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Preface

The material in this publication was originally prepared as a
series of informational letters on milk marketing for use by dairymen,
dairy leaders, cooperatives and others interested in the subject.
Because substantial revision of the original copy was not undertaken,
- the presentation of the material is more 'compartmentalized" than

might otherwise be the case. Each chapter presented here was in its
original form, a separate letter designed to stand alone as a report
on but a single facet of what is obviously a very big subject. As a
consequence, occasionally the text may lack easy transition from one
subject to another.

This bulletin is not intended to serve as a complete reference on
milk marketing, nor is it in any way to be considered total coverage
of what is obviously a highly complex, very broad subject. Rather
it's intended as an easy-to-read introduction to the subject.

Since the original material was prepared for New York dairymen,
some of the content as well as many of the examples employed may prove
specific to New York conditions. However, we believe that much of the
material should prove relevant to milk marketing in other areas.

In the rapidly changing world in which we live, almost the only
thing which remains constant is change itself. In milk marketing, we
accept this as axiomatic. Changes in our economy, in technology, in
our social or cultural attitudes, in public policy, are quickly trans-
lated into changes in our milk marketing system. So the reader should
be aware that while the content of this publication was entirely appro-
priate at publication time, passing times could outdate in part its
accuracy or relevance.

In the preparation of the material, the authors used many differ-—
ent sources of information. They wish to acknowledge the contribu-~
tions of various government agency personnel, of dairy farm editors,
and of college-employed milk marketing specialists, from whose work
they have borrowed liberally. They are particularly indebted to
Dr. Leland Spencer and Dr. Charles J. Blanford for much of the his-
torical dinformation. The assistance of Dr. Robert Story, Professor
Emeritus, Agricultural Economics, N.Y.5. College of Agriculture, was
invaluable in the preparation of a great part of the material in this
publication. They are indebted also to Professor Andrew Novakovic for
resource material and editorial assistance in the preparation of the
chapter on Component Pricing, and they acknowledge with thanks the
resource material on Milk Quality provided by Professor David Bandler.
The authors also acknowledge with great thanks the excellent typing
skills and patience of Diana Atkinson, Stefanie Barber, Wendy Barrett,
and Robin Greenhall in typing this publication.

William Quinn
Walter Wasserman
September, 1983



CHAPTER I,

The mwmilk marketing business is a lot
like the kind of weather we get in these
parts. If you don't like it, just wait
awhile. TIt's bound to change.

At first glance, marketing milk looks
simple enough. But don't bet too much on
iz! Because just when you think you have
things all figured out - something comes
along and fouls up all your expectations.

Start talking too loud about what's
going to happen in the milk market and
aleng will come a late spring, a dry
spell, a wet spell, a change in the price
of beef or feed — and you're apt to end up
with egg on your face.

Learning something about milk marketing
is mo guarantee that you'll be able to
predicet what's going to happen, but it
certainly ought to improve your odds.

Even the word "marketing" itself means
different things to different people. In
fact, that's one reason behind this pub-
lication. We hope to make "marketing"
something more than a nebulous term used
to describe somewhat uncertain things some
other people do.

BASICS OF THE SYSTEM

Let's begin our story with a2 look at
gome of the basics of the milk marketing

system. First, we should recognize that
it's a  highly wvelatile, ever-changing
system,

This is particularly true in Federal
Milk Marketing Order 2 (N.Y.-N.J.), where
just a 5% dincrease in production means
nearly 500 million pounds more milk a
year. A small excess.or a slight shortage
of supply tips things mighty fast, With
just a little change, we can swing from a
buyers' market to a sellers' market, (or
vice versa) before you know it.

Another basic fundamental of our milk
marketing system 1s that it is indeed a
system - a highly complex, highly sophis~
ticated creature that requires organiza-
tions and institutions as well as compe=-
tent people to make it work, Milk market-
ing doesn't just happen. It involves
effort. And it takes money to do it.

The system certainly isn't perfect.
But then, it is not unchangeable either,
It has changed in the past, is changing
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now, and will continue to change in the
future,

But what's important about it is that
the marketing system does work. The job
gets done.

A DATRYMAN'S RESPONSIBILITY

Where do you as an individual dairyman
fit into the total marketing picture?
Certainly no one has a greater stake in a
healthy and stable milk market than you
do. Things never stay the same. This
year it's a surplus, next vear it may be a
shortage. But in good years and bad,
whether you like it or not, you're always
involved in marketing. There's absolutely
no return from milk if it's not marketed.
And your ability to market and to control
market conditions will determine what vour
returns will be.

