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ABSTRACT

The dairy industry has become concentrated in fewer and larger firms at the farm,
processing, and distribution levels. Prices and terms of trade in the industry
are undergirded by government milk pricing programs--primarily the price support
program and the federal milk marketing order program. The goals and objectives
of these programs are outlined and an evaluation is made of their performance.
Emerging problems and issues resulting from price support levels, rapidly in-
Creasing energy cOSts, changing farm and market structure, improvements in

transportation, and growth in cooperatives are enumerated. !

Keywords: Dairy industry, regulation, milk marketing, market structure,
pricing. \
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Preface

The Food and Agriculture Act of 1977 will expire in 198l. The new legislation
will become the Nation's masterplan for agriculture until 1985. It could well
influence the organization and operation of the food system for many years.

Along with the concern over price and income policy, several new issues
have emerged since 1977. Of particular significance are such matters as
inflation, energy, credit, conservation of our resource base, the increasing
international role of U.S. agriculture, and the design and implementation of
both domestic and international food assistance programs.

This report is a product of the ESS research agenda for the 1981 food and
dgriculture bill. It gives a general background and setting of the U.S. dairy
industry as well as a description and evaluation of current dairy programs.
Current and evolving problems and issues concerning dairy regulatory programs
dre also enumerated.
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THE CUERRENT DAIRY INDUSTRY SETTIN EVOLVING EEOELEMS AND ISSUES.

Introduction

Public agencies play an impcrtant role in the pricing of milk and
a8iry products and most of the regulation at the federal level has
Vclved frcm legislation enacted in the 1930's and 40's. A number of
Mendments to the basic legislation have been rade cver the years and it

S

S likely that current legislation will again te evaluated in 1981.

The rurpose of this paper is tc give a general backarcund and
8tting of the dairy industry:; an overview of the gcals and objectives of
UCrent dairy programs; an evaluation of dairy program performance; and
I enumeration of current and evclving problems and issues. Another
dfer "¥ilk rr1c1nc~—raot, Present, the 80's" gives a synopsis of the
ilk pricing system while a praper "ERlternative Support Policies--An
“onomic Analysis" will evaluate the likely imract of alternative price

dbport levels and alternatives to the current dairy price support
tograme.

Description_cf_Industrv_and_Trends

The dairy industry represents a major part of the U.S. food systen.
1 1979 consumer excenditures for fluié milk and manufactured dairy
‘cducts reached $34 billion and represented 1Z.7 vercent of the
’Nsumer's vctal fccd dellar. Dairy zroducts corntribute substantially to
1€ nutrition requirements of the Rmericen public.

There have been major shifts in the consurpoticn of dairy products
€T the past decade (figure 1).

an cheese and 83 percent

Sales have increased 52 percent for Americ
6 mpticn of fluid milk has
n
1

L other cheese frem 1%2€9 to 1279. Consum
tifted to lowfat products. Evazorated and _ densed milk sales declined
! Percent over the sanme periocé. Tctal per ite civilian consumption
€ll deiry products cn a fat sclids basis declined frcm 569 pounds in
'69 to 561 pounds in 1979. Total milk production remained fairly stable
‘®rC the past 4 decades, but began increasing in the fall of 1979 and is
‘Clected to reach an all-time high of over 12¢ bililion vounds in 1%80.
is is the largest on record, toppring the previous hich of 126.97
1lion pounds in 1964 (figure 2). There are strong indications that
1X production will te up substantially during the next few months and
Iplus daziry products will continus to be a problen.
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The trend in production per ccw has been unp sharply for several
Cades. The only excertion was in the early 15670's when escalating feed
Sts resulted in reduced concentrate feeding rates and production rer
W actually decreased in 1¢73 and rose only slightly in 1974 and 1S75.
€ number of ccws has histecrically sShown a steady decline tut has
Veled oif and even risen in 19¢8C--the first vear-to-vear increase since
Ich 1¢E4. The man hcurs of labor reguired rer ccw has likewicse
Clined pcinting tc imrortant increases in prcductivity in dairy farming.
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lies c¢f milXx and dairy rreducts, after peaking in 1963, +tr e
through 1975, mainly due to lower mil! m ts

r t
X preocduction since in

rd
T

e
PO

t
i




FIGURE 1

10-Year Change in per Capita Dairy Product Sales F

Percent
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FIGURE 2 .

Milk Production, Number df Cows, and Milk per Cow
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remained at about 1.3 percent cf domestic milk precducticn. Domestic us
also declined as Government donations were reduced. Dairy exports
generally average zaround 1 percent of U.S. ailk production. Thus, the
increase in supplies since 197% has not been matched by a corresponding
rise in total use and has resulted in Government stocks increasing
sharply (figure 3).

In 1978 there were an estimated 267,900 dairy herds in the United
‘States. Alout half had less than 30 cows and accounted for about 12
rercent of milk production. About 8 percent of the herds had 100 or mc
ccws but acccunted for 36 percent of the milk rroduction.

The Eottled Fluid Milk_Processing_Industry

Fluid milk distribution channels have changed drastically in recent
years resulting in crganizational adjustments bty fluid milk processing
firms. A major change has been the decline in home delivery of milk.
November 1677, an estimated 95 percent of total fluid milk sales in
federal milk order markets was ncrn-home delivery, compared with 70
percent in 1%63. Sales through supermarkets, convenience stores,
specialty deiry stores, and drive-ins, characterize the current method!
cf merchandising fluid milk. To facilitate the flow of fluid nilk
rroducts through this new distribution system, food chains have develol
centralized milk rrocurement programs Jjust as they had done previously
for other food items.

Trends_in_Market Structurs--The number of fluid milk processing
Flants distributing milk in federal milk marketing crders decreased fr
1,283 in 15871 to 894 in 1978, a decline of 30 rercent (table 1). Ther!
was a decline in the proportion of plants processing less than two
million pounds monthly from 63 percent of the total in 1971 to 52 perc
of the total in 1978. The numkter of plants in this size category
declined 40 percent. This marked declire in the number of small rlant
resulted Zrom firms going out cf business, consolidations or mergers,
an increased velume through internal grewth that mcved sore plants int
larger size category. In contrast, plants processing over 10 million
pounds monthly increased from £ percent to 11 percent of the total nur
of rlants frem 1971 to 1978, and the total number ¢&f plants in this gr
increased 29 percent.

=3
n

Average rlant sales also varied substantially zmono typces of
Iccal non-integrated firms had an average plant volume of 2.4 mil
rcunds in December 1978, while the average plant volume for integ
supermarket firms selling prim=arily through their own outlets had
average plant volume of 9.9 million poundse.
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Economies_of Scale_in_Plant Cperations--Ccurleé with ths relativel
stable total sales c¢f teverage milk products is the rressure for firme
increase plant volume due to eccnomies of scale in milk processing.
summary of studies cn econcmies cf =zcale in plant crerations reportsd
ccst per guart of and 2.4 cent rlants preccassinag 6,000

o

o] 5.7 7, s for r
quarts, 50,000 quarts, and 200,CC0 guarts cer day, resrectively (5).
Cbviously, small plaants are at = distinct cost disadvantage relative
larger plants.
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Table 1. Size distribution of fluid milk processing plants, December 1971 and 1978 ]

Percent of

December sales volume of packaged Plants in total in : Percentage
fluid milk products, : : : change, '.
thousand pounds 1971 1978 1971 . : 1978 : 1971 to 1978 fgce
: : _Nde;
N b
Number - - - Percent - - - Cad:
Less than 500 465 291 36 32 -37 h ]
S
- isji
500-999 159 85 13 9 47 s ;
1,000-1,999 177 103 14 11 =42 Stt]
Cenc
2,000-2,999 106 77 8 9 -27 lant
) ’ ErCe
3,000-3,999 92 52 7 6 =43 .
4 ,000-4,999 61 54 5 6 -11 >ntj
9 16}[
5,000-5,999 148 142 12 16 -4 }5 o
ive
10,000-14,999 41 50 3 6 +22 XTwa
15,000-19,999 16 16 1 2 0 inuf
Greater than 19,999 18 24 1 3 +33 g é
; 1,283 894 100 100 -30 lis
Total : ’ (cep

1/ Preliminary. Includes data from all plants

orders.

SOURCE: Richard F. Fallert and Harold W. Lough,
Milk Processing and Distribution System.
meetings at Champaign-Urbana, Illinois.

1"

pooled in all Federal milk marketi

"Changing Structure of the Fluid
Paper presented at the AAEA
July 1980.
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;e? The impacts of majer structural adjustments in the f£1luid milk

1978 Focessing and distritution sector have fallen heaviest on small,
Ndependent fluid milk processcrs. Caucht between fewer-but-larger firms
N both the processing industry and among milk distributors, these
taditional prccesscrs face stiff odds against survival in coming years.

Intergration Into Frocessing_by Cooreratives--it the producer end of
he marketing channel, farmer cocperatives have been getting into the
dsiness of milk processing and distribution. From 1971 toc 1978 there
S an increazse of 2 percentags points in toth numter cf plants and
Sttled sales volume by cooperative--a continuztion of earlier reported
Cends. In 1978, cooperatives owned and operated 1C percent of the

: lants in the Federal order markets studied, and they accournted for 14
2Tcent of tctal beverace milk csales.

The structure of th= industry appears to balance in favor of

i >ntinued integration into fluid milk rrocessing by foed chains, since
18y hzve ready access to consumers and an assured cutlet for milk. AT
A 1€ other end cf the marketing channel it appears that cooperatives will

iVe contrcl of most raw milk supplies and may continue to integrate
) ward into processins.

0 iRufactured_Dairy Froducts_ Elants

3 In 197¢, there were 89% dairy plantse (down frem 1,117 plants in 1875 w
1§ €,776 in 1644) manufacturing milk into dairy prcéucts (tables 2). TFor !

0 11s period, the number of plants producing every dairy product declined !

‘{Cept for plants producing Italian cheese. Ircroved transportztien

SR

rketi! .
Table 2~-Number and sizes of manufacturing plants, 1944, 1975, and 1979, U.S.

uid —_—
A
Average annual production
Number of plants per plant
Product 1944 1975 1979 1944 1975 1979
~—e——=— 1,000 pounds —=——==——--—
Butter 4,015 366 276 400 2,679 3,567
American cheese 2,119 567 486 400 2,918 4,501
Evaporated milk 144 31 21 23,800 30,767 37,908
Nonfat dry milk 498 153 112 - 1,200 6,497 8,114
TOTAL 6,776 1,117 895

———




technology and lower unit manufacturing costs in larger rather than in
smaller plants have been the strcng economic incentives behind the
dramatic shifts in numter and size of dairy manufacturing plants.

The number of tutter manufacturing plants decreased from over 4,000 -
in 1544 to 366 in 1975 and 276 in 197%8. Averace output per plant
increased from O.U4 million pounds annually in 1944 to 2.7 and 3.6 milli
ccunds in 1975 and 1979, respectively. Simllar changes have occurred {
most tyrces of manufacturing plants.

3, producer cooperatives' sales accounted fcr 65 percent of !
oduction, 85 rercent cf the dry milk rroducts and 35 percent ¢
the natural cheese production (8). At the same time they accounted fof
cnly 12 percent of fluid milk prcducts, 13 vercent cf cottage cheese afl
S percent cf the ice cream. Ccoperatives market less than 1 parcent o
total retail sales.

