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INTERREGIONAL AND INTERNATIONAL 
COMPETITION IN THE DAIRY INDUSTRY 

Dale H. Carley and William A. Thomas 

M i l k  i s  produced i n  every s t a t e  i n  the 
United States, and l i kew ise  converted t o  
consumer d a i r y  products o f  some type i n  every 
s ta te .  These products range from t h e  h i g h l y  
perishable packaged f l u i d  m i l k  products t o  t h e  
more s tab le  manufactured hard products o f  
bu t te r ,  cheese .d nonfat  d ry  m i l k .  M i l k  
moves genera l ly  from producing farms t o  nearby 
processing locat ions.  However, raw m i l k  may 
move several hundred mi les when market con- 
d i t i o n s  warrant such movements. Thus, there 
i s  competi t ion f o r  farm suppl ies o f  m i l k  among 
regions t o  meet f l u i d  m i l k  requirements. 

P r i ce  supports f o r  m i l k  have been a t  
l eve ls  t h a t  are above t h e  cost  o f  product ion 
i n  many areas and have provided the incen t i ve  
t o  process f l u i d  m i l k  i n t o  bu t te r ,  cheese and 
nonfat d r y  m i l k  t o  s e l l  t o  the Comodi ty  
Credi t  Corporat ion (CCC). Th is  i s  m i l k  i n  
excess o f  c o m e r c i a l  market requirements. 
Therefore, a market-pol icy environment e x i s t s  
f o r  farm m i l k  t o  be u t i l i z e d  i n  the market f o r  
f l u i d  uses. i n  c o m e r c i a l  markets f o r  manu- 
factured s o f t  and hard products, o r  be stored 
by CCC as hard products. 

The t h i r d  general competi t ive s i t u a t i o n  
invo lves s e l l i n g  m i l k  products i n  i n te rna t ion -  
a l  markets. Four major areas of t h e  world 
produce most o f  t h e  m i l k  and m i l k  products -- 
the United States and Canada, t h e  western 
European Comnunity (EC), the Soviet  Union and 
t h e  Oceanic countr ies of A u s t r a l i a  and New 
Zealand. These countr ies produce the m i l k  
products t h a t  enter  i n t e r n a t i o n a l  markets. 
Thus, t h e  U.S. competes w i t h  these areas i n  
the world market. 

Analysis o f  t h e  competi t ive p o s i t i o n  f o r  
d a i r y  products i s  developed w i t h i n  t h e  frame- 
work of th ree  major product markets f o r  the 
m i l k  produced on d a i r y  farms i n  the U.S.: 1) 
the c o m e r c i a l  packaged f l u i d  m i l k  product 
market inc lud ing s p e c i a l i t y  products. 2) the 
c o m e r c i a l  manufactured m i l k  product market 
i nc lud ing  the s o f t  products o f  cot tage cheese 
and i c e  cream and t h e  hard products o f  bu t te r .  
cheese. and nonfat d ry  m i l k ,  and 3) the 
federal government purchase program f o r  the 
hard products p r i m a r i l y  b u t t e r ,  cheddar 
cheese and nonfat  d ry  m i l k .  Furthermore, the 
i n t e r n a t i o n a l  aspects of the hard product 
market from both the comnercial and government 
perspect ive are evaluated. Competit ive 
p o s i t i o n  w i l l  be def ined i n  terms of r e l a t i v e  
p r i c e  d i f fe rences  as opposed t o  market prac- 
t i c e  and product competi t ion (1 ) .  

COMPETITION FOR FLUID MILK MARKETS 

Even though m i l k  i s  produced throughout 
the U.S.. product ion i s  concentrated i n  some 
states and regions. About 29% o f  the m i l k  i s  
produced i n  the Great Lakes Region (Michigan. 
Minnesota and Wisconsin). 18% i n  the th ree  
s ta tes  o f  Ohio. New York and Pennsylvania, and 
12% i n  Ca l i fo rn ia .  These seven s ta tes account 
f o r  almost 60% o f  the t o t a l  m i l k  product ion i n  
the 48 contiguous s ta tes.  

