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ABS'l'HACT 

The projected regional and aggregate impacts 0n the dairy industry 

of continued classified pricing under the Federal mi]k marketing order 

program and under elimination of Federal rni.lk orders are evaluated. 

The effects are measur0d on milk production, fluiJ consumption, and 

price, with special emphasis on industry location and structure. 



Impact of Alternative Class I l'dcing System; on the 
Location and Structure of the U.S. uairy Industry 

The effects of Government regulation on the dairy industry should b:1 

periodically reviewed in order that policymakers can make better in.fon1ed 

decisions. Federal milk m'1rk~tin;; orders and the classified pri.cing 

system huvc been the focus of a numiier of studies in recent years. Host 

of these studies have focmicd on the social costs of the classified pric­

ing system and the underginling of cooperative monopoly power by FederaJ 

milk orders (Kwoka, Masson, Ippolito, Eh:cnstat). In a.deli tion, Cook, 

Blakley, and Barry criti.qued some of these stu<lie:; and Dob"son and Buxton 

evaluated the general impact of Federal r.iilk orders. 

In response to this growlng concern, ERS initi.atell a study of the 

economic i111pact of classified pricing under the Federal milk marketing 

order program, The study projected the regional and ar;r,regate- impacts 

to 1985 of several alternative pricing structures on farm prices and 

income, milk production, fluid milk and 111.rrnufactm:ed dairy product 

prices and consumption, social welfare, and industry structure. This 

paper reportf, on two of these pricing systemr.--cor,tinuation of current 

pror,rarns and the climi n.,U on of Federal and State r,iinimum Class I price 

differentials. Projected regional effects on proLuction, fluid con-

oumptj_on, anJ prJces nre compared ,1i th speci,11 cmr,hasis on the result;rnt 

impsct on industry structure. 

Pricinr, ch.:rnr,es would not be cxpl~cted to equa11y affect the structure 

and loc:ati on of all r;ec:tors of tl:c- d.:d ry industry. R1.~gional chan~es in 

prices \,:culd alter r<.\P;ional farm incomt', the location of milk or0dnctinn, 

end the m.nnher an<! J.oc11t: 1011 of prodl:i::ers. 
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Tile flu:.J n1~.lk proc:et~sfn;~ intlustr·y, \litl1 pl:rn:::s i:;cncrally lncc1ted 

close to consumptim, ,lH!c\S due to produ,:t perish-ibi U r:y and ldr;h 

transportati011 costs, is p,c11e·c.·lly cons'iderc<l to 1nve local or rcgionol 

markets. As a rrsult, plant location would he re.lntivcly unaffected 

by changes in ndlk pnducUon loc;-;t.ion since Uic .Hffcn!nccs .i.n trci.ns­

portation costs nf bulk versus pack~~ed flui<l mill: are rclc1tivcly 

minor. Ice crearn and cottarr- clices(' plants, which generally h:ivec first 

call on raw milk after fluid needs are satisfied, an, often clo::.;cly 

associated with flui.d milk process.ln::, and would a:i.so be relatively 

unaffected. 

The remaining two principal manufacturcJ cbiry products, chccc,£: an<l 

butter, have nati.onal or ev('n international markE~ts due to a lonp:cr 

storage life an'-1 high final product value relative to tr:msportation 

costs. As a result, plant location should be hir,Lly dcpcnc!ent on 

accurate projections of residual raw mil~ supplies for manufncturing. 

The importance of having sufficient raw milk fuppJies for efficient 

plant operations uas supported by findings of Lasley and Sleight. 

Regression analysi.s in<licnted that an overall rc<l~ction of 10 percentage 

points in a plant's volume results in an incre:-isc c,f lli percent in its 

average unlt cor;t. The relat.ive increase wn:: naturally less at the 

upper ranges of capacity utilization and more at the J.o;:cr levels. 

llnder the Federal order system, mlnirnum pri.ccs arc established for 

milk for fltdd une Hild for rc·gu1ated fluid r,raC:c milk used in manufac­

tured product,;. 111 1976, wi lk regulated under Federal orders was about 

80 percent of fluid ~ra<lc ~ilk raarkctln~s and 65 p?rcent of all nrllk 
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marketed (Shaw). 