About cne-third of all dairy cooperatives are small organizations
that provide members a market cutlet throush the operations of a nilk
manufacturing zlante. About 10 percent of the cocperatives primarily
Ecttle and distribute £fluid milk. About half c¢f all dairy cooperative’
are local Largaining associations that do not cperate milk vrocessing ¢
manufacturing plants. The remaining S percent are full service milk
marketing cooperatives that primarily sell raw whole milk often tailort
to buyers' needs. They process surplus Grade & milk through their cwn
milk manufacturing plants and some cperate fluid milk bottling plants.

In 1950, there were 1,928 cooperatives operatin¢ in the United Sta’
that received more than 50 percent of theilr business frem dairy
trcducts. This numter declined to 1,100 in 1967 and abcut £00 remaine
in 1973. ©f the 6C0 dairy cooreratives, 221 crerated processing and
ranufacturing plants; 120 cperated only milk and cream receiving
facilities; and 179 had no plant facilities at all (takle 3).

3]
Y

airy rm_Incone

I

Data in table 4 reveals that total operating income and expenses 1
than doubled over the ten-year period 1970 to 1879, but net operating
income—--in terms of 1667 dcllars-—-averaged about $132,000 per year on
wisconsin farms with 41 cows and about $11,00C for Kew York farms with
CCWS. Vet operating income for Wisconsin farms--in terms of current
dollars--trended ugpward over the ten-year pericd, but real net income
remained fairly level during this same period except for 1979 when it
increased substantially. Net cperating income in terms of current
dollars for the New York farm leveled off because New Ycrk farms purch
mest of their grain and other concentrates while Wisconsin farms tend
raise their cwn grain.

Estima*ted net income for 1979
and 1967 dcllars--is the highest £«
This also holds true for New Ycrk
rut the f£irst thres years ci the 1

a]

Wisconsin farms--bkoth in current
the period under ccnsiderztion.

ms on the basis c©f current dollasl
‘s generated higher net income ir7
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R MO

oH




~in

Table 3--Number of cooperatives and their share of U.S. market at suppiy,
processing, and retail levels and for selected products, 1973

 » 0 OO :
1113 Number of Cooperative share of U.S. market, 1973
ed f Marketing level ~Cooperatives All coop-  Four Eight Twenty
and item ' 1964 1973  eratives largest  largest  largest
percent -
Farm milk supply level
of t
snt ¢ Grade A NA 370 81 31 41 54
iefZ; Non-grade A NA 328 . 55 NAZI NA . NA
= _—'1 - .
1t ol TOTAL 563—/ 76
Plant processing and
ons manufacturing level 856 291 28 10 12 17
ilk :
1y Selected products: ‘
tive! |
ing ¢ Powder 212 62 85 46 57 72 :
1k Butter  ° 740 207 66 34 41 51
ilort ,
own Cheese 294 187 » 35 13 18 25
nts. Cottage cheese - 126 64 13 NA NA NA
Sta’ Fluid products 215 85 12 4 6 9
aine Ice cream 143 60 5 NA NA ’NA
nd Retail level NA NA less
than 1
1/ Number of cooperatives receiving milk directly from farmers. 135
es 1 cooperatives received both Grade A and non-grade A milk.
ing 2/ NA means not available.
n
Zith Source: George C. Tucker, William J. Monroe, and James B. Roof, Marketing
nt Operations of Dairy Cooperatives,USDA, Farmer Cooperative Service,
ome Research Report 38, June 1977.
1 it
d
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Table 4--

Operating fncome, operating expenses, and net operatiop income on the basis of current and 1067 dollars for
gelected types of dalry farms in the States of Wisconsin and New York for the 1970 through 1979 period 1/

—

Year : : : : H H : : : H
"\\‘~‘\-\\~‘N‘““‘--~\~¥j 1970 : 1971 : 1972 : 1973 ¢ 1974 : 1975 : 1976 ¢ 1977 : 1978 : 1979
Items : : : : : : : : : :
: Dollars
: Wisconsin (41 cows)
Total operating income : 34,805 37,831 39,425 42,764 48,568 49,661 61,987 62,756 66,500 88,481
Total operating expenses : 20,319 22,797 22,726 25,517 29,915 32,453 39,089 42,083 43,360 55,611
Net operating income :
(current dollars) : 14,486 15,034 16,699 17,247 18,653 17,208 22,898 20,673 23,140 32,870
Net operating income : ‘
(1967 dollars) : 12,488 12,425 13,359 12,968 12,603 10,688 13,469 11,359 11,867 15,120
. New York (46 cows) -
Total operating income : 40,000 42,680 42,031 48,552 53,620 55,299 64,661 63,318 71,5331 88,171
Total operating expenses : 22,619 26,453 26,406 35,106 39,133 41,639 46,427 48,257 55,835 65,603
Net operating income H
(current dollars) : 17,381 16,227 15,625 13,446 14,487 13,660 18,234 15,061 17,698 22,568
Net operating income : _
(1967 dollars) : 14,984 13,411 12,500 10,110 9,789 8,484 10,726 8,275 9,076 10,381
1/ Source: "Wisconsin Farm Business Summaries” and "Dairy Farm Management Business Summaries' University
of Wisconsin and Cornell University, respectively.
oo
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®rms of 1967 dollars than in 1979. VNet operating inccme includes a
fturn to crerator and family laltor, management, ané interest on eguity.

is somewhat comparable to family income in cther sectors of the
sonomvy.

The Wisconsin farm is typical cof the Minnesota-Wisccnsin recgion,
Scut 260 acres of land with 197 acres of cropland. The New York farm is
*Presentative of most of the Northeast dairy regions and, to an extent,
ther areas highly dependent on purchased fea=d concentrates. For a New
LK farm milking 46 cows with about 200 acres in the farm 149 acres
Uld be in crcpland.

Present Deiry Prograr

Itn

The U.S. dairy industry is probably subjected tc more government
iITticipation or regulation than any other domestic agricultural i
‘dustry, but is less regulated than the dziry industry in any other
Veloped country. The federal milk marketing order orogram, authorized
' the Agricultural Adjustment Act of 1937, and the price support program
'thorized by the Acricultural Act of 1945, ars the two major domestic
liry programs. Import gquotas are also imposed by the federal government

' keep foreign imperts of dairy products from intefering with the price !
IPoort pregrame..

The mechanics, cf hcw the market order, price surpert and import
I0tas operate are discussed in the following secticns.

:&_Federal Milk Marketing Order_ Prodrar

The 47 Féderal milk marketing crders operating January 1, 19880,
‘Gulate the handling and pricing of about 65 percent of all milk
Cduced in the United States and about 80 percent of all Grade A milk
1lgure 4). ¥uch of the remaining milk not reculated by federal orders
‘ Priced under state regulaticn. A1l milk nct of Grade A guality

@lled manufacturing cr Grade B milk) is not regulated by federal milk
ders.

Iwo major provisions of milk orders are:

0 Classified pricing of milk accordin? to use and

O Poeling or combining all revenue from the sale of
regulated milk from which a single unifcrm rrice is

calculated.

This single uniform (blend) price is, then, the basis of prices paid
Grade A dairy farmers.

Classified Pricing--Federal orders reguire handlers who buy Grade A
1 N . Ry . . . . . ]
%K from dairy farmers and whc distribute it in the srecified market
d8r area to ray at least minimum milk prices dependinc on how the milk

Used. In most orders there are three classes of use:

o Cil
i

ss I milk--milX used in fluid milk ‘products such as whole
kK, skim milk, low-fat milk, and milk drinks;




N

FIGURE 4

IEIRITITS

TR

PREAL MY N 08 G b

MILK MARKETING AREAS UNDER FEDERAL ORDERS AS OF JANUARY |, 1980

L H‘
e

\.
- - - o

DS = Y4 S o o Ay o Ny o e e .

% ’D:a'r:w() o4 ~7 QD ) e el el el e I-7) —_—
g,__,'__,\\/ S Q 3 p * 0 55 u 507 D DO iy G < Q@ Dy o og e

] : 0 + m H n @+ T 3Tk _—

o ] B T0 0 SCoaShua St g 2,09 o SFEEASH NSO
Lo] e o il .“fE’F*DCh:r f-u:,ud."rn D 14 ANA“?CLLQ. o E’_”JP'ermmm



o Class II milk--milk used in soft manufactured prcducts
such as fluid cream products, cottace cheese, ice crean,
and frozen desserts; ’

o Class III milk--milk used in hard manufactured products
such as cheese, butter, and nonfat dry milk.

In federal orders, the rrice charged handlers for milk used to make
Class III products (Class III price) is set equal tc the average prlce
that manufacturing plants pvay ter 100 pounds of Grade E milk (f.o. «be
®lant) in the Minnesota-Wisccnsin area. 1/ A floor is placed under this
frice--and in turn all prices--as the government stands ready to purchase

Merican cheese, butter, and ncnfat dry milk in carlots at announced
'rices. These purchase prices are set at levels designed to enable
"anufacturers to pay farmers the announced suprort price for milk in
Surplus production periods. The price charged handlers for milk used in
lass II products (Class II price) is set about 10 cents above the Class
11 price. It is representative of abou: 50 percent cf the manufacturing
STade milk scld in the U.S., anc is the most wicdely used measure of milk
Valyes in the ccuntry. :

A minimum price to be charged handlers for milk used in Class I
ptOduc+s (Class I crice) is determined in each federal order. This price
s different in each order, while the Class II and Class III prices are

Cut the same in all crders. The minimum Class I price for a given
Tder is determined by adding a designated amount (Class I differential)
C the Minnesota-Wiscoensin (¥-%) price. This differential is
&Klodlcally reviewed in oren market hearings, but no major changes have
fen made since 1568.