M i l k  i s  converted i n t o  consumer products 
a t  a range o f  pr ices. Thus, i n  an economic 
sense, p r i c e s  d r i v e  t h e  system (2) .  The f i r s t  
c la im f o r  Grade A m i l k  i s  t h e  market f o r  f l u i d  
products which i s  the h ighest  p r i ced  market. 
The s ta tes w i t h  the h ighest  m i l k  product ion 
are heav i l y  populated s ta tes o r  adjacent t o  
heav i l y  populated s ta tes.  Therefore, a 
subs tan t ia l  p a r t  o f  the m i l k  produced i s  so ld  
as Class I mi lk  ( the  f l u i d  product market). 
However, less than 50% o f  the Grade A m i l k  
produced i n  the Northeast i s  so ld  as Class I 
mi lk .  50 t o  55% i n  Ohio and Michigan. and on ly  
15 t o  25% i n  Wisconsin and Minnesota. Ob- 
v ious ly  then, a la rge  reservo i r  of m i l k  i s  
ava i lab le  i n  these s ta tes f o r  movement t o  
o ther  regions f o r  t h e  h igher  Class I p r i c e  o r  
t o  o ther  product markets when t h e  p r i c e  i s  
h igher  than the a l t e r n a t i v e  p r i c e  ava i lab le  i n  
the butter-cheese market. 

Based on cost  of product ion, the Great 
Lakes Region and the Northeast have a sub- 
s t a n t i a l  compet i t ive advantage over the 
Southeast. U. S. Oepartment o f  Agr i cu l tu re  
(USOA) cos t  studies f o r  1984 showed an average 
cost  o f  product ion o f  110.65 per  100 l b s  i n  
t h e  Great Lakes Region. $11.27 i n  the North- 
east and $14.23 i n  the Southeast (3 ) .  South- 
east d a i r y  farmers had a disadvantage o f  $3.00 
t o  $3.50 per  100 l b s  o f  mi lk .  These d i f f e r -  
ences a t  f i r s t  glance i n d i c a t e  t h a t  m i l k  would 
be produced i n  the regions t o  the nor th  and 
move t o  markets i n  the south. However, i t  i s  
p r i c e  re la t ionsh ips  t h a t  move m i l k  r a t h e r  than 
cost  of product ion d i f ferences.  Moreover. the 
cost  of t ranspor ta t ion  o f f s e t s  much o f  the 
cost  o f  product ion advantage. 

From a reg ional  and na t iona l  perspective. 
i t  i s  necessary t o  consider the r e l a t i v e  p r i c e  
leve ls  among regions and among products t h a t  
move m i l k  geographical ly andlor  among pro- 
ducts. M i l k  should be shipped from surplus 
product ion regions t o  d e f i c i t  regions based on 
t h e  p r i c e  d i f ferences between the regions. 



From a c o m e t l t i v e  buyer approach. a f l u i d  
m l l k  handler i n  the short  supply area has the  
choice o f  buying m i l k  frka l o c a l  producers o r  
frm nmre d i s t an t  sources. 

I n  Miami. F lo r ida  f o r  example, the m i l k  
handler may have purchased m i l k  i n  S e p t d e r -  
October 1985 f a producer cooperative a t  
the announced p r i ce  o f  $16.40 per 100 l bs  o r  
frm a cooperative located i n  the  Chicago area 
f o r  $13.59 per 100 lbs, o r  $2.81 less. 
Hwever. the Chicago s e l l e r  w i l l  charge a 
handling and .give-upm charge t o  canpensate 
fo r  l o s t  p r o f i t  plus t ransportat ion t o  de l i ver  
the  m i l k  t o  Mami. Current t ransportat lon 
rates are $0.34 per 100 l bs  per 1 W  miles o r  
about $4.00 per cut .  plus other charges. 
Thus. the Miami handler w u l d  purchase the  
primary supply fra loca l  producers and any 
addi t ional  needs fm a closer  loca t ion  than 
Chicago. given a surplus o f  m i lk  i s  avai lable. 