Jn 1976, minimum Clns.s I pdcE.~~; 1wr hundredwt:igl:t set in r,iost 

Federal milk marketing orders excee<lt:!J the Minnerwta-1-Jiscousin 111anufnc-· 

turin~ price by about 90 cents at Lau Claire, Uis., plus 1:, cents per 

100 miles distance from Eau Claire. Effective Class I prfc~~ paid by 

handlers in most markets were s01ricwhat above this minimum level, but 

still followed this general prid.i.~ structure. 

For this study the conti.ncntal United St.-1tcs was divided into nine 

geor,raphic regions, based cm relatively h0i1Jogcneol1S mf.lk supply areas 

(fig. A). An economic 111odel cncompassinr, the nine rcgil,ns was devclope,l 

to estimate the i111pac.t of. cltanginr, the Fc_Jeral milk order pricini~ policy 

on regional milk supplil~s, fluld demands, rer,ional producer and Class 1 

milk prices, and the ovt·rall level of Milk pr.ices as reflected by the 

Minncsota-~·!isconsin mnnufacturinp nilk prf.ce (Buxton). Regional supply 

and fJ.uid demand was forecast using updater.I supply (llalll,erg, 1976) nnd 

demand (Uo<Jhm, 1976) models, trend ,mal.ys.ls, and careful evalt;ation o[ 

factors that were difficult to quantify. Fluid milk ~ovcments and 

Class I price diff~rentials were evaluated thr.ourh use of Riley's 

reactive programm:i.ng model. Markov c:!rnin analysis was used to assi.st 

in projecti.ng regional dairy herc.l anJ dairy plant: .0:;ize distrilrnti.on. 

Projections _to 198'.> and comp<tra_~!.._~c analysis. Rc·sults of two 

2ltarnative model projections to 198~--continned rnlni~um Fe<leral milk 

order price struct.ur.es ,rJ;Jd eJimf.nation of Federal rdlk orders are E,hown 

in td,le 1. Hy climin,it lug Fcder<ll milk orders the effectivt! Cl:iss I 

price surf;:ce ls lowered across the country, and to the- r;re,,test. c;; !J,:1t: 
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Table l --l1ilk ,? roduction, fluid co-o.sur;;pt ion, all wholcsaJ_e mill<. pr.ices, ,,;1d prevailing Class I prices, 
by rezion, 1976 actual nnd 1935 proj~cted fer continuing progracs an<l elimina ting programs 

,, t ] : Proiected J_985 : Actu"l: Projscted 1985 
.c-lC us . . ~ . ~-------:,------ •• "" ·----------19 76 :Cont1.:1u.ed:1'..l:uninnte: C,1ange from : 1976 :Conti.nued:Eliminate: Change frcm 

------------~:.....::o~r~o~r~r~2~m'-'-:_n~-~~o~g~r~.m~.~~'·-=~c~.o~n~t~.i~n~u~e~d;_t;p~r=ogram: : P:Z£?E~ : nrog~T'l : continued 12.E.?..Z.J.~ 
---------1''.i:.lion pounds------- Pcccent: 

Xortheas t 
Corn Belt 
Lske Sta~es 
Sou thees'~ 
South Central 
Plains 
:Mountain 
Southwest 
Nort!i.~est 

31,006 
18,866 
29,535 
5,525 
9,725 
5,332 
2,737 

12,457 
5,009 

United States !/:120,192 

Northeast 
C'orn Belt 
Lake States 
Southeast 
South Central 
Plains 
Houn ud.n 
Seu ~i!~· est 
1-,ior~:1--..... es t 

United States 1/: 