Cr

In federal crders east of the Rocky Mountains, the minimum Class I
tice per 100 pounds of milk is the M-W price rlus €0 cents plus about
‘15 cents for each mile the stecific order area is located from Eau
Q&lre, Wisconsin. For example, the minimum Class I price in the
Sutheastern Florida market order is s2t $2.15 above the M-W price.

hat $3.15 is 90 cents plus 0.15 cents times the approx1mate 1,5C0 miles
&e order is from Fau Claire, %Wisceonsin.) The minimum Class I prices set
. Some corders located in the Far West ere less than these calculated

th this forrula. 2/

The actual price paid by handlers for milk used as fluid usually
Ceeds the federal order minimum price by an cver-order payment. This
Yment reflects the fine tuning of federal order prices as milk is
%ght, sold and transrcorted. It reflects a price incentive for
WUEacturing plants tc ship milk above the amcunt needed to gqualify for
® market rool, cover transportation costs not covered in minimunm

\

~——— o

I/ “Tais price is commonly called the Minnescta-Wisccnsin (¥-%) price.

g/ Prices in this area reflect the fact that the Far West tends rto he

5?&f/33£;;25.5£ﬁa, is geocrarhically separated by the Rocky Mountains,
1S cenerally not ccnsidered to be dependent upcn milk supplies From

Y upper Yidwest for fluid needs.




federal order prices arnd a negctiated premium targained by farmers'

cooperatives. $24,9
ndica-
Poolinag--4 second major provision of federal crders reguires that ??ts
payments for regulated milk used in different classes be poolec. & Mder
uniform price, usually called the rlend price, is then calculated for snts
ecach order and used as a basis for paving Grade A dairy farmers in al:
associated with the respective crder for their rilk. Ar exanmgple £ poo:

jllustrates the calculaticn of the blend price and the effect of poolil? mu
on milk prices received by farmers. lasses

Assume a situation with twc handlers selling milk ir & market orde . Ot}
area. Table 5 shows (1) the prices the handlers are recuired to rpay £ C1vig
the three use classes cf milk, (2) the volume c¢f milk each handler uselCh a:

in eacn class, (3) the payment oblicatiocn of each handler to the pcolftmers
and (4) the market total for the use classes ard rayment obligations.tself
Clce,

Notice that even though the twe handlers receive the same amount ¢
milk, their utilization of that milk is different. Handler A used & . The
larger proportion cof milk in the higher priced Class I use (&0 percent°M tl

than did handler B8 (50 percent). Therefore, the average price paid ny era:

handler A was $12.62 per 10C pcunds of milk received compared to S12.?pula1
for handler RB. Tf the federal order market uses an individual handierr® di
type of peccl, handler A must pay selling farmers a nminirun of S12.52,‘pulat
while hzndler E's minimum is only $12.34. e far
. “ant ¢
Most federa? orders use a market-wide type of rccl. This means tﬁffere
Class I utilization for the entire marxet (£ rercent in this exampleftterf
used for calculating & market-wide uniZorm (rlend) price of $12.48
A c
‘Mbers
'& coc
‘o013
Table 5--Hypothetical example of pooling under federal milk marketing orders
Far
: : T : ‘Lrici
: Handler A . Handler B " Total market Tket]

Price : N . B o . ‘nufac

: a/ . Cwt. :Payment: Cwt. :Payment: Cwt. :Payment Nufac
. . . . . Minn
‘TCent

Use

Class I $12.80 800 $10,240 500 $ 6,400 1,300 $16,640
Fed

Class 1II : 11.96 50 598 100 1,196 500 1,794 Grag
then

11.86 150 1,779 400 4,744 550 6,523 Sther
Tmers

——— 1,000 12,617 1,000 12,340 2,000 24,957 Vernn
. : ice i
dssg 1

Average price : —— —— 12.62 -== 12.34 -— 12.48 =

. celvE
d dec
milk
Rufac

.o

Class III

Total

o oo

a/ These were the August 1980 Class I, II, and III prices in the Upper
Midwest marketing area (Federal Order No. 68).

14




$24,957 £ 2,000). Individual handlers still ray the class prices
Ndicated in table 1; however, handler A pays S$12.48 tc farmers and 14

¢ £0ts (€12.88 + $S0.14 = $12.62) to a producers' settlement fund operated
Nfder the federal milk marketing order. BRut handler B receives the 14

,r “Dts from the producers' settlement fund so, like handler A, handler B
in also pay farmers $12.48 ($12.34 + $0.14). VUnder a market-wide tyce

Bool, each handler is able to pay farmers the same price regardless of

,1i2% much milk is used to produce products allocated to different use

dSses.

~d¢e  Other adjustments are made in the market-wide blend price before an
v #8Cividual farmer is paid for milk. . The costs of certain market services
;seCh as making butterfat tests can be deducted. This is a cost to
~1,'fmers. However, the cost of administering the federal order progran
S.t§elf is pa2id by the handlers and cannot be deducted from the blend
Clce.
t
a The price received by individual farmers also reflects adjustments
enfom the uniform price for location and butterfat differentials.
ny€rally, federal orders zone the milk supply area based on the nearest
5.7Ptlation centers. UDeiry farmers delivering to rlants located in the
1e£re distant zones are paid less than farmers close to the central
YQ,;PU{ation centers. This is tc refiect costs cf trensporting milk fronm
'€ farm delivery plant intc the central city. The farm tc delivery
8nt transpcrtaticn cost is paid by the farmer. The butterfat
¢riferential adjusts an individual farmer's price to reflect the milk's

ltterfat content.

]

le)

A cooperative association may also "rerool”™ total returns for its
‘mbers, This means that the milk price received ry a farmer-member cif
& cooperative can also be influenced by the ccoperative's rolicy on
‘Pooling and the allocation of certain charges and costs.

b

Farmers wheo procduce Grade B (manufacturing grade) milk do not
‘Lticipate in the pricing and pcoling provisicns of federal milk
‘TXeting crders. Rather, Grade B farmers receive the coing
‘Mufacturing milk price based on supply-demand ccnditicns in the
t Rufactured dairy products market. This is mcst significant for farmers
Minnesota and Wisconsin because the two States account for about 55
‘TCent of the GCrade B milk preduction in the country.

Federal orders can directly increase (decrease) *the blend crices paid
4 Grade A dairy farmers by increasing (decreasing) the differential
TWween Class I and Class III milk prices (Class I differential).
3 Sther these differentials also affect prices received by Grade B dairy -~
Thmersg derends on whether the manufacturing milk price is at the
7 VeCnment support price or abeocve or below it. If the manufacturing
1Ce is either above or below the support level, then &#n increase in the 7
.8 9SS I price differentials tends to indirectly decrease the price
C®ived by Grade B farmers because OZ increased Grade 2 milk production

bS)

_decreased fluid milk consumption./ These changes result in more Grade
R1lk ceing used in manufactured dairy products thereky causing the
ny< . . .
“Ufacturing milk price to fall.




If the U.S. manufacturirg milk price is at the suppcrt level,
increasing the Class I price differential increases the amount of
government prurchases but dces not affect prices received by Grade B
£
farmerse.

To establish a federal order, dairy farmers (directly or through

their coccoperative associations) petition the Secretary of Agricultureig
regulate milk prices in a specific market area. The Secretary initiat :
a preliminary investigation on the need and feasibility for an order. IN

it is decided that an crder may be needed, the Secretary sends out a
nctice for a public hearing to obtain views on the rrorcsed order and

specific provisions. Bazsed on the evidence received at the hearing, &S

recommended decisicn and order is then issued for further discussion ¢
ccmment by all interested individuals. A final decision or oréder is ‘¢
voted on in a referendum of the precducers selling milk in the marketir
area. If the necessary twe-thirds majority vote is obtained, then th¢
marketing crder takes effect.

The federal order is supervised by the Dairy Division, Agriculturt
Marketing Service, USDA, Washington, D.C. Fach individual order is
administered locally by a market administrator aprocinted by the Secre!
cf Agriculture.

The dairy rrice suggggs_gggggém

The price support program supports the milk price received by far!
by offering tc purchase butter, nonfat dry milk and American cheese i!
carload lots at announced suppcrt prices. These pvurchase prices are
at levels designed to enable manufacturers to ray farmers the announc
support price for milk in surplus rroduction periods.

The main features of the program are:

o It prcevides for minimum and maximum levels at which farm tt

milk prices are to be subported--75 to S0 percent of 0

parity. 3/ Since 1977 Congress has raised the minimum to

80 percent cf parity and also provided for midvyear

increases tc reflect the increases in the rrices paid index
during the semiannual rericd. Unless extended by new legisla
the minimum support price will revert back to 75 percent of
parity in Cctober, 1981 and there will be nc midyear adijustme
after April 1¢81.

QO w

o It provides only general guidelines for determining the
specific support level. These include "assure an adeguate
supply" of milk, reflect changes in prcduction costs, and

3/ Basically, parity is the calculated crice which wculd give 100
counds of milk the same purchasing rower in terms of the things farnme

e Y A

-t b Y

T

tuy as it did in 1¢10-1214. Parity also taxes intc acccunt how the piig
cf milk, durin¢ the most recent 10-year pericd, compared with other ‘ev
crices received by farmers. Jdu




o

yugh

assure a level of farm income adeguate to maintain productive
caracity sufficient to meet anticirated future needs.

o} It specifies that the program shall be conducted through
purchases of milk and milk products.

In addition, the level of price support must te anncunced at the

Lture 9inning cf the marketing year (October 1). The support price level may
1itia?® Taised during the marketing year, but it cannot drop below the level
rder. !Nounced 2t the October 1 start of the year.

it 2
- and

ing, 35St be made by USD2Z in carryinc out the program.
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tter-nonfat dry milk calculations:
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2e@se calculations:
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the vilgned tc enable the rlants tc pay producers the $£13.10 support price.
ther Y'8vVer, they must achiesve average levels cf plant efficiency in both
3duct yields and processing cecsts ané, in additicn, must be able to

Setting FPrice_Suprgcrt Rates--Two complicated sets of calculations

The parity objective is translated into a rrice per hundred pounds of
manufacturing milk. For example, on Septemter 30, 1980, it was
announced that prices for the marketing year beginning October 1,
1980, would be supported at 80 percent of garity which was $13.10 per
hundred pounds for manufacturing milk at the national average milkfat
test of 3.67 percent. For milk of 3.5 percent milkfat content the
Suppecrt price is $12.80. The present suppcrt price for manufacturing
milk is related to the purchasing power of milk during the 1910-14
base period, taking into acccunt the relaticnship between dairy
Prices and other agricultural commodity prices cver the past 10
Years. The entire parity caliculation-methcd is spelled out by law

and administrative procedures.

The surport price cf milk ($13.10 per hundred pounds in the following
illustration) must be translated into buying prices for butter,
nonfat dry filk, and cheese. The calculation considers the amount of
broducts that can be produced from 100 pouncs cf milk and costs of
Processing it. The calculations for the marketing vear beginning
Cctcber 1, 1980, were as follows:

vounds of milk vields

4.48 1bs of butter & $1.49 per 1b. S €.68
813 1lts of nonfat @ $ .94 per 1b. . 7.604
Total market value per 100 1lbs of milk S14.32
Plant margin allowance per 100 1bs of milk 1.22

Value above plant margin allowance $13.10

Pounds of milk yields

10.1 1bs of cheese @ $1.39%5 per 1b. $14.10
Whey and whey fat value , «37
Total market value per 100 1bs of milk sS14.47
Plant margin allowance per 100 1bs. of milk 1.37
Value abcve plant margin allcwance 12.10

The caiculations for both cheese and butter-nonfat déry milk are




sell these products at the anncunced wholesale prices if they are to B
the necesssary funds available. It should be noted that individual
rlants are not required by law tc pray producers the price support leveé

Kather, the method relies cn competition between plants to lead %o the
desired average level cf producers' pay price.

CCC_Purchases_and_Costs--The amount of products rermoved from the
market by CCC over the past 15 years equaled about 3.5 rercent of the
milk marketed by U.S. farmers (figure 5). However, there has been
ccnsideratle year-tc-year variation in tbe CCC removals which was
generally associated with changes in the amount of milk produced. The
reak in the 10 years prior to the 1979-80 marketing year came in 1971
when CCC purchzsed about 25 percent of U.S. butter rroduction, over 3¢
percent of nenfat dry milk production, and about € rercent of Americar
cheese production. Overall, purchases in 1971 accountec¢ for an
eguivalent of 6 percent of the milk marketz=d by farmers. Government
crurchases trended dcwnward during the 1672-7¢ reriod reaching a low D¢
cver the past 10 years in 1976, when only about 1 percent of milk
marketed by farmers was removed from the commercial market.