Therefore, t ransportat ion p lus other costs 
under the  current  p r i c i n g  system fo r  f l u i d  
m l l k  determines the  competitive pos i t ion  o f  
m i l k  f o r  f l u i d  mi lk  products. Soma mi lk  noves 
fm the surplus production areas t o  the 
d e f i c i t  areas t o  the  south, but  only on basis 
o f  the need t o  f u l f i l l  Class I sales. 

COIIPETITIW FOR MANUFACTURED PRODUCT MARKETS 

M i l k  not  used i n  Class 1 f l u i d  products i s  
processed i n t o  manufactured m l l k  products. 
The p r l ce  received by farmers f o r  m i l k  so 
u t i l i z e d  has been a t  o r  under the p r l ce  
support l eve l  f o r  milk. I n  the p r i ce  support 
program. the federal governnmnt announces 
purchase pr lces f o r  but ter ,  cheddar cheese and 
nonfat d ry  ml lk  t h a t  should achieve an average 
p r i ce  f o r  manufacturing grade m i l k  equal t o  o r  
above the  announced support l eve l  (4). 

Thus, the  purchase pr ices of the Conmdity 
Credi t  Corporation t o  remove surplus m i l k  frm 
the market establishes the f l o o r  p r i ce  f o r  the 
hard product market. This pr lce,  when tak ing  
i n t o  account the make allowance versus actual 
cost o f  processing, has resul ted i n  a p r l ce  
t ha t  i s  less than the support pr ice.  Proces- 
sors o f  m i l k  i n t o  hard products have the 
opt ion of se l l i ng  the  products i n  the comerc- 
l a1  market o r  t o  the  CCC. M e n  prlces I n  the 
comerc la l  market increase s u f f i c i e n t l y  above 
CCC pumhase prlces, products nmve more 
read i l y  i n t o  the colamrcial market. However. 
when the  m l l k  surplus i s  large, as i n  the 
1980s. m l l k  products are sold t o  the CCC. 
Hard products moving i n t o  c m r c i a l  sales are 
a t  p r l ce  leve ls  about equal t o  the CCC an- 
nounced purchase pr ice.  

Most of the hard products a n  manufactured 
i n  the surplus m l l k  productlon regions of the 
the Great Lakes, the Northeast. and 
Cal i forn ia.  These products m v e  i n t o  com- 
mercial markets throughout the U.S. One o f  
the  growing connerclal markets i s  hard cheese 
-- especia l ly  I t a l i a n  and other  non-cheddar 
types. However. the ccc announced p r i ce  f o r  
cheddar cheese establishes the  conpet t t ive 
base p r i ce  f o r  a l l  cheese. 
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With a large surplus o f  hard manufactured 
mi lk  products. both processors and the CCC as 
a buyer are faced w i t h  the problem o f  dispos- 
ing  of the large inventory o f  perishable 
products. One l i k e l y  suurce o f  sales i s  other  
countries. Howver. U.S. exports o f  m i l k  
products i n  1983 and 1984 v r r e  e x t r e w l y  
small. But ter  and cheese exports were about 
evenly d iv ided between government donation 
programs and c m r c i a l  sales. About two- 
t h i r d s  o f  nonfat dry mi lk  exports uere made 
under government concessional programs ( table 
1). 

The loca t ion  o f  m l l k  production I s  con- 
sidered f i r s t  t o  gain a perspective of the 
w r l d  s i t ua t i on  f o r  t rade i n  m i l k  products. 
About tuo-thirds of the  m i l k  i s  produced i n  
three locations: the  European Camunity (EC). 
the  Soviet Union and the  United States ( table 
2). Another concentration of m i l k  production. 
though small r e l a t i ve  t o  the w r l d  productlon, 
i s  i n  Austra l ia  and Ww Zealand (Oceania). 