19,376 
10,072 

2,723 
4,823 
7,413 
1,271 
1,871 
6,045 
l, 80Lf 

55,398 

MILK PRODUCTION 

31,789 
16,805 
31,294 

6,285 
9,60S 
4,227 
2,986 

16,256 
5,605 

124,855 

30,767 
17,103 
32,G66 

5,546 
9,123 
4,29 3 
2,946 

15,978 
5,57li 

123,993 

-1,02.2 
298 

1, 3 72 
-739 
- 485 

66 
- 40 

-27 ~ 
- 29 

-357 

FLUID CONSL11PTION 

20,322 
10,633 

2,904 
5, lf23 
7,634 
1,222 
2,200 
6,617 
1,874 

58,33Li 

20,">7u. 
10, 71+1 

2,912 
5,519 
7,761 
1,2% 
2,215 
(,,694 
l,391, 

59,54G 

252 
103 

8 
96 

127 
14 
15 
77 
20 

-3. 21 
1. 77 
4.38 

-11- 76 
- 5. 05 

1 -56 
-]..J4 
-1. 71 
-.52 
-. 69 

1.24 
. 97 

"O •LO 

1.77 
1. 66 
1.15 

. 63 
Ll6 
1.07 
l,21 

--------J:?_gl].a::s pe:c c,:t. .------ _fcr._c;~nt_ 

10.19 
9 .l:8 
9.01 

11.15 
10.34 

9.10 
9.97 
9.29 
9.54 
9.67 

11.43 
J.0.53 
10.08 
11.98 
11.20 
10 . 50 
11.01 
9.83 

10.65 
10 . % 

ALL WHOLESALE MILK PRICE 

13.40 
12.59 
12.15 
1/+.GS 
13.62 
12.40 
13. 20 
12.95 
12.76 
12.93 

13,19 
12.80 
12,65 
J.4 ,07 
13 . 35 
12,62 
13. 24 
12.RS 
12.83 
J.2.97 

-0.21 
.21 
.50 

-. 53 
-.27 

.22 

. 01. 
-.10 

, 07 
.04 

PREVAILING CLASS I PRICE 

14.86 
14.50 
13.51 
15.91 
15. 31+ 
H.4G 
14.44 
14 . 26 
14.0S 
1!1.77 

13.76 
13. 66 
13.21 
14.76 
ll) . 16 
13. 61 
13,86 
13.21 
13.Zl 
13.78 

-1.10 
-. 84 
-.30 

-1.15 
-1. 18 
-. 85 
-.58 

-1. 05 
-. 87 
- .99 

-1. 57 
1. 6 7 
4.17. 

- 3 . % 
-l. 93 
l. 77 

.30 
-. 77 

c;c; . .,.., 
.3.:. 

-7. 40 
- 5. 79 
-2.22 
-7. 23 
- 7 .69 
-5.88 
- 4.0 2 

-6.18 
-0.7 0 

I 

I 

. I 

V, 
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in the Northea,,t, South, and I-Jest. In P,•'-ncral, lowering t)w Clas:;; l 

dif fercntial incrt.'ases the ~[i nncsota-Wh;consin r:anu!' act ur ir:g ni J k pri cc 

(the basic mover of all prlccs) and has tmly a minor i1~p.:1ct on tiie 

overall U.S. milk prJce rPccived by dairy farmers. Hm;cver, d~iry 

farmers in rcf>).ons such as the Lake States s Corn Belt, am! Plains, •:i th 

n high proportion of their milk be:iug utiliz£~d in manufa-:.:tured dairy 

products, would recE-dvc a higher price than under continued current 

policy. Alternatively, fan:1ers in the Northeast, South, and Southwest 

areas would receive somci:hat JmvL'r prices. Impacts on f,1.rm prices and 

other target variables of increasin~ effective Class I differentials 

across the country arc not covered in th:is paper, but would be esscntinL y 

R mirror image cf the impacts of decreasing differcntinls. 

To tel U.S. milk production is expC>ctcd to in,!re:ase fro;n 120. 2 

billion pounds in 1976 to J.2/l. 9 billioh. pounds in 1985 under continue~(.: 

pror,r:ims (table l). The agRregatc incrcnse would be slightly less if 

Federal and State minimum Class I price di ffcrcnt:l als uerc clfr1inatecl, 

but important rcr;ional shifts in production (2nd n::..lk cm,s and f.::rms) 

would occur. Titt'. Lake ~;tatcs, Cnrn ;lclt and Plai1'.s regions \✓ould be tl,e 

chic f gainers, 1;:h i.lc tl1e '.iorthens t, Southc rn, a Ni Hes tern areas would be 

the principal losers. Among tlw fnur rerio11s that ,-1nnltl gain mU k pro­

ducU on under a policy of elimhntinr. Fcder:11 and State minimnn class 

prices Wn\ilcl be the Lake States, where nearly 80 percent of the gain 

would occur. The tlortlie>ast, tlw bjf:!~C'st loser nmong the six rebions 

with lower production in 1985, would incur nr~arly t,O percent of the over-· 

all loss in productio11. 
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Regional gains and J.osse£ in co;-1 nur.1bers and rJilk producers wotilc1 

closely pa!:allel the cl1anges in pro<luction (t:':?Lle 2). The trend to'.Jarcl 

fewer and larger produce:rs would be c1cceleratcd in the Northeast t:nd 

South and sJ.oi;,ed particularly in the Lake States. 