Increases in milk cutput during the 1976-77 marketing year withou!
corresponding growth in commercial use, brought about much larger USD/
gurchases in 1%77. Government buying slackened during 1978-79 as gaif
in commercial use resulted in a tighter supply-demand balance. Howev¢
due to a large increase in milk rroducticn and wezkened demand, the
Ccmmodity Credit Corporation (CCC) removed 8.2 pillion rounds, milk
equivalent, from the market in the 1979-80 marketing Year. This amou!
to more than 6 percent of the milkfat and solids-not-fat marketed--th¢
largest since 15%2.

CCC incurs certain costs in operating the program. The major cos!

the value of the price-supported commodities. In addition, there are --

storage, handling, &and sometimes packaging costs. Cffsetting somewha
are occasicnal sales of the commcdities by CCC back to the trade or t!
cther cutlets when market prices rise to s-ll-tzck levels.

Net government expenditures on dairy support prcgrams--CCC purcha!
less sales back to the industry for unrestricted use--have averaged al’
$320 millicn per year cver the same 10 vears. This does not include
administrative costs. The high was $1.275 billion during the 1979-§0
marketing year, and the low was abcut $71 million during the 1973-74
marxeting year. Expenditures under the special milk program averaged
about $100 million per vear in addition to the price surport programs
The special milk program increases milk consumption by children in
schools and child care centers.

Use of CCC _Supplies--Having acgquired stocks of butter, cheese, an
ncnfat dry milk, CCC must dispcse of them in a useful manner. From ¢t

™
H

to time, CCC is able to sell back to the commercial trzde when wholes
rrices rise above suprort prices by a specified amcunt. However, eve
when these opportunities arise, cnly small gquantities are involved.
is mostly & matter cf trying tc channel prcducts into consumption wit
displacing regular commercial sales.
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‘O0gre
The major outlet fcr CCC-owned butter and cheese is the school lurcom:
grogram. Cther outlets include VA hospitals, tut these are small €S ¢
ccmpared tc the school lunch prcgram. In ecarlier years, the direct TCer
commodity distribution programs to needy people absorbed a considerabldnd °©
quantity of CCC dairy products. This rrogram was largely discontinueffioc
favor of the foocd stamp pregram and no longer cffers a significant out®Lge
for CCC stccks. Foreicgn dcnations of butter and cheese do not offer 1 In
rotential, although during periods of heavy surplus, CCC has convertef
butter to butter oil fer foreign distribution. - Co
1sti
Domestic cutlets fcr CCC stocks of nonfat dry milk were also affe® PTC
by the shift away from direct commodity distribution to the needy. TiFket
school lunch program is able tc take only 2 limited amount of nonfat “1ld
milke. <CCC places major reliance on donaticns to foreign outlets as a °Sid
means of disposing cf nonfat dry milk. These are generally made undef th
the P.L. 480 program, but other means are also used. OCer
&Ch

UeSe _Dairy Impcrt Folicy

Th

The U.S restricts imports of dairy products thrcocugh quotas on thfue.
guantity of specific dairy products. Countervailing duties are 1mposﬁhef
cn dairy products from foreign countries that pay direct subsidies anplow
undercut the U.S. price. The recent Multilateral Trade Negotiations
signed by President Carter in July cf 1979 put all dairy products und( ©
qucta and eliminated non-quota cheeses that were imported at prices al
a "price break" so that they were not considered tc compete with U.S. ©
dairy products.

Section 22 of the Agricultural Adjustment Act of 1933, as re-enac ©
and amended, ccntains the authorizaticn for imrort cuotas on dairy
rroducts. This authorization was first implemented for specific dair
rroducts in 1953. Some quotas were used before 1952 during the Korea! S
War, but nc impert controls for dairy products existed before 1950.
cf the guotas are allocated to individual impcrters and countries thr ©
a licensing system; but some are on a first-come, first-served basis.
Total annual U.S.-issued guotas equal about 1.3 billicn pounds milk
equivalent. The

& af

Quotas are legally justified in protecting the U.S. dairy price ‘hori
support prcaram. HAdditional impcrts at a time when the government is
purchasing dairy products would directly add tc the gquantity of daizytOVe

prcduct purchases and the cost of the suppert rrogram. The U.S. 3.as
Government might be suprorting world dairy prices unless sone %ned
restrictions on impcrts were imposed. :QuCt
' Pre
Section 22 sets out the prccedure by which impecrt quotas can be
changed, other than by new legislation. First, the Secretary of dd_T

Agriculture is directed to advise the President whenever there is res

to believe that any dairy products are being impcrted so as to materi LXC

interfere with the dairy price support progreéme. If the President ag:cent

with the Secretary, the President requecsts an investigation by the

Internaticnel Trade Commission (the old Tariff Commissiocn) to determigits
ts

muCh

ut 1

whether cr not the impcrts are interfering with the price supvort




©gram. This includes a public hearing. The findings and
iurcommendaticns are reported tc the President, who can then determine the
‘®S or quotas to te levied. The additional fees m2y not exceed 50
TCent of the value of the prcduct and the new guotas may not be less
rabl®@l 50 percent of the gquantity imported during a previous representative
nueffiod. If the Secretary reports that a condition exists requiring
out®fgency action, the President may act immediately without waiting for
er 1® International Trade Commission's reporte.
rtel
) Conditions in 1573 and 1974 raised the cuestion of whether increasing
1Sting quotas and allowing more imports would materially interfere with
ffe® Price suprort program since the dairy product markets were tight and
Titket prices exceeded the support prices. The decision was that they
at dld not interfere, and additional imports were authorized by the
s aSSident. Some dairy industry members also believed it was important
nde® the dairy industry to keep a reasonable surply of dairy products on
OCery stcre shelves so prices of milk and dairy prroducts would not
8Ch levels that would seriously curb consumptione.

The timing of these increased import authcrizations also became an
 thfYe. The lags in increased imports reaching the U.S. could destabilize
\posfher than stabilize milk prices. Time is required for each of +he
. ap+lowing steps:
ns , _
undt © Treccgnizing the possible need for additiocnal imperts,

s al .
j.S. © determining the amount needed to avoid shortages except
&t unreasonably high prices,

snac’ © the investigation by the International Trade Commision

. @s required by law,

iair. .

brea! © the final action by the President, and, ther,

)e ' \

thr © the response by supplying countries and the actual tinme
e, required to ship dairy procducts to the U.S.

1K

The final butter and nonfat dry milk import authorizations in 1374

'® after prices had started to fall, while the final cheese

- ‘horization came at the time of peak cheese crices.

t is

airy Over time new products have been imported creating the need tc put ]
fFaS on these new precducts. Presently casein, a milk derivative, is :
lned as an industrial product but has recently teen used in some food
‘ducts. Since it is not defined as a food product it is not subject to
' Present dairy import quotas or tariffs.

be

dd_Trade in Dairy Preoducts : 5
rea

teri ©XCept for 1973 and 1974 when dairy imports reached 3.3 and 2.5
agrcent of U.S. milk production, respectively, dairy imcorts have been
1.6 percent of U.S. milk producticn. Abcut 55 percent of these
erni®fts were subject to quotas. From 1975 tec 1877, the U.S. imported
Ut twice as much milk fat as it exported, but impecrted only one third
MUch solids-not-fat as it expcrted.

ut
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About 2 to 3 percent of total wecrld milk production is exported. cal
Zealand accounts fcr about half ecf total world experts with Australia T
the six original countries in the Eurocpean Community (France, S
Netherlands, Belgium, Luxembourg, West Germany, and Italy) accounting he p;
much of the rest. Great Britain is the largest importer and has hroy.
traditionally absorted much cf New Zealand's exports. When Great Brit, thé
joined the Ccmmon ¥arket, New Zealand was scheduled to be phased out Zyopy.
supplier sc New Zealand actively sought new markets. Australia was Cices
immediately excluded from the Great Britain market and its policy has

been to reduce total milk production and the need for export markets. T}
e st

Dairy surpluses continue tc be a problem £cr the European economigcrea
ccmmunity (EC) despite the EC's programs to recuce excessive milk ITicy
crroduction. The programs to reduce supply include an effort to encouI:Ogra
the conversion of dairy enterprises to beef prcduction and a milk 2flec
rroducers' tax that was increased this year. A supplementary producelkg fr
tax will be imposed in 1981. 1Dpor
. - wilj

Coals_and _Cbjectives of Dairy rrograms ‘hane

‘ogra

The Secretary of Agriculture is responsible for both the price
support and federal milk marketing order program but the two PLOgrams,ajg
administered by separate agencies within the Department of Agriculturi ——
Bcth programs affect milk prices and decisions made in admiristering ! Th
rrogram can affect the operation of the other. However, the programsQSQn
guite separate as indicated by the types of decisions made in each. ‘omot.
Under the price support program the overall level of all milk pricesf:mem
te maintained by Gcvernment purchasing excess dairy prcducts that “ilmdit
not clear the market at the surport price. An increase in the SupECTiar_p,
rrice increases the milk price received by all farmers an egual amounjy n;

. . L. Se.
Federal milk orders build on the overall price c¢f milk by settindcope

rrice of milk used for fluid above the ¥innesotaz-Wisconsin (¥-W)
rri@e--the basic mover of all prices. The additicnal revenue from th An
cales of the higher priced Class I milk is pooleé and distributed onl to i
Grade A dairy farmers supplying the market. An impertant objective i Usir
rrovide the economic incentive for enough dairy farmers to produce mieCis;
eligible (Grade A) to be used as fluid. Excess Grade A milk of courSdergy
cculd be diverted into the manufacturing market at the same price as

received by Grade B dairy farmers. Pricinc decisicns under federal m The
crders then involve determining the relative price of milk used for yjgqg

. . . s m

different purpocses (classified pricing accecrding tc use). ade A
. . L . oOmotji
The goals of the two programs are summarized in the following wer
sections: Socia

4/ The milk crder procgram is administered by the Agricultural Hark§/‘§g

Serivce (AEMS) and the price surport prog;am is a@ministeied by the % . a
Agricultural Stabilization and Conservation Service (BSCS). jecti
* Sec
:Dﬁ 1
Jjecti

~AA
L L




* Q&ls_of the Dairy Price Support Procranm
ia

Stabilizing milk prices is the major purpose of the support programne.
Price support program stabilizes the overall level of milk prices

_ . fough the government dairy product purchase activity and through resale
T1% the industry should milk rrices rise above the support price. This

't ahCrt-run stability of prices then dampens the wider fluctuations in milk
Cices that would occur without the programe.

ng he

3
as
S The goal of enhancing returns to dairy farmers can only be pursued in
_ e short-run. Whenever gcvernment purchases cf surplus dairy products
Dml«Cl‘ease, the political pressures also increase on the Secretary of
JTiculture to Xeep the suprort price near the minimum specified in the
“0Ulogram. When this has been done, government gurchases have declined
*flecting a better market suprly-demand balance. Because dairy farmers
1C€%e free tc prcduce any amount of milk they wish at going prices, the
Ibport price must ke ad justed tcward a longer-term supply-demand
lUilibrium to avoid chronic surpluses. This means that permanently
1hancing producer returns is a less important objective of the sugrort
‘0gram than achieving greater price stability.

AM51als of Federal Milk Orders

ng !