~t fol lows then, t h a t  about two-thirds of ,. 
the  world's 6 m i l l i o n  plus metr ic  tons of 
bu t t e r  and 70% o f  the  8.5 m i l l i o n  plus m t r i c  
tons o f  cheese are produced i n  the smne areas .. . . . 
o f  concentrated m i l k  production ( tab le  3). , !- 
Exports o f  bu t te r  and cheese, however, a n  . . .. 
p r ima r i l y  from the  European and Oceania .. 
countries. The EC exported about 50% of i t s .  ., - - ~ .  
bu t t e r  production and 35% of i t s  cheese . . . .. . 
production i n  1981 and 1982 ( tab le  4 . The 4 

~ ~ 

.. . .~ <~ 

two Oceania countr ies exported No- th  rds o f  . - . . 
t h e i r  bu t t e r  production and lore  than one-half : >.; ... 
of t h e i r  cheese production. By contrast, only, ' '7 - .  ,.. 
10% o f  the  bu t t e r  production and less  than 19 ..>- --. " -. . 
of the cheese production i n  the U.S. was. ..if. 
exported. I n  sp i t e  o f  i t s  la rge  production, :..I . - 
the Soviet Union i s  a d e f i c i t  country and has ..-x 
l i t t l e  exports. 

pr lces t h a t  U.S. exporters face. I n  
spring o f  1983, pr ices FOB European po 

o r  less ( tab le  5). I n  1984 the CCC purc 
pr lces f o r  these three products uere $1.43 
l b  f o r  but ter ,  $0.91 fo r  nonfat d ry  m i l k  
$1.35 f o r  cheddar cheese. Thus, world p r i  
were about 50% b e l w  U.S. support prices. 
differences i n  pr lces do not  r e f l e c t  
d i f ference i n  the cost  o f  p d u c t i D n  bu t  
d i f ference i n  pr ices m s u l t i n g  from 
various government program i n  mach of 
areas. 



Price support leve ls  i n  the U.S. r e s u l t  i n  
product pr ices we l l  above world prices. Thus. 
import l im i t a t i ons  are necessary t o  prevent o r  
r e s t r i c t  products enter ing U.S. markets. 
Section 22 o f  the  Agr icu l tu ra l  Adjustment Act 
of 1933 provides f o r  i npo r t  l im i t a t i ons  
uhenever imports of a product render inef fec-  
t i v e  o r  w t e r i a l l y  i n t e r f e re  w i t h  agricultural 
program, o r  reduce subs tan t ia l l y  the amount 
of any product processed i n  the  U.S. (8). 
S t r i c t  i m o r t  r es t r i c t i ons  are imposed on 
but ter ,  cheese and nonfat dry mi lk .  

Quotas on a l l  types o f  cheese are 240 m i l  
lbs  annually. Other product quotas a m  qu i te  
small ( tab le  6). Each year imports o f  pro- 
d u c h  made under the  quota are near the quota 
l im i ts ,  ind ica t ing  t h a t  other countr ies v l w  
the U.S. as an excel lent  market. Non-quota 
cheese imports rr-:hed 60 m i l  l b s  i n  1984, up 
from 36 m i l  l b s  i n  1980. 

The largest  volume product imported t o  the 
U.S. I s  casein which reached 192 m i l  l b s  i n  
1984. Analyses have been made and hearings 
have been held on the issue o f  p lac ing import 
r es t r i c t i ons  on casein but  quotas have not  
been established. On a product basis. casein 
i s  imported i n  a range o f  $0.90 t o  $1.00 per 
lb .  A t  the p r i ce  support l eve l  o f  $0.80 per 
l b  f o r  nonfat d ry  mi lk ,  f r m  which caseln i s  
mde, casein would need t o  be pr iced a t  about 
$2.25 per l b  f o r  U.S. processors t o  break 
even. Therefore, there i s  l i t t l e  chance t h a t  
casein w l l l  be produced i n  the U.S. One USDA 
study o f  casein inpor ts  indicated t ha t  if 
quotas were placed on casein the increased 
cost of it from U.S. sources would resu l t  i n  
many users subs t i tu t ing  other p ro te in  products 
f o r  casein (6). 