Fluid milk consumption is e::p.:~cted to increa.:ie ahout 6 percent on 

a product pound basis in 1985, compared with 1976. This is primarily 

due to increased population offsetting the decline in per capita con­

sumption. All regions arc expected to have increased fluid milk 

consumption. The Nountain region leads the way with an expected 18 

percent increase in consumption from 1976 to 1985, followed by the 

South:1ast (12 percent) and the Southwest (9 percent). 

Fluid milk consur.1ption in the absence of 1'linimum Class I 

differentials would be up slightly more than 1 percent in 1985, comp,:>reJ 

with consurr.ptlon in 1985 un<ler continued current policy. F1uid r1ilk con-

suntptlon would be up in all region~, but \:ou]d be up no~;t in the~ 

Southexn a1,J N::irtheast Regions where Class. I difforcntic1ls are projC'ctcd 

to decrease the most. In turn, consumption of manufactured d:1iry 

pro~l•ists in all regions would be down due to lncreased prices of n:2,. 1.1-

factured milk. 

Dairy product .£,!.·ocessiug structure. Projected regional producUon, 

number of plants, and average plant size is show11 for butter for 1985 in 

table 3. Both continued programs :md eliminating minimum Federal end 

State Class I price differentials are presented. Hutter production is 

projected to be 865 mill:l.on pounds. n decline of ~hout 12 percent of 

I 

j 
I 
i 
j 
i 

I 
I 
i 
I 
' . 
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Table 2----:;uri:J.Jer of far.:,s nn,.J rnilk cows, by 1e1;i.on, 1975 actual and 
1985 projected 1.rnder continued proerc.:ns and under eliminating 
Ftderal and State minimum Class I dlffereutiols 

-------------··•·--- -----··· .. ···--·- ·--------------·-----------------

Region 

FAPJ-fS REPOf:TiilG MILK 
cm:s (Nu1nber) 

Northeu3t 
Corn Belt 
Lake States 
Southeast 
South Central 
Plains 
Mountain 
Southwest 
lforthwest 

United Staten 

MILK cows (Thous.) 
Ncrth2ast 
Ccrn Relt 
Lake States 
Southeast 
South Central 
Plains 
Hountai11 
Southwest 
Northwest 

United States 

I11LK PRODUCTION (Mil. lbs.) 
t~orthear;t 
C(,rn Belt 
Lake States 
Southeast 
South Central 
Plair,3 
Mountain 
Southwest 
~-◊rtimest 

l. 1ni ted Stntes 

:f.ctual 
: 1ns 

86,561 
85,118 
85,921+ 
20,687 
59,bJG 
2R, 716 
l/1,650 
6,592 

lli,612 
: !+02, 696 

2,~16 
1,882 
2,6% 

537 
1,108 

576 
239 
867 
419 

11, l/.10 

31,006 
rn. g(J6 
29,535 
5,525 
9,725 
5,332 
'l., 737 

12, liS 7 
5,009 

:120,192 

: _________ Pr~'. U:><l __ 1_9_3_5 ____ _ 
:No min:i.nmm:Chan.;e from 

: Contint1ec_: clasc, continued 
: progn:~,2s L. eri ce : e,rograms 

53,370 51,650 -1,720 
!12> 729 43, !12:J 754 
57,663 60,189 2,526 
11, 90!; 10,504 -1,1.00 
28,717 27,268 -1,449 
10,rno 10,339 159 
8,355 8,2.li3 -112 
5,320 5,229 -91 
5,758 5,728 -30 

223,996 222,633 -1,363 

2,535 2 ,11511 -81 
1,433 l, 1158 25 
2,579 2,692 113 

493 1135 -58 
826 784 -42 
371 377 6 
198 195 -3 
9[V, 967 -17 
3711 372 -2 

9,793 9,734 -59 

31,789 30,767 -1,022 
]6,805 17,103 298 
31,2911 32,666 1,372 
6,285 5,546 -739 
9,60B 9,123 -485 
11,227 4,293 66 
2,986 2, 9116 -40 

16,256 15,978 -278 
5,605 5,576 -29 

124,855 123,998 -857 

_______ ....__ ___ ·--··~-·---------- --------------•-------------------



T;,.1::ile J--Butt1ar production, m,-!nber of ?lar..ts, and aver.~3e plant size, by region, for 1975 and 
projected to 1985 under contin"J.ed. progrsms and under eliminnting Federal and State I"inimum 
Cl.:i.r-:s I price differentials 

Act u.sl ,_J:.':17 5 1/ :s;_ontim< ::'i.J?..!.Q.8.!.?Il'S • 1985:No minimum cl2S_L,'ldces. 1985 
Region : :Ntt::.i1ber:,\.v'"":?;:.age: :N,.::r,ber:Aver.age: : r,u.m.ber: Average 

:Froductfcoo.~ o·"' : plant :Production: of : plant :Production: d plant '· : 
:uJ.2;its: cize . :plants: Gize . :p_lan.ts: size . . 