< The major goals commonly ascribed to federal milk marketing orders as
alsS:eg

eéntly admirmistered are reflected in the following list: 5/ (a) to
omote crderly marketing conditions for milk rroduced ty Grade A :
€S rmers; (b) to set minimum prices consistent with supply and demand i
¥ilnditions and to assure consumers an adequate supply of fluid milk
POLar-round; (c) to administer and supervise the terns of trade in deficit
cun ik markets in such a manner as to equalize the market power of buyers

d sellers and promote constructive competiticn; (d) tc improve the

1ndcope Situation for Grade A dairy farmers.
‘ tﬁ‘ An overriding objective is that milk orders are to ke administered so
onl ¢

. O be in the public interest. The above gcals lack clarity in meaning
'® * using terms such as "orderly marketing” and "adecuate supply." More
3

* Mlecisely defined terms would be helpful in prcviding a better
UL Sderstanding of what milk orders are to accomplish.

as
11 m

The term "orderly marketing" usually is associated with stabilizing ?
o}

Uid milk prices, providing secure and depvendable markets for individual ;
dde 34 dairy farmers producing milk primarily for the fluid market, and _ ’
PMoting constructive competition by improving the balance of market
Wer between farmers and handlers. "Adeguate supply”™ is usually
Sociated with maintaining a reserve of Grade A milk on a seasonal,

- -—--—-—--—.

ark&/ Sections 601, 602 and 698c(18) of the Agricultural Agreement Act of
e 37, as arended (USDA 1971), contain the specific statements on the
lectives of the crders as stated ty Congress. Alsc, a 1942 report. to
! Secretary of Agriculture by the Federazl Milk OCrcer Study Committee
; A 1962, pp. 12-13) ocutlined the Committee's views on the major
Jéctives of milk orders.




Star
weekly and daily basis that can be drawn from when the Grade A milk ‘rde
supply is tight relative to fluid demand. Such a reserve would elinindledy
unusually high prices and possible shortages. te £

ela

The eccnomic rationale on how the classified pricing and pooling
regulations of milk orders serve to achieve the goals of milk orders iﬁhiﬂ
discussed in the following sections. :

Stabilize Fluid Milk_Prices--Classified pricing can provide an e g
economic incentive for farmers in the aggregate to produce more Gradeﬁhrm
milk than is actually needed for fluid use plus an adecuate reserve. ‘eci.
This eliminates the probable wide fluctuations in the fluid milk pricemrcj
relative tc the M-W price due to seasonal and cther unsvnchronized l

variations in supply of Grade A milk and fluid demand. This approach |
stabilizing fluid milk prices works only if a secondary market exists ’
the Grade A milk not needed to meet fluid demand. L

Market_ Securitv--Pooling the returns from the sale of all Grade A Qrpe
milk reduces the ccncern of farmers as to whether their specific milk %rme
used in fluid products at the higher Class I price or in manufactured ?mpl
erocducts at the lower Class III price. Farmers are paid on the basis

a market average price regardless cf how their specific milk is used. f
Without pocling, an individual farmer or his ccoperative association r§chp

wculd be under econcmic pressure to sell as much of his or its own mil
as possible in the higher-valued fluid market. Strong comgetition foA
the fluid market likely would develop as long as farmers could realizé
higher price in that market. Some Grade A farmers rrobably would be . - T
dropped from the Grade A milk market during the seeson cf highest milkﬁ th
production when Grade % milk supply exceeded fluid use. This would 1leélze
the farmer seeking an alternative manufacturing market outlet for the 0 pe
extremely rperishable milk. Switching back and forth from the fluid t¢ta]
manufacturing market may be difficult and at times results in distressfitre.
milk prices and even uncertainty as to whether an outlet exists. Y ip
cr e
The classified pricing and pcoling regulations of milk orders, thﬁe £,
reduce the need for "switching" outlets and prcvide Grade A dairy farfirce,;
Wwith more secure markets. 8ray

Tt

Balancing Market Power--For a long time the dairy irdustry was A
characterized by many small dairy farmers selling milk to a relativelY&ect
few large handlers. Minimum Class I prices under milk orders protect tz
dairy farmers from the effects of possible price wars or other ﬁXpay
price-cutting activities by handlers. Such surervision of the ternms ﬁeari

i

trade ‘is mcre likely to promote constructive ccmpetition for a commodl

as perishable as milk. A
ktmer
Increase _Farm_Income--Classified pricing that charges a higher priltter

for fluid milk with a relatively more inelastic demand is a form of ‘Nsyum

vrice discrimination. Returns tc Grade A dairy farrers are increasedJXDay
charging a higher price for milk used in the relatively inelastic f1lul

market than in the manufacturing market. As

L“era;

To sunmmarize, a major objective of federal orders is to stabili:e‘?ts,

Grade A milk prices. This price stability is quite differesnt from thflcesg
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stability cf overall milk prices provided by the support programe. The
‘tder program, by providing a reserve of milk eligible for fluid use,
mind'éduces the chances that the Grade A milk supply might ke short relative
‘¢ fiuid demand causing the price cof available Grade A milk to rise
‘*lative to the manufacturing milk price.

s iﬁ%ig; Gozls c¢cf Price Support_and_Federal Milkx Marketinag Order Programs

Both the price support and milk orders can be used for short periocds
JF increase farmers' returns. Hcwever, in the case of market orders a
de ’rmer must sell Grade A milk to share in the higher priced fluid sales.
. fCisicns cn setting Class I prices can also impact the amount of
icelirchases under the price suppcecrt programe. ﬁ

ch h Fvaluation of Dairy Prcarans !
StsS

The dairy programs have a far-reaching impact cn farmers, handlers

"4 consumers. They involve trade-offs between Grade L and B dairy
> A Armers, between farmers in different regions cf the country and between
L1k "3fmers and consumers. In a real sense an evaluation of the programs is
“ed tomplex and can be viewed differently by different ¢rours. The progranms
sis fe discussed in terms of their impact on stabilizing milk prices, level
>de |* milk prices, net farm income, distribution cf benefits among farmers,
on  Schnological innovation, industry efficiency, and covernment costs.

mil}t

forNtformance of_the Price_Suprort_Progranm

1ize€ ‘ ) ;
be . -The dairy price support program benefits are distributed on the basis |

milkg the amount of milk produced. The distribution of dairy farms by herd |
d 1l¢2e varies causing the distritution of benefits to vary. In 1979 about ;
the {0 Percent of the dairy farms received about 1Z percent of an increase in
¢ to’tal returns resulting frem increasing the surport price. On the other
reséiftrene only & percent of the farms received 3f percent of the benefits.
V¥ increase in suprpcrt price of 50 cents per hundredweicht woulé have
lcreased annual grcss farm sales about $250 per farm for 5C percent of
thé'® farms but increased gross farm sales $12,500 per farm for about 8 |
farfitcent of the farms. This type of distributicn.cf benefits.is |
Aracteristic of any program that directly influences fprices. ‘ |

5 A number of programs cculd be used to suppcrt milk prices but each
velilfects money transfers among dairy farmers, ccnsumers of dairy products
:ect\“d taxpayers. The present purchase program Cccsts consumers more but

7 fxpayers less than if payments were made to dairy farmers when market
"ms %earing prices fall below a desired (target) support price.
1mod’

A supply contrcl program using sales quotas would tzke away part of a
étmer's freedom to make production decisicns and tend to freeze existing

- criltterns of production unless gqucotas were transferatle among farmers.

of Ensumers would pay prices similar to those under -the rresent program but

2sed [Xpayers® cost would be less. f

flu) ' j

L As 2 way of suprorting prices received by farmers, the program has
lerally wcrked quite well. Hcwever, with the rarid inflation of recent
li:eiQES, the performance has not been as good as in earlier years when

m thflCes were more stable.




Some strengths of the price support program are said to be:

[
o the price objectives under the program are cenerally reached wi] I
a fair amount of precision; i
E
© it 1is less disturbing tc commercial interests than other
programs might ke because it operates through established 2
market channels and agencies o
£
¢ 1t is a price stabilizing as well as a rrice sugprort
program. Stable prices are more conducive tc effective 3
vlanning by dairy farmers than are widely fluctuating S
prices and generally more acceptable to ccnsumers.
4
For relatively short periods of time the manufacturing milk price P M
fallen short of the surport price, usually just after an increase in tf W
support price. However, during the April to December 8C period the
manufacturing milk prrice acain fell short of the surrort level by an 5
average of 44 cents per hundredweight. The price support progran W

includes "make allcwances" of sufficient size for processors of cheese S
andéd butter and nonfat dry milk to cover their costs and still pay farmf

the designated support price. Cne concern is whether sufficient 6
mctivation exists for the industry to reduce preccessing costs to the I
maximum extent possible. £
me
Some of the weaknesses of the rprogram are: t
De

o the higher ccnsumer prices necessitated under the program
have caused consumers tc rurchase fewer dairy products; 7)
at
o the program uses tax dollars and at times, as in the 1679-80 fz
marketing year, has been guite costly: SU
o disposing of surclus stocks in a useful way has Leconme 8)
increasingly difficult. or
fe
EFerformance_cf_the_iHarket Order Froaram Se
43

Several dimensions of perfcrmance indicate that market orders have De
nct excessively increased milk prices. However, the rarid increase lﬂ
the amount of Grade A milk surplus to the fluvid market suggests that th A
Class I differentials used to set Class I prices above the manufacturﬁ%ket
rrice have been higher than needed. It can be argued that it is not ﬁelq
ccstless tc have more Grade A milk produced than needed for fluid useé:
and a Grade A price stabilizing reserve. Questions of equity ;nvolv1ﬂq emq
the remaining Grade B milk pvroducers arise when larce surpluses of Gr?d
A milk develcp in federal crder markets. This means that fluid milk The
prices have probably been somewhat higher and manufacturing milk prlceLiet

have been somewhat lower as a result c¢f the milk ordcer .rrograme. FVlde
Yol

The following dimension

s of performance vrcvide little evidence tf
milk prices have been increased

mor= than needed:
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1) During the 1969 to 1975 period consumer milk prices in 17 major
U.S. cities covered by federal milk orders increased by 70.5

wit] percent. This equaled the percentage increase in the consumer price
index for this period. Therefore the real increase in consumer milk
prices in the 17 cities was negligible over this period.

2) Class I (fluid) prices increased moderately cver the 1965 to 1875
pericd--rising at about the same rate as the wholesale price index
for all farm products.

3) The average Class I differential has been maintained at about
$2.10 per hundredweight since 1968.

4) The Class I differentials for markets distant from the Upper
ce ! Midwest have not been increased to reflect transportation costs fc¢r
n t whole milke.

n 5) The Class III price in federal orders hac been priced at levels
which give most regulated handlers little incentive to purchase milk

esé solely fcor manufacturing purposes.

a rmé

6) Federal orders, as presently written, dc little to insulate Class
e I, Class II, Class III, farmer tlend prices and consumer milk prices
from the price variaticn which originates with changes in
manufacturing milk prices. The variation in federal order prices was
twice &s great during the more recent price volatile 1973 to 1975
period than during the relatively stable 1865 to 1972 pericd.

7) The orders have improved performance by preventing price cuts nmade
at wholesale and retail during price wars from teinc passed back to

) farmers and by helring to eliminate extreme variaticn in prices of
supplemental fluid milke.