You can be the most efficient producer
in the country; you can produce milk "'til
the cows come home." But without the
capacity to market what you produce,
without adequate facilities and organiza-
tions to handle the milk supply, the
results of all that production efficiency
are in certain jeopardy. Because not one
dollar can come back tec a dalryman unless
the milk he produces goes through the
marketing system!

THE DAIRYMAN'S STAKE

As a dairyman, you may not like to get
involved in marketing. You may even find
it frustrating. You may say "I've got
enough to do growing the crops, caring for
the cows, doing all kinds of things a busy
dairyman has to do. Besides, I just don't
have the time. Let George do it."

But George can't. Or at least he
won't. What's more, he doesn't have the
gtake in a healthy milk market that you
do. He doesn't have that huge investment
in a dairy farm to protect. Ultimately
marketing your milk {is your responsi-
bility, not the milk dealer's, and not the
government's. And while it's your prob-
lem, it's your opportunity as well. Your
future as a dalryman rests on it - on
ensuring a healthy and stable market - one
with a reasonable level of demand, with



adequate facilities to handle all the
milk, with dairymen's organizations that
can get the job done, with flexibility
enough to respond to new technology and

constantly changing conditions. How do
you get a market like that? Ultimately,
you'll have to answer that. After all,

you're part of the answer.
OPTIONS AVAILABLE

You have many options. You can assem—
ble milk marketwide with one cooperative
unit. You can coordinate the total market
clearing function. You can level out
seasonal production and get balancing on a
break-even basis, or share any losses over
the widest base of producers. You can
improve the efficiency of your cooperative
marketing organizations. You can push for
the merger of orders. You can petition
for base or quota plans. You can improve
the financial health of your co-ops. You
can do lots of things.

Which of these should you do? That's
up to you. But one thing is certain; not
a single one of them c¢can you do without

knowing something about the marketing
system.
SELF STUDY

That's why we hope you'll study this
milk marketing publication with care.
Just as "you can't tell the players with-
out a program," you can't help your milk
market without knowing something about
"the marketing game." So read it care-
fully. Before you know it, vou'll feel as
comfortable talking about marketing milk
as you always have been in talking about
producing it. Obviously, this one booklet
cannot provide total coverage of a subject
as complex and far-reaching as milk
marketing, but it can provide a good
introduction. Probably the bhest place to
start is with a look at the language.

LEARNING THE LANGUAGE

Suppose you were down in the Big Apple
standing on the corner of Broadway and 5th
Avenue telling a native New Yorker about
that springer of yours that was pretty
slopey in the rump, or how you lost an
"Excellent" last year to hardware disease,

or perhaps that you'd decided to use only

1000-pound-plus sires, or that this vear's

first cutting was only fair. Do you think
that person would have the faintest idea
what vyou were talking about? Of course
not.

It's that way in all businesses. We
all have our own way of using words,
Dairymen, doctors, deep sea divers - all
of us have a lingo of our own. The same
holds true in the milk marketing game. In
that spirit, we present this dictiomary,
our own milk marketing version of Funk and
Wagnals.

GLOSSARY OF TERMS

Fluid or Grade A Milk - milk that meets
specified health or sanitary requirements.
All federal order milk supplies must meet
these requirements.

Manufacturing or Grade B Milk - milk that

grade health and

doesn't meet those established fluid
sanitary requirements,
(There's a difference between "manufac-
turing grade milk" and "milk used for
manufacturing." As a matter of fact much
of the milk used for manufacturing is not
manufacturing grade milk at all; it's
fluid grade milk. Conversely, much of the
manufacturing grade milk could readily
qualify, 1if the need existed, to become
fluid grade.)

Manufacturing - the conversion of milk

‘able

into other dairy products.

Soft Products - the more perishable manu-
factured dairy products such as cottage
cheese, sour cream, and yogurt.

Hard Products - more concentrated, stor-
products such as cheddar cheese,
butter, and dried skim milk powder.

Milk Co-ops =~ organizations owned and

controlled by dairymen for the purxpose of
marketing their milk or for bargaining
with others to sell their milk.

Milk Price Support - a USDA "target" price

for manufacturing grade milk. Supports
provide "a floor" under milk prices
nationally,

Federal Marketing Order - a set of regu-

lations that establish the terms of sale
which milk buyers must comply with when
they buy milk from farmers. Orders



provide for a system of classified pricing
and pooling (see definition in this dic-
tionary).

Milk Market Administrator - a person ap-
pointed (by the Secretary of Agriculture)
to supervise and administer the provisions
of a Milk Marketing Order.