Thous. Thous. Thous. Thous. Thous. Thous. 
lbs. lbs. l~,s. lbs. lb~. lbs. 

?ortheast : 83,714 50 1,674 87,000 21 4,1113 73,000 20 3,650 
Corn Belt : 137,8.l,,8 55 2,506 89,000 20 4,450 ')7,000 20 4,350 
La!<e States : 432,137 105 4,116 336,000 55 6,109 346,000 55 6,291 
Southeast 
South Central : 43,786 15 2,919 41,000 8 5,125 23,000 6 3,333 
Pl.sins 67,666 ll 47 1,1~40 32,000 12 2,667 33,000 12 2,750 
Mount-2.i:1 : 15,196 20 760 14,000 8 1,750 13,000 7 1,857 
Sout~1w£->s t : 135,649 22 6,166 205,000 26 7,885 202,000 26 7,769 
~•:orth-;,,rcs t 53,380 36 1,1~83 51,000 13 2,833 51,000 18 2,333 
Other 1_/ : 11,401 16 713 10,000 8 1,250 9,000 8 1,125 

Total U.S. : 980,477 366 2,679 865,000 176 4,915 847,000 172 4, 92/~ 
: 

-~ 
1./ Source of production and ?lant numbers for 1975: Dai1-y Products Annual SUI!l!nary 1975, Stat. Rptg. 

Serv., USDA. 
Jj !:iorth Dakota butter production assumed at 23,000 thousand pounds and number of plants assu:ned to 

be 22. 
_3_! Other States include those for which information was not published separately. Most of these 

are in the Northeast Region. 

V, 

-------···- ·-·--·--···-·-. 
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1975 production. All regions showed declines in production except the 

Northeast, which held about the sc:me,and the Southwest, whicI1 increased 

substantially. One factor in the Southwest increase is the continuation 

of pa.st steadily increasing trends i.n mi 1k productio:i ancl the expectation 

of substantial increases in nd.lk in excess of flu:!.cl needs in that region 

by 1985. In a<l1ition, future butter production is expected to be highly 

dependent on excess cn,nm available as a result of the d,2clining fat 

content of fluid milk prod~•, t~. Regions in vhich heavy amounts of cream 

from this source are expected--an<l which will substantially affect 

butter. production--are the Northeast, the Corn Belt, and the Southwest. 

The cheese industry would likely be faced with the most severe 

9tructural adjustments under any change in classified pricing policy. 

Reg:lonnl pro<lucti.on, number of plants, and average plant size is shown 

fn: cl-..eeee for 1975 and projected to 1985 under both continued programs 

ard under elimination of minimum class prices (table I;). Cheese pro­

duction under continued programs is projected to be 4,506 million 

potm<ls, e.n incr,,~ase of about 60 percent ever 1975 production with all 

regions increasiug production. The regton with the largest proportional 

increc>~se is the Southwest which is projected to produce 230 million 

pounds in 19.85. Although this rep,ion has a substantial established 

chee3e :J.ndustry, large increases in production are expected as a result 

~,f p:..ujectcd large increases :i.n milk supplies in excess of needs for 

fluid m:Uk products. Even with the increases in the Southwest, 1935 

production represents only about 5 percent of the U.S. total. Other 

regions with expected large incrcaoes in cheese production are the 



T;i~le 4--Ch-z!:!se productio:1, number of plants. and average plant size, by region, for 1975 a-:1d 
pn.,jected. to 19S5 under continued. rrogrmns and under eliminating Federal a:1<l St~te minimum 
Cl~3s I price differentials (alternative #1) 

_Ac:::ual 1975 ..).) :Contim•:~ng__J?.r(1grams, 1985:B,9 ~-inim_u!:'1. clesi; nrices, . .J:985 

Rc.gion :Nu:nbcr:Average: :Number:Aver-age: :Num!J0r: Average 
: Prod._1c tion: of : plant :Production: of plant :Production: of plant 

:plants: size : :plants: size : pl.Qnts: size 

Thous. Thous. Thous. Thous. Thous. Thous. 
lbs. lbs. lbs. lbs. lbs. lbs. 