8) The seasonality of U.S milk production in the largely pre-federal
order rericd of 1930 to 1939 was about 160 percent higher than in the
federal order markets during the 1965 to 1575 pericd. Also,
Seasonality of federal order milk receipts for 1965 to 1975 was about
43 percent lower than in nonfederal order markets during this sanme
haVve period.

> 17

at Y| A stable situation prevailed when the federal order for the Chicago
turditket was voted out for the period May, 1966 to June, 1968. However,
ot E"elopments following the termination of the Mississippi order in 1973
useSerst that destabilizing factors still persist in fluid milk markets
1vif emerge in the absence of the orders. :

Gré
1% The large quantities of Grade A milk that are surplus to the fluid
ric@tket suggest that Class I prices may have been higher than needed to
°Vide orderly marketing. Lower Class I differentials probably would
®Vide a net social gair and, in that sense, be in the public interest.




Economic_Implications of Milkx_Orders

Well-developed economic principles of milk marketins provide \
a framework from which many of the economic implications of milk orders|tod:
are derived. Particularly useful studies for analyzing the implicatioﬁ
of milk orders are provided by Bressler, Harris, and Kessel. X 1

‘Tice
)

Seven major implications are identified in the follewing sections-“’er
They are not mutually exclusive, nor are they all-encompassing, but th@fsec
are considered separately for discussion purposes. ny--
3 1 Iuoac

lLcss_of Grade B_Market plodcye
Grade A milk prcduction has increased substantially over time desPH“ (
relatively small increases in the amount of milk used as a fluid iCou
beverage. Grade A milk not used for fluid under federal milk orders P l¥
diverted into manufacturing uses increased from about 24.3 billion goUf’ in

in 1967 to about 37 billion pounds in 1979. This increase has come awdd}t
as a result of both expanded milk production by existing Grade & farmﬂf?ﬂu
and conversion by cther farmers from Grade B tc Grade A milk proquctld,
~>The conversion has been especially dramatic in Hinnesota and Wisconsiﬂg?“f
where about 55 percent cf the remaining Grade E milk is produced. In “?Ce
1979, 68 percent of the milk produced in Wisccnsin was Grade A, compaﬁM <
with only 44 percent in 1967. In MYinnescta, the prcpcrtion of Grade A
milk increased from 19 rercent in 1967 to 55 percent in 1979. A1l nilf® h
in the United States will become eligible for fluid use (Grade A) if f |
__these trends continue, despite the fact that less than half of the mil{'¥er
”\will likely be used for fluid. h

Why are farmers converting from Grade 3 to Grade A milk productio?
when essentially all the additicnal Grade A milk is diverted andé used1¢ G{
the lower-crriced manufacturing market? There are many contributing by

factors, but one essential factor is that a farmer can obtain a highefsgh (
rrice for Grade AR than for Grade B milk. & logical assumption is tha?rnffa
unless a farmer receives or expects to receive a hicher price for Grad} Jet

than for Grade B milk, he will not be willing to incur the added cost Qfar“
inconvenience of the higher farm sanitary standards of CGrade A milk on
rroduction. The blend price advantage over the manufacturing milk ptﬂ
can provide the economic incentive for a farmer to convert from Grade'’
tc Grade A production (cnly Grade A milk producers can participate in’
milk order pcol.) This is how classified pricing and pocoling generateh
necessary reserve of Grade A milk which 1s one aspect of orderly Ay
marketing. But if Class I price differentials in milk crders can Lte ’0395
gt levels to prrovide a necessary reserve they can also te set at l@vey
which result in excess reserves. Harris recognized this by pointing OQ
that 1f classified pricing were used to achieve only market stability Sent
security, that there would be no tendency toward exransion of supplie’

lal
t
j o

teyond the effective demand reguirement of the market. irom
¥
L. - . C
Ceogrzphical Price Structure -Snt
. .. . - . . . ~ L
Setting minimum Class I differentials in order markets east of theftie
. e

c
Eccky Mountains accecrding to hcw far the market is located fronm E
Claire, Wisconsin, igncres +the pessibility that there may be pock

au
kets 0|~ ar
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|° increase the amount of Grade A milk that must be used to make

(]
e e
-7

Xcess milk in other areas sufficient to justify alternative basing
Yoints. Single base point pricing may lead to geographically distorted
kices which can encourage milk preduction in relatively high cost
‘toduction areas, and in areas where it may not be needed.

X Preliminary research indicates that this pricing plan distorts the
fice So as tc favoer milk preoduction in the Ncrtheast, South, and West
yer the lake States, Corn Belt, and Plains. However, additional
‘®search is needed to evaluate the exact magnitude of the distortion--if
Ny--and the implications of fecllowing zlternative rolicy options.

dcact on_Manufacturing Milk Market

\ Class I differentials substantially above cost justified levels
Ncourage additional Grade A milk production. They alsc discourage fluid
N1k consumption by increasing fluid milk prices. The combined impact is
idditional manufactured prcducts to be sold in the manufactured dairy
lcduct market. These additional manufactured dairy products tend to
fduce the manufacturing milk price. The actual impact on the
2nufacturing milk price (Class III price) derpends on whether the market
Tice is at or above the manufacturing milk surport price. If the market
ice is the same as the support price, the government, under the vprice
Fport prcgram, will purchase the added dairy products resulting fronm

€ higher Class I differentials. If the market price is above the
Nufacturing support price, then the added dairy rroducts would tend to
‘er manufacturing milk prices.

aring Class_I_Sales

7

~ =

i

=

., Grade A dairy farmers receive higher milk rrices as a result of
LESSified pricing and pooling under milk orders. EFecause relatively

'Sh Class I differentials under milk orders can indirectly reduce
‘Mufacturing milk rrices, most Grade B farmers are worse cff, or at best

i4° better cff, as 2. result of them. It is true, 'however, that many Grade
ﬁfarmers, by converting tc Grade A milk producticn, can also benefit.

Q"ever, this is a forced situation becauss the only alternatives to N
°ﬂVerting tc Grade A milk are to acceot: the manufacturing grade price %
‘r their milk or quit dairy farming altogether. '

Because fluid milk markets do not benefit Grade B farmers, pursuing
. goal of classified pricing to increase the income of Grade A farmers
ises an equity question: Can classified pricing legitimately be used
€nhance farm income when all dairy farmers do nct benefit?

%gasi1§§ for_Milk_Movement

Once a ccoperative or proprietary handler which is rmanufacturing

aify products ships enough milk to gualify as a pcol heandler, the

“Sntive to ship additional Grade A milk to the fluid market is greatly
ﬁinished. If it does ship additional milk tc the fluid market, it will
S be in a rositicn tc ray its rroducers any mcre for their milk because
| the marketwide pooling provisions unless cver-oréer charges are made

18T and above market servicing costs. There is an actual disadvantage




in shipping milk to the fluid market since the cooreratives and
proprietary handlers that have manufacturing facilities would want the
largest volume of milk possible to lower unit costs in their own

manufacturing cperations. Negctiated Class I rrices above federal oré@fter

minimums help provide the incentive for such firms tc "cive up" the mil
in their own manufacturing creraticns and ship it to the fluid market-.
This rhencmenon suggests that increasing minimum Class I differentials
under market orders may not always be the proper approach to get milk Y
mcve to the fluid market.

This situation can create a need to go further distznces from the
central market to obtain enough milk for fluid demand even though clos?
suppliss exist and are being used for manufacturing. Tc the extent t hé'
this phenomenon exists, fluid handlers need to brinc¢ milk for fluid usét
from more distant areas than likely would be the case without regulatc!
Many factors influence the manner in whic¢h cooreratives serve the fluil
market:; only general forces and implications are pointed out here.

Alternstives_to_Fresh Fluid Milk_Products Toce

The present order program assumes that fluid milk demand must be m¢
with fresh whole milk. As discussed, a reserve of Grade A milk would /

Towt

1ﬁiry
these

needed under this assumption tco balance seasonal andéd day-to-day T an
variations in supply and demand and thereby stabilize prices. hny

However, for some time it has been technically possible to
ccmmercially recombine nonfat dry milk and water into a fluid beverage
milke This reconstituted product could then be blended with fresh who
milk to meet fluid demand. In effect, this would provide a storable
reserve rather than a fresh fluid milk reserve. Currently all milk
troducts used for fluid consumption are priced at the Class I level, t/
highest-priced class under federal milk orders. ‘

I
!
'
\

irre

A

K
Urde
Onsi

Sup

o

s s ' . . . s s . \
A petition has Leen submitted by the Community Kutrition Institute(fXten

processor and three individual consumers asking for a public hearing ”,

v

ccnsider remcving cemmercially reconstituted milk from the Class I * H
pricing provisions of all federal milk marketing orders. In response [°hge

the petition, USDA asked for public comments on whether a hearing shot

te held and also invited the public to submit any additional proposals(s W

. . . . . . . - |
that might be approrriate, considering the possible economic impacts ot

the provosal. At the same time USDE initiated a study to determine £ 1

cctential impact of the propcsal on dairy farmers, consumers and milk ,‘Sue:

handlers. The preliminary impact statement is currently being evaluat?

by the generazl public and interested parties have been invited to v I
evaluate the impact statement and provide USDA with comments. The ecu:
preliminary impact study does not recommend whether a hearing should ¢
held. a.
: b,
With rapidly increasing energy costs, milk assembly, processing, al C)
distribution costs have gone up accerdinglve. Since milk is 87 percent }
water, much cf the energy used in the dairy industry is in transporti®
ccecling, pasteurizing, or removing the water pcrticrn of raw milk. L Wl
Numerous £crces will be emerging fcr adapting the dairy industry to thlrcha




‘apidly changing ccst structure. Some Processes or technologies—--in
‘ddition to reconstituted milk--that will likely Lbe evaluated to
‘Ccommodate the changing cost structure are ultra-high temperature (UHT)

orééfterilized milk, ultra filtration, reverse osmcsis, or frozen

miYfoncentration processes for removing water or separating milk into

et [Cmponents.

als .

1k Y Component pricing systems mey need to be studied as a means of
Fcommodating these potential changes and for the purpose of eguitzable
lstribution of costs and returns. Pressures already exist for -

he |lnimizing duplication of hauling routes in milk assembly. These sanme A

losﬂbrces will encourage efficiency in milk processing and distribution--and
th#ll1 1ikxely accelerate the trend toward fewer and larger firms in all

us

atol
luid

<

‘'gments of the industry.

tmerging _Issues

\ Rapidly increasing energy costs; changing structure at the farm, Ny
Tocessing, and distribution levels; improvements in transportation, and °
Towth in cooperatives are among many factors that are impacting the U.S.

e mekiry industry. Many issues are emerging as the industry adjusts to

id
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ese changes. Some of the issues are broad and center on whether each
RS any of the dairy programs are needed--or need modification—-—-given the
Fny changes. In addition, some problems and issues exist relative to
‘Irrent prcgramse.

Are the programs needed?--Some of the brcad issues are:

whdb Have gcvernment costs under the price suppcrt program become so
U

Urdensome as to threaten the program or provide reason for serious
Onsideration of alternative programs such as a direct rayment rrogram or
Supply ccntrol program?