Milk Handler - a handler is one who buys
milk for resale or processing and is

regulated by the Marketing Order. Han-
dlers can be private individuals or
companies (referred to as proprietary

handlers) or cooperatives,

Classified Pricing - a system that classi-
fies milk according to its use and sepa-
rately prices milk in each use classifica-
tion. The top price is established for
fluid use (Class 1) and lower prices apply
to milk used for manufactured products
such as cheese, butter, and ice cream
(Class II).

M-W Price - The M-W price is the average
monthly price paid farmers for milk of

manufacturing grade in Minnesota and
Wisconsin. The price is published monthly
by the USDA. The M-W is important because
it's used in all federal marketing orders

to set class prices.

Class T - milk used for fluid or bottling
purposes, the highest priced classifica-
tion in federal milk orders.

Class IT - milk used for manufacturing
purposes, lower priced <classifications
under federal milk orders.

Pooling - blending the proceeds from the
sale of milk at two (or even more) differ-
ent prices into a single blended uniform
price, The term "pool™ and "pooling" does
not refer to the milk itself, Imstead it
means ''to put into a pool or common fund
to be shared by agreement.”

Uniform or Blend Price -~ the minimum price
that must be paid to dairy farmers under
marketing orders. It's the price that
results when returns from the various use
classifications are "pooled.”




CHAPTER II.

MILK MARKETING IS COMPLEX

A1l of us have some idea of what we
mean when we use the word "marketing."
Probably all of us don‘t have the same
definition;: and probably that's not too
important. If we want a precise defini-
tion we can look one up in the dictiomary.
What is important is that all of us in the
dairy business, one way or another, like
it or not, are involved in marketing.

When it comes to marketing milk, moving
it from the cow to the consumer through
all its various stages of assembly, pro-
cessing, and distribution, problems are
generated in a number and of a complexity
that are unapproached by any other agri-
cultural commodity. In fact, a U.S.
appeals court justice omce called thenm
Yexquisitely complicated."

We've come a long way from the days
when a dairyman marketed milk by dipping
it out of a can into a housewife's con-
tainer. Today's dairyman doesn't even see
the person who uses his product.

Milk marketing today involves thousands
of units making up an industry involving
billions of dollars. But it's not just
the size of the industry nor the dollars
involved in it that make milk marketing so
complex.
complicates its marketing.

MILK IS UNIQUE

In contrast to most other agricultural
products, milk has some unique character-
isties, Milk 4s the only food that's
harvested in its natural form as a liquid.
In this state, it's highly perishable and
easily contaminated. Its flavor is easily
altered. It's produced daily and must be
marketed within a day or two. Except for
very short periods, it cannot be stored in
its natural state. (At first, those who
had maple syrup on their hot cakes this
morning might not agree that milk is the
only agricultural product that's in liquid
form in its natural state. However, after
thinking about it, most would agree that
maple syrup has been processed; it's the
sap, not the syrup that's in a natural
state, The same holds for other liquid
agricultural products -~ orange juice,

' ness.

The nature of the product itself
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cranberry juice, apple cider, whatever -
all have been altered.)

Milk differs in another way from most
other agricultural products. Different
"lots" of milk may differ in quality, but
you can't tell so just by looking at them.
You can look at a crib of corn, a bushel
of potatoes, beef steak on the hoof, or
beef steak on the hook and tell the good
from the not-so-good. But take a look at
milk. Does a pail of yours look any
different than a pail of your neighbors?
Yet, while both look the same, we all know
they can be very different. Different in
flavor, in cleaniiness, and in healthful-
Because you can't see bacteria; you
can't see sediment; you can't see resi-
dues.

But while all milk's not the same, it's
still a hemogenous product, sufficiently
similar in physical and chemical structure
to permit the intermingling of different
lots with no change in appearance.

Milk can be readily altered. It can be
physically or chemically pulled apart and
its component parts rebuilt into scores of
different dairy products, some perishable
and bulky, others more concentrated and
storable.

COMPOSITION IMPORTANT

Even though milk may appear the same,
different lots of milk differ markedly
in their composition. Composition is
mighty important. It determines the quan-
tities of dairy products that can be made
from the milk. How much butter? How
much cheese? Tn other words, how will it
yield? This is what a manufacturer needs
to know when buying a milk supply.

We tend to think of milk as "liquid,"
and apples as "solid." Yet apples contain
more water than milk. Typically, milk is
87%% water and 12 3/4%Z solids. The solids
include fat (3.65% average), protein in
the form of casein and albumin (3.5%),
and lactose or milk sugar (4.9%). While
minerals in milk represent only about
seven~tenths of one percent of its total,
these minerals (like calcium, phosphorus,
and potassium) have great nutritional
importance.