Northeast : 419,229 136 3,083 650,000 111 5,856 530,COO 92 5,761 
Corn Belt : 408,561 100 4,086 530,000 76 6,974 567,000 81 7,000 
Lake States : 1,406,167 420 3,348 2,383,000 381 6,268 2,451, 0,00 391 6,268 
Southe~ist : --- --- . ---
South Central 60,764 26 2,337 77,000 14 5,500 43,000 8 5,375 
Plains 199,250 60 3,321 270,000 44 6,136 252,000 41 6,146 
Mou!1tai::i. 59,757 13 4,597 89,000 12 7,417 80,000 11 7,273 
S01.iti.'-''::!S t : 92,377 34 2,732 230,000 37 6,216 221,000 36 6,139 
Sorthwest : 121,288 29 4,182 200,000 26 7,692 201,00C 26 7,731 
Other]:_/ : l.;3, 285 20 2,164 72,000 16 4,500 70,000 16 4,375 

Total U.S. 2,811,178 838 3,355 4,506,000 717 6,285 4,415,000 702 6,289 . 
J_/ Source cf production c~ci plant numbers for 1975: Dairy Products Annual Summary 1975, Stat. 

Rptg. Serv., USDA, 
J:./ Other States include those for which information was not published separately. Most of these 

ar8 in the ~ortheast Region. 

.... ,_. 
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Northeast, the Lake States, lmd the Northwest. 

Althour;h the Plains Region has increased cheese production 

substantially in recent ye.!'lxn, this trenJ is expected to turn around 

du.:. to declining 1tllk supplies. 

The mmbcr cf cheese plants under continued programs is expected to 

decline from 833 ic 1975 to 717 in 1985. Declines are expected in all 

regions except the Southwest, where plant numbers have been increasing 

in recent years. 

The 1985 proj,,ctions under the alternative of eliminatini Federal 

and State tdnim;_:m Class I price differentials primarily represent re­

allocation of production runong regions, although total U.S. cheese 

production ls expected to decline slightly to 4. 4 billion pounds. 

Regions with the greatest gains in cheese production, as a result of 

chcnges in regional supplies of excess milk. are the Corn Belt and the 

Lake States. Regions with the greatest losses in production are the 

Horthea5t and the South Central. Thus, the major forces for structural 

acljustm~nt in th.! chces1:i iwlustry resulting from nltcrinr, classified · 

pricing policy vould impact on the Horthe:n.st. South Central. Corn Belt 

ar.d Lake States Regions. In fact, it is estimated that some 25 fewer 

cheese plants would be need8d in ti~ Northeast and South Central Regions 

under the new policy. This decline in plant numbers would be offset by 

the need for an estimated 15 additional plants in the Lake States and 

Corn Belt RcgiowJ. 

Conclu'>i~;:!.0..· Federal milk marketing orders have had a major impact 

on the location and structure of the dairy farm and manufactured dairy 
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products industries. Dairy farmers, analysts, industry decisionmakers, 

and policymakers should be a• . .rnre of effects of alterinp, the mllk 

pricing, pooling, and marketing system. A tremendous amount of capital 

has already been invested---r,1,d is currently hcin~ invested-- in milk 

production and msnufactured dairy product proec,ssing facilities based 0!1 

past and current price signals. Any major alteration in pricing and 

pooling policy is likely to result in the need for substa:r1ti.al new 

adjustment in location and investment in milk production and processin?, 

facilities and, in turn, obsolescence of facilities in cireas exiting 

from milk production. 

A structure of prices more in line with long··run equilibrium con­

ditions may be in the best interest of the industry and society, but 

if adjustments are needed it may be best to phase in the ad,iustments over 

time so the industry can anticipate the forces thc:t will impact on lonr.­

run structural adjustment. This also points up that potential social 

gains of altering the Class I price structure that have been emphasized 

by results of welfare models do not take into account the costs that 

would be associated with structural adjustments in the industry. In 

the short run, costs of structural adjustment may even exceed social 

cost gains resulting from alterinr, the Cl.,rns I price surface. 

•: 
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