The imports o f  m i l k  products i n t o  the U.S. 
i n  1984 auaunted t o  about 2.7 b i l l i o n  l bs  of 
m i l k  equivalent on a f a t s  s o l i d  basis. O f  
t h i s  amunt about 2.2 b i l l i o n  l bs  were f o r  
products under quota. Even w l t h  the U.S. mi lk  
surpluses during the 1980-84 period, imports 
of mi lk  products i n  the U.S. Increased w l t h  
the increases i n  nonquota cheese and casein. 
With p r ice  supports a t  current  levels, product 
pr ices i n  the U.S. are wel l  above world pr ices 
so tha t  the U.S. i s  viewed as an excel lent  
market f o r  any type o f  m i lk  product. Pros- 
pects of exports of U.S. mi lk  products remain 
almost n i l  under current p r l ce  supports except 
f o r  government programs tha t  are f o r  donations 
and concessionery sales. 

The export p i c t u re  i s  clouded a lso by the 
f a c t  t ha t  sane countr ies subsidize the sales 
o f  m i lk  products. This i s  especia l ly  t r ue  f o r  
the Oceanic countr ies and was t r ue  f o r  the 
EC. I n  1984-85 the  EC introduced a quota 
system on mi lk  production as an e f f o r t  t o  
reduce burdensome supplies (7). Dairy fanners 
i n  the EC i n  1985-86 w i l l  receive lower pr ices 
f o r  t h e i r  m l lk  a t  the f a n  than w i l l  U.S. 
da i ry  farmers. Even w i th  lower pr ices and 
pena l l t ies  f o r  producing mi lk  over quota, m i l k  
production i n  the EC i s  expected t o  exceed 
e f fec t i ve  demand. The adoption of n w  tech- 

nology by d a l r p n  i n  the indus t r ia l i zed  
countr ies w i l l  no doubt continue t o  exer t  
pressures on f a m  pr ices f o r  m l l k  and cause 
changes i n  po l i c i es  t o  ad jus t  t o  changing 
conditions. The U.S. w l l l  remain i n  i t s  
current pos i t ion  o f  very l i t t l e  export pros- 
pects and a v iable import market f o r  m i l k  
products i n  sp i t e  o f  the la rge  expected 
surplus supply. 

I n  conclusion, i n  sp i t e  of g o v e m n t  
po l i c i es  throughout the world t ha t  r e s u l t  i n  
other than free w r k e t  conget l t ive prices, 
d i f f e r e n t i a l  p r l ce  leve ls  m v e  m i l k  products 
and have resul ted i n  n i l k  production a t  the  
fa rn  l eve l  wel l  above e f fec t i ve  d-nd. The 
U.S. w i l l  continue t o  have a small r o l e  i n  the 
export-import business f o r  m i l k  products. 
Even w l t h  the current lower support p r i ce  
levels. U.S. m l l k  products m i n  a t  a p r i ce  
leve l  double t ha t  o f  the world market. 
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Agr lcu l tu ra l  Economics, Univers i ty  o f  Georgia. 
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Table 1. Exports o f  butter, cheese and nonfat Table 2. M i l k  ProdUCtlOn i n  s p c i f l e d  
d ry  m i l k  by the  United Stales, 1983 and 1984. continents o f  the  w r l d ,  1982 and 1983. 

Calendar year 6 o v e m g t  C m r c l a l  
and ~ r o d u c t    ma rams sales ~ o t a l  - - -  1.000 metr ic tons - - - 
1983 
But te r  12 15 27 
Cheese 8 9 17 
Nonfat dry 

m i l k  145 89 234 

1984 
But ter  16 28 
Cheese 8 9 
Nonfat d rv  . -- - 

m i l k  21 6 50 266 
a. Concesstonal goverrmnt financed program. 
Source: Fomlgn and Agr icu l tu ra l  Trade o f  the 
United States. ERS. USDA. July-Aug. 1985. 

Table 3. Morld production o f  da i ry  products. 
1982 and 1983. 