““ Are import guotas needed tc protect the dairy industry and to what

N - - - 3 -

I*tent are dairy product prices increased due to import quotas?

* Have ccoperatives developed to the point where milk orders are no
°nger needed?

— o~

* What parts of the crder program may not be needed such as regulation
Class I prices, regulation of reconstituted milk?

SSues existing or evolving within the present precgrams are:

Is there a need for changing the parity standard in price support
Ylculations by moving toward:

a) cost of production
b) a more dairy srecific index

G, 2/ C) a more automatic surport price trigger mechanisnm

d) some combination of these?

/' What will be the impact of changes in distribution cutlets for CCC
o thitchased dairy products?




3. What will be the impact of rising energy ccsts on the location,
structure, and functicns of the dairy processing industry?

4. What is the impact of the level and structure of minimum Class I .
rrices set under milk marketing crders on the location of milk productd
and the manufactured dairy products industry?

5. Is there a need for restructuring Class I prices, including an
evaluation of the raticnale for establishing Class I prices?

€. Since federal order prices nc longer reflect transportation costs:
what, 1f anything, should be done relative to:

a) transportation allowances within orders
bB) intramarket prices
c) intermarket prices

7. What will be the extent of ccnsumer pressure on the level and
structure of Class I prices?

8. What will be the inpact of the eventual loss of the separate
manufactured milk market, and how Wwill the basic formula andi Class I
prices then be established?

S. #What wculd be the effects of alternative pricing and allocation
rrovisions on reconstituted milk and other forms of milk ingredients?

10. What will be the impacts cf relatively high dairy product prices d
the inrocads cf imitation and substitute vrcducts?

11. What will be the impacts cf other evolving issues such as:

a) environmental laws--farm point and processing wastes
b) ©price reporting issues

c) &rpackaging and labeling issues, and

d) sanitary regulations?
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App. Table 1--Manufacturing milk: Comparisons of announced support prices and

U.S. average

market prices paid to producers, marketing years, 1960-80 1/

‘Manufacturing milk

Support level : Average market level
Marketing Date : iR As a percentage of
year effective Percentage : Price : Price : parity equivalent
beginning = 3/ -t of parity : per : per :  In month Average
in: 2/ : = equivalent : 100 : 100 : prior to during
4/ : pounds : pounds : marketing : marketing
: : year _year
Percent - - Dollars - - - - - Percent - -
1960 : : 76 3.06
: 9/17/60 : 80 3.22
: 3/10/61 : 85 3.40 3.31 83 83
1961 : : 83 3.40 3.38 83 82
1962 5/ : : 75 3.11 3.19 76 76
1963 : : 75 3.14 3.24 77 77
1964 : : 75 3.15 3.30 77 78
1965 : : 75 3.24 3.45 80 79
1966 : : 7 3.50
1 6/30/66 : 89.5 4.00 4.11 92 90
1967 : : 87 4.00 4.07 88 87
1968 : : 89.4 4.28 4.30 90 87
1969 : : 83 4.28 4.55 88 86
1970 : : 85 4.66 4.7 87 85
1971 : : 85 4,93 4.91 85 82
1972 : : 79 4.93 5.22 84 80
1973 : 3/15/73 : 75 5.29
: 8/10/73 : 80 5.61 6.95 99 91
1974 : 81 6.57
1/04/75 : 89 7.24 7 6.87 85 78
1975 : 79 7.24
10/02/75 84 7.71 8.12 89 84
1976 : 80 8.13
10/01/76 81 8.26 .52 84 82
1977 6/ : 82 9.00 7/8.77 80 80
1977 : 82 9.00
4/1/78 : 86 9.43 9.30 85 79
1978 : 80 9.87
4/1/79 : 87 10.76 10.86 88 80
1979 : 80 11.49
4/1/80 87 12.36 11.75 82 76
1980 : 80 13.10

B

1/ See DS-372,V October 1978, table 1 for 1949-59. 2/ Start of marketing year April 1, 1960-77,
October 1, 1977 to present. 3/ If other than start of year. 4/ Except as noted, this is the
actual percentage of the parity equivalent price published in month before the marketing year.

In some cases the announced percentages, based on forward estimates of parity, were slightly |
different. 5/ Beginning November 1962, parity equivalent is based on prices for all manufactur?

grade milk instead of the "3-product’ price for American cheese, evaporated milk, and the butter”

nonfat dry milk combination used before. 6/ April-September transition period.
annual average fat test.

SOURCE: Dairy Situation, DS-382, October 1980.

34

7/ Adjusted to

ngv

|
i
I
|
i




(-

0-771
he
T.

turint
tter”
| to

|
|
|
|
|
i
|

App. Table 2--¥et government expenditures on dairy support and
related programs, fiscal years, 1950-80

Year : Net : : : ¢ Export : Total : 3pecial

beginning: support : Ililitary: Section: Section: Section: assist-:(exciuling: milk

July 1 :purchasess milk 32 : 709 : 4(a) : ance : special : program
: 1/ : 2/ : 3/ : 4/ 4/ : 5/ : milk) 6/

s Million dollars

1949-50 . 170.5 -— 17.6 - - - 188.1 —_—
1950-51 1 71/49.1 -— 8/-.9 -— -— - 7/-30.0 -
1951-52 : 1.6 - 7.5 -— —- -— 9.1 —-
1952-53 . 274.9 -—- 25.1 — -— -—- 300.0 -—
1933-54 . 400.4 -— 74.0 - _— — 474 .4 —
1954-55 . 228.7 4.3 2,4 — —— _— 257 .4 22.2
1955-36 ¢ 237.9 7.3 39.0 — _— —- 284.2 48.2
1956-57 . 239.1 16.4 75.6 -— — — 331.¢ hl.0
1957-58 . 205.9 30.4 123.7 _— _— -— 360.0 66 .7
1958-59 . 102.1 23.0 106.2 _— _— _— 231.3 74.7
1959-60 . 139.5 23.6 35.1 - -_— _— 218.2 81.2
1960-61 . 173.9 25.3 §2.1 -— -— -— 281.3 87.0
196162 : 539.0 25.9 47.1 _— — -— 612.0 91.7
1962-63 . 454.0 24.8 -— — _— 6.7 485.5 93.7
1963-64 . 311.7 26.5 4.4 -— -— 36.5 379.1 97.1
1964-65 . 157.2 26.2 105.6 — _— 447 333.7 86.5
1965-66 . 26.1 _— 38.7 S -— 3.8 68.6 97.0
1966-67 . 283.9 -— 9 14.2 -— 13.4 317.4 96.1
1967-68 . 357.1 —- - - -— 7.1 3642 1021
1968-69 . 268.8 -— 45.4 — -— 13.1 327.3 101.9
1969-70 . 168.6 -— 107.1 7.8 - 7.4 290.9 162.9
1970-71 : 315.4 — 91.6 3.2 — 1i.6 i21.8 01.2
1971-72 : 267.0 -— 63.9 - - 7.3 338.2 93.56
1972-73" . 135.8 - 15.4 0.1 - 1.5 152.8 90.8
1973-74 . 31.4 —- 10.8 13.7 15.0 —- 70.9 50.2
1974-75 . 485.8 — 6.5 —- 3.8 -— 496.1 122.%
1975-76 : 69.6 -_— 4.1 —-—- 2.8 — 76.5 145.0
Transition

quarter® 43.5 -— 1.0 -— - -— 34.5 25.5
1976-77 . 709.8 _— -— — 4.5 — 714.3 109.7
1977-78 . L46.4 ——- — — 5.0 — 451.4 137.8
1978-79 s 244.3 — — —— 6.3 -— 250.6 134.1
1979-80 .1,294.0 -— — -— 5.8 --- 1,229.8 156.5

1/ CCC support purchases and related costs (for processing, packaging, transporting
and storing) of dairy products, less proceeds from sales to commercial buyvers for
domestic use and for export, U.S. military agencies, foreign government and private
welfare agencies, and Section 32 progranms.

2/ CCC reimbursements to U.S. military agencies, Veterans' Administration and other
participants.

3/ Expenditures of Section 32 funds to buy dairy products in the market and from
CCC for school lunch and welfare uses.

4/ Purchases of dairy products at market prices under Sec. 709 of the Food and
Agriculture Act of 1965 and under Sec. 4(a) of the Agriculture and Consumer Protec-
tion Act of 1973, for domestic school lunch and welfare uses.

5/ Value of Payment-in-kind certificates issued by CCC on exports of nonfat dry
milk, butter and other high-milkfat products, and CCC cost of exports under Title
I, P.L. 480 of dairy products not originating in CCC stocks.

6/ Expenditures under the program to increase milk consumption by children in
schools, child-care centers, and similar institutions.

7/ Net receipt due to sales exceeding purchases.

8/ Receipt due to adjustment.

* Start of fiscal year moved to October 1 in 1976.

SOURCE: Agricultural Stabilization and Conservation Service, USDA.

