) 

Total Assets 
Without With 

Quota Quota 

UK Pounds Sterling 

167,700 167 ,700 
13,401 13,401 

21,138 21, 138 
69,206 69,206 
10,968 10,968 
12,474 12,474 

126,352 

294,887 421,239 

Discussion Of Recognizing Quotas As Assets 

Percent of Total 
Without With 

Quota Quota 

Percent 

56.9 39.8 
4.5 3.2% 

7.2 5.0 
23.5 16.4 

3.7 2.6 
4.2 3.0 

30.0 

100.0 100.0 

The Canadians recognize quotas have value in their scheme and include them in 
their balance sheets. They then stop any annual costs related to them from getting into 
the cost of production by legal definitions. The English are partially including the cost of 
quotas in income statements by allowing lease payments to be included as an operating 
expense. The researchers involved have evidently agreed to keep the apparent quota 
asset values off the reported balance sheets. 

Policy makers in the EC gave quota to farmers in 1984. When 1992 comes they 
might like to know they are asking farmers to give back 30 percent of their total assets. 
That magnitude of a loss will give farmers a strong incentive to argue for the 
continuance of quotas. _ 

As an American trying to estimate the impact of a quota system if it were to be 
initiated in the US, it would be helpful if the asset values would be included in balance 
sheets and net worth statements. Economists argue that quotas increase costs in the 
long run. If Table 4 is correct, they could specifically say that the annual operating costs 
on the average 116 cow dairy farm would increase by UK126,352 pounds Sterling times 
the opportunity cost interest rate. 



V. IMPLICATIONS FOR THE UNITED STA TES 

The following estimates could be made for the US if a milk quota policy were to be 
started and if the quota would be allowed to be leased or sold on a free market. The 
projections assume the experience of Canada and the EC would be repeated in the US. 

The lease price for quota might range from 10 percent to 25 percent of the price of 
milk sold within quota allowances. English and Irish experience meet in the 15 to 20 
percent range. If the US milk price were $12.00 per cwt., then a farmer might expect to 
pay $1.80 to $2.40 per cwt. to rent enough quota to sell one cwt. of milk for the year. 

If quota were going to be purchased, the Canadian and English experience indicate 
the quota would sell for 1.5 to 1.75 times the price of milk. Milk priced at $12.00 per 
cwt. would result in prices of $18.00 to $21.00 per cwt. of quota . The Netherlands 
experience indicates a multiplier of 4, or a quota price of $48.00 per cwt. 

The investment required to sell the amount of milk produced by one cow for the 
year was in the range of 3.0 to 3.5 times the investment in the cow itself in Canada and 
England and Wales. If an average replacement dairy cow would be worth $900, the quota 
to sell her milk would require $2,700 to $3,150. The Netherlands experience would 
indicate $7 ,200 for one cow's quota. 

Most countries have started quota policies by giving quota to those farmers selling 
milk at the time of initiation. If the US started a dairy quota policy the same way, the 
government (taxpayers) would be making a major gift to dairy farmers. The English and 
Welsh experience means the gif t would be worth a bout 3 times as much as the dairy cows 
the farmer already owns. When included on the balance sheet, this quota gif t might 
amount to 25 or 30 percent of total assets within 5 years. It is expected that such a gift 
would be accepted. 

VL FUTURE RESEARCH NEEDED 

The conclusions reached in this paper will be of interest to US policy makers who 
are considering starting a dairy quota program and are wondering what price levels 
marketable quotas might reach. It should also be of interest to EC policy makers who 
a re wondering what farmers will be giv ing up in 1992 if quotas are removed as currently 
planned. The measures presented a re simple to understand and discuss. 

The quality of the data used could be much better. Future researchers might run 
surve ys to get thei r own inputs, or fi nd data series in other sour ces more com plete than 
those I used. 

As a cross check on market price observations, it would be useful to estimate 
expected quota prices based on discounted present values of cash flows with income tax 
impacts and capi tal gains (projected salvage values) included. Analysis of risk and 
uncertainty would be useful to reflect the fact that all farmers do not sell their exact 
quantity of quota each year. As used in land price models, these methodologies would 
likely yield interesting results worthy of journal publication. 

J 
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