Continent But ter  Cheese 
snd countrv 1982 1983 1982 1 9 a  

- - - 1.WO m t r l c  tons - - - 
North Amerlct 
Canada 134 IM 110 183 
United states 570 589 2.060 2.186 
Total 721 708 2,395 2.524 

Eurooean . -. . - -. . 
Conaunity 2.056 2.282 

Other Yestern 
Europe 263 279 

Eastern Europe 754 8W 
Soviet Union 1.403 1.563 
Asia 714 744 ..... . . .  . . .  
Oceania 324 338 
M h a r  countr ies 138 133 ............... ... ... 

Grand t o t a l  6.373 6.856 
Source: Agr icu l tu ra l  S t a t i s t i c s  

638 630 
706 723 
699 750 
18 21 

265 274 
543 511 

8.796 8.995 
1984, USDA. 

Continent 1982 1983 - - mi1 m t r l c  tons - - 
north bmerica 76.8 18.1 

United States 61.6 63.5 
South America 19.1 19.2 
European Comunlty 108.2 112.3 
Other Yestern European 22.9 23.0 
Eastern European 39.2 41.3 
soviet  Union 91 .O 96.4 
A f r i ca  2.4 2.5 
* r i a  21.5 22.2 
Oceania 12.2 12.6 
Total 393.3 407.C 

Source: Agr icu l tu ra l  S t a t i s t i c s  1984. USM. 

Table 5. Prices f o r  m i l k  products, FOB I lor th 
European ports. selected periods. 1983 and 
1984. 

SPrino 1983 
per 

2zcmaQL 
per 

metr ic per, m t r i c  pera 
product t on  1 b ton  l b  

- - - - - - - - $ - - - - - - - - -  

But ter  1800-1850 .83 1300-1400 .61 

Cheese 1600-1700 .75 10q0-!4M .56 .* 
Nonfat 
d ry  8 .  

mi l k  780-850 37 640-140 .31 
a. Average o f  the  p r i ce  ranges. 

Source: Dairy. Livestock and b u l t r y .  Yorld 
Dairy S i tua t ion  and Outlook. Foreign 
AgrlCUltum Circular. FM. USDA. FD-2-85. 

Table 4. Production and exports o f  bu t t e r  and cheese by p r inc ipa l  exporting areas o f  the w r l d  
and U.S.. 1981 and 1982. 

1981 1982 
Area Prod E x ~ t  X EXDt Prod E X D ~  S EXDt 

1.000 metr ic tons 1,000 m t r i c  tons 

European C m n i t y  
Oceania 

Total 
Unlted States 

European cormunity 2,988 1,048 35 3,090 1.079 
Other U. Eur. 197 99 50 200 98 
Oceania 214 134 63 265 138 

Total 3,399 1,281 38 3.555 1,315 
United States 1.940 6 - 2.060 18 
Source: Agr icu l tu ra l  S t a t i s t i c s  1984. USDA. 



Table 6. Oalry products:. U.S. Imports. quota and nonquota. selected years 1978. 1980. 1982 and 
1984. 

1978 calendar 1978 1980-84 calendar I m o r t s  
Product year ouota Invor ts  year ouota 1980 1982 1984 

- - - - - - - - - - - - - - - - - m i 1  l b S - - - - - - - - - - - - - - - - -  

Cheese 
A l l  quota types 
Non-quota types 

Mhe r  quota p d u c t s  
But te r  
Bu t te r  o i l  
Bu t t e r f a t  mlxes 
I ce  cream 
Frozen c r e m  
Nonfat d r y  m i l k  
Drled b u t t e m l l k  
Evap. m i l k  
Condensed m l l k  
Chocolate c r m b  
A n l m l  feed 

NonqWta prcducts 
Casein 
Lactose 
H I l k  equlv. f a t s  
--..- ---.- 
Total a l l  ~ d u c t s  1.305.6 2.305.3 2.234.3 2.108.7 2.476.8 2.741.4 

Sources: Dalry Sl tuat lon,  ESCS. USDA. DS-377. Oct. 1979 and Oalry Outlook and S l tua t lon  Report, 
ERS. USOA. DS-400. Mar. 1985. 