Also, see Dairy Situation, DS-383, December 1980.
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App. Table 3 --Dairy products under price suoport programs, USDA purchase price per
pound, 197080 1/ '
Effective Butter Nonfxatt;:ry ;";elk’ Natural Cheddar
date of Grads X or higher £ £r . cheese, Grade A
change Chicago : New York : Spray or higher
Cents
4/01/70 : 2/69.846 70.75 27.20 52.00
4/01/711 : 67.784 68.75 31.70 54.75
4/01/72 : 67.708 68.75 31.70 54.75
4/15/73 : 60.922 62.00 37.50 62.00
8/10/73 : 60.922 62.00 41.40 65.00
4/01/74 : 60.570 62.00 56.60 70.75
1/04/75 : 68.070 69.50 60.60 77.25
4/01/75 : 69.193 70.75 60.60 79.25
10/2/75 : 79.693 81.25 62.40 85.00
4/01/76 : 85.817 87.75 62.40 90.50 :
, 10/01/76 : 90.817 92.75 62.40 92.50 ]
4/01/77 4/ : 100.710 102.75 68.00 3/98.00 ;
4/01/78 : 106.710 108.75 71.00 37103.25 ]
10/01/78 : 111. 300 113.50 73.75 3/106.00 1
4/01/79 : 121.800 124.00 79.00 %_'/116.00 ]
10/01/79 : 131,330 134.00 . /124.00 1
4/01/80 : 140.580 143.25 3528 3/132.50 1
10/01/80 : 149.000 152.00 94.00 3/139.50 1
: 1
1
1/ Prices for bulk containers--butter, 64 and 68-pound packages; nonfat dry milk, nonfortified in 50-pound bags; 1
and cheese, mostly in 40 and 60-pound blocks. See DS-325, May 1969, table 6 for 1949-61 data and DS- 372, October 1
1978 table 2 for 1962-69. 2/ Prices varied slightly during the year due to changes in freight rates. 3/ 3 cents 1
less for barrel cheese. 4/ Remain in effect at the start of the marketing year beginning 10/1/77. 1
1
Table 3 --Computations of parity equivalents for manufacturing milk, per 100 pounds,
marketing years, 1970-80 1/
: Base period 3/ : : Parity 4/
Marketing year : ¢ Manutac- :bAdjusted ' Index : Prices
beginnin, ¢ All milk : turing : : base price: S . :  Equivalent of
in: 2, : wholesale : grade : Ratio ; _6_? : ]\.1-9&80) : \ﬁxloll emslal;(e ¢ manufacturing
: milk 5/ : : ) : : : milk
- - Dollars - - Percent Dollars - - - Dollars - - - 19
1970 4.57 3.65 79.9 1.78 386 6.87 5.49 19
1971 4.73 3.79 80.3 1.79 405 7.21 5.79 19
1972 4.89 3.94 80.6 1.82 423 7.70 6.21 19
1973 5.09 4.13 81.1 1.83 473 8.64 7.01 19
1974 5.39 4.43 82.2 1.80 549 9.88 8.12 19
1975 5.81 4.83 83.1 1.80 612 11.00 9.14 19
1976 6.26 5.26 84.0 1.82 664 12.10 10.16 19¢
1977 7/ 6.75 5.72 84.7 1.88 685 12.90 10.93 196
1978 7.22 6.18 85.6 1.90 756 14.40 12.33 igz
97 7.74 6.73 87.0 1.91 862 16.50 14.36
igé% 8.20 7.39 88.0 1.91 972 18.60Q 16.37 igg
197
197
1/ See DS-325, May 1969, table 7 for 1948-61 and DS-372, October 1978 table 3 for 1962-69. 2/ Marketing year ig;
began on April 1 until shifted to October 1 in 1977. 3/ For the 10 calendar years immediately preceding. 4/ From 107
issues of Agricultural Prices immediately preceding start of marketing year. 5/ Prior to November 1962, the ''3-pro 197
duct" price series was used. 6/ 120-month average of farm prices for all wholesale milk divided by 120-month aver- 197
age of the Index of Prices Received by Farmers (both adjusted for supplemental payments), ex]ding with Deceml?er of g 197¢
previous year. Actual price received during 1910-14 was $1.61. 7/ Computations were identical on both April 1 an 1953
October 1. i
1/
2/
%/
DS-382, OCTOBER 1980 E;
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A App. Table 4 —Milk production and factors affecting supply, United States, selected years, 1955-80 !
S : Milk cattle on farms, : Milk : Milk ¢ Average prices received by ;
: January 1 1/ : : production : farmers per 100 pounds !
A : Milk cow replace- : C9¥s on . : : : . : . !
Year Milk cows . pents; heifers 500 ; _I13TESs | : ALl milg, ; Milk [ Milk, !
and heifers ., pounds and over ; &Verage | Per Total : whole- : Cctigilbe | manufac- |
that have T Per 100 : during : cow ) . sale for fluid . turing
calved . Total ; cows . year . . . market = grade L
Thou. Thou. No. Thou. Lb. Mil. 1b. Dol. Dol. Dol.
1955 : 21,320 6,832 32.0 21,04k 5,842 122,945 k.ol 4.50 3.15
1960 T 17,650 5,686 32.2 17,515 7,029 123,109 L.21 L.69 3.25
1965 ¢ 15,380 4,780 31.1 14,953 8,305 124,180 L.23 4.63 3.34
1966 : 1k,k90 4,450 30.7 1k,072 8,522 119,912 4.31 5.17 3.97
1967 :13,725 4,215 30.7 13,415 8,851 118,732 5.02 5.L43 L.06
1968 : 13,115 4,080 31.1 12,832 9,135 117,225 5.24 5.67 L.22
1969 12,550 3,330 31.8 12,307 9,434 116,108 5.49 2.87 L. 45
1970 : 12,001 3,880 32.1 12,000 9,751 117,007 5.71 .05 L.70
1971 ¢ 11,909 3,8L3 32.3 11,839 10,015 118,566 5.87 6.19 4.86
1972 ;11,776 3,828 32.5 11,700 10,259 120,025 6.07 6.38 5.08
1973 ;11,622 3,872 33.3 11,413 10,119 115,491 7.14 T.hk2 6.20
_ 197k : 11,297 3,941 k.9 11,230 10,293 115,586 8.33° 8.66 7.13
1975 ;11,220 4,087 36.4 11,143 10,350 115,33k 8.75 9.02 7.63
185 5 1976 : 11,087 3,958 35.7 11,055 10,879 120,269 9.66 9.93 8.56
er 1977 : 11,035 3,888 35.2 10,97k 11,181 122,696 9.72 9.96 8.70
1ts 1978 : 10,939 3,896 35.6 10,841 11,218 121,609 10.60 10.80 9.65
1979 ;10,839 3,936 36.3 10,777 11,471 123,623 12.00 12.20 11.10
1980 2/ : 10,810 4,166 33.5 10,832 11,827 128,109 * 12.95 * 13.12 *131.97
R T v e A
n . . N X e .
_ ‘ Value | Milk-' Price | Hilk fed to milk covs éér T55—. feed -
— ' per | feed . received :requi'red; . ' pounds ;conditions,: Received Paid
_f_/ © 100 price | per ‘to buy | Total fed | Per cow . of milk &S percent by farmers. by farmers
0 : pounds:rapio © head P a cow | : : roduced .of normal | per ton . per ton
ng : R YAS : : : :p : : :
Dol. Lb. Dol. Cwt. Thou. tons Lb. Lb. Pct. Dol. Dol.
_ Pobes. Lbe Dol. Lwt.  Thou. tons Lb. Lb. Pet. Dol. Dol.
1955 . 3.16 146 36 18,66k 1,758 30.1 7 22.00 33.70
1960 . 2.92 223 53 19,821 2,259 32.2 82 21.00 31.60
1961 ;2,92 22k 53 20,916 2,L0k 33.2 8L 21.00 30.90
1962 : 2.95 221 5k 21,617 2,533 3k4.3 80 21.40 30.60
1963 : 3.0L 215 52 21,858 2,646 35.1 73 23.50 32.90
1964 : 3.03 209 50 22,464 2,800 35.9 73 2k.00 32.60
1965 : 3.03 1.18 212 50 22,827 2,953 36.7 80 25,00 33.00
1966 : 3.15 1.30 246 51 22,569 3,000 37.6 78 2k.70 33.k0
1967 : 3.23 1.35 260 52 22,790 3,37L 38.3 80 23.60 34,08
1966 . 3.10 1.47 274 52 22,886 3,519 39.1 83 23.00 32.94
1969 : 3.15 1.5L4 300 55 23,615 3,726 Lo.7 82 23.90 3L.08
1970 . 3.28 1.53 332 58 24,870 3,979 2.k 81 24,70 34.69
1971 . 3.Lk4 1.49 358 61 25,107 4,070 Lo.4 79 27.10 37.57 B
1972 . 3.52 1.52 397 65 25,162 4,298 k1.9 80 31.45 4o.15
—_ 1973 . 4.38 1.28 496 69 25,042 4,389 43.4 83 41.55 51.65
197k : 6.23 1.22 500 60 2L ,586 4,38k 42,6 75 52.58 63.58
T 1975 : 6.25 1.31 412 L7 ok, 27L 4,357 42.1 79 54.38 66.18
Frote | 1976 6.30  1.37 AT 49 25,033 L.5k5 b1.7 70 €0.81 72,16
3-pro 1977 : 6.20 1.39 504 52 25,518 L,709 ha2.1 T2 60.57 Th.25
aver 1978 . 6.08  1.53 675 6k 26,082 4,806 42.8 76 52.25 5/
of 1979 : 6.68  1.5L 1,040 87 — — — 82 60.67 5/
1 an 19302/ 7.18 * 1.h9 * 1,181 01 — —— — * 71 T1.99 5/
1/ Prior to 1965, estimated by Livestock Section, ERS.

2/ Preliminary.

3/ On farms where milk or cream was sold. Beginning 1966, data are for all farms where milk was produced.
E/ Pounds of 16 percent protein ration equal in value to 1 pound of milk.

5/ Discontinued series.

* Simple average excluding December 1980.

Ds-383, DECEMBER 1980
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App. Table 5--Milk equivalent: Domestic civilian disappearance, commercial and noncommercial
. sources, total and per capita, United States, 1955, 1960, and 1965-80
AP - Consumption
Civilian disappearance . excluding donations
USDA : National : : : _Tgtal : from )
Year  : Consumed fdonationsZLuiggogidf Commir- : Al - Eé%i§§;¥ . U§DA sgppllés
. on . to i, . C1a . L oes . . .
famms 1/ {civilian | SR T sources | Sources :tion 2/t o, ‘Military | Total
:channels : Programs : : :
Million pounds
1955 11,359 3,102 1,394 98,697 114,552 3,329 111,450 2,627 114,077
1960 6,610 2,040 2,455 105,259 116,364 2,532 114,324 2,228 116,552
1965 3,913 3,593 3,215 107,978 118,699 2,819 115,106 2,387 117,493
1900 5,492 1,129 3,311 108,804 116,736 2,376 115,607 2,376 117,983
1967 3,152 3,113 3,338 103,812 113,415 2,117 110,302 2,117 112,419
1968 2,841 4,114 3,376 105,332 113,663 3,295 109,549 2,186 111,735
190y 2,570 4,545 3,435 102,682 113,232 2,696 108,687 2,051 110,738
1970 2,306 4,187 3,462 103,257 113,212 2,419 109,025 1,788 110,813
1971 2,117 4,526 3,494 103,782 113,919 2,031 109,393 1,608 111,001
1972 ¢ 1,914 3,906 3,500 106,563 115,883 1,671 111,977 1,258 113,235
1975 1,766 3,521 3,500 106,721 115,508 1,257 111,987 1,257 113,244
1974 1,643 1,459 3,500 107,376 113,978 1,137 112,519 1,137 113,656
1975 ; 1,505 2,296 3,500 108,057 115,358 1,075 113,062 1,075 114,137
1976 1,404 478 3,500 111,362 116,744 1,013 116,266 1,013 117,279
1677 1,295 2,986 3,500 110,452 118,213 996 115,227 996 116,225
1978 : 01,179 2,275 3,500 113,413 120,362 977 118,087 977 119,064
1070 : 1,034 2,310 3,500 115,753 122,607 97 120,297 977 121,274
1980 3/ . 1,000 2,766 3,500 115,513 122,779 977 120,013 977 120,990
p . RO . Civilian
er capita civilian disappearance 4/ consumption
USDA :  National : ¢ excluding
Consumed, donations : School Lunch : Commercial : All : donations
on : to civilian : and Special : sources : sources :  from USDA
fams 1/ . channels : Milk Programs : : : _ supplies
Pounds
1055 : 70 19 9 608 706 687
1960 :37 11 14 591 653 642
1065 : 20 19 17 - 564 620 601
1966 : 18 6 17 563 604 598
1967 : 16 16 17 532 581 565
1968 : 14 21 17 525 577 556
1969 : 15 23 17 516 569 546
1970 :on 21 17 512 562 541
1971 : 10 22 17 508 558 536
1972 : 9 19 17 516 561 542
1973 : 8 17 17 513 555 538
1974 : 8 7 17 512 544 537
1975 : 7 11 17 511 546 535
1976 7 2 16 523 548 546
1977 6 14 16 514 551 537
1978 5 11 16 524 556 545
1979 S 11 16 530 561 551
1980 3/ S 13 16 524 557 544

1/ Inclu&es a small amount of farm-churned butter sold. 2/ Includes any quantities used by military
in civilian feeding programs abroad. 3/ Preliminary. 4/ Aggregate in each category divided by total
civilian population.

DS-383, DECEMBER 13980
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