The figures we quoted for milk might be
considered as its "typical" composition.
In practice, this wvaries all over the
place. It varies with the breed of cow
that produces the milk and among individ-
ual cows of the same breed., It varies
with the stage of lactation of the cow and
with her age and health. It varies with
the season of the year and with how the
cow is fed; in fact, it even varies with
the weather.

CHARACTERISTICS

Without gquestion, from a marketing
standpoint, milk is a unique product. It
is perishable, easily contaminated, and
subject to flavor changes. It's produced
daily and must be marketed daily. The
only other farm product produced daily is
eggs, but they come in their own package.
Milk is a liquid. 1Its a natural medium
for bacterial growth, and therefore must
be refrigerated and pasteurized and pro-
tected from the environment. What's more,
it's relatively bulky. And because of its
liquid state and homogenous appearance,
milk can't be separated into grades by its
looks alone.

ADDFD BURDENS

All these characteristics that make
milk unique from other farm products place
added burdens on any system for marketing
it.

They increase the cost and complexity
of marketing milk., In fact, the extra
demands on the marketing system start
right at the cow. Her health must be
pericdically checked. The environment in
which she lives and produces her product
(the barn, the milkhouse) and even the
equipment used to harvest that product
must also be inspected.

Unlike most other farm products, milk
is subject to many controls. The public
first became involved with milk to ensure
its healthfulness, to make certain that it
did not carry disease, and to see that it
did not become adulterated. This involve-
ment started way back in the days when the
milk "peddler" started dipping milk out of
a can into the consumer's container, In
fact, health regulations are the oldest of
all the various public policies that now
affect the marketing of milk,

This was the starting point in the

development of the marketing system we
have today, a system that is extra compli-
cated because of all the extra things that
have to be done, done especially because
of the unique character of the product
being marketed.

The milk marketing system is not only a
highly complex, extremely sophisticated,
constantly changing structure. It's also
one involving countless numbers of people
other than those actually producing the
product. The middleman is many men.

MARKETING CHANNELS

Like water rumning to the sea, milk
flows from farm te market through many
channels. The channels can be as diverse
and as multifaceted as those which rain-
drops follow as they rush onward to the
ocean,

Think of the multiplicity of ways that
milk gets from your farm to its ultimate
destination, the consumer. Think of the
multiplicity of forms that it may assume
before it gets there. It's no longer just
milk. It may be eggnog, whipped topping,
butter, sour cream, fluid cream, milk
candy, yogurt, condensed skim milk, evap-
orated milk, dry milk powder - or cheeses
almost infinite in variety. In one form
or another milk ends up in a bewildering
array of food products,

Think of the multiplicity of people who
are involved with milk as it moves from
producer to consumer, people employed in
assembling, in processing, and in Jdis-
tributing, Think of the wvariety of
equipment and facilities that are needed -

trucks, laboratories, bottling plants,
manufacturing plants, merchandising
departments, accounting departments,

personnel offices, transportation depart-
ments = you name it.

All are necessary parts of our milk
marketing system. Without them, milk
would not get from your farm to the con-
sumer's table in the form he or she wants
it, in the right quantity, and at the
desired time. Collectively, these parts
make wup the marketing system for the
product you produce,

COSTS ADDED

Any kind of traveling is expensive now-
adays. Milk traveling through the market-
ing system is certainly no exception. At



every stage, as milk flows from the dairy-
man on to the consumer, more costs {and
more value) are added.

Follow a quart of milk as it moves from
an upstate dairy farm down to a consumer
in New York City. To the original cost of
the milk on the farm must be added the
country assembling costs, its transporta-
tion to a city plant, those inevitable
product losses, the cost of quality con~
trol, the cost of processing, the cost of
paper containers, the cost of milk cases,
direct delivery costs, administrative
costs, in-store costs, the cost of milk
that isn't sold, the cost of balancing,
and, of course, enough return on their
dollars to keep people interested in
making the investments required to handle
vour milk. All these costs - costs in-
curred by a quart of milk im its travels ~
‘are about equal to the value the milk had
back on the farm. So its total cost and
value are approximately doubled when it
reaches the city consumer.

Elimination of any step along this
route can create efficiencies and reduce
costs. That's why country assembly plants
were eliminated in favor of reload sta-
tions; and why reload stations have almost
been eliminated in favor of direct farm-
to-market hauling.

A DYNAMIC SYSTEM

Our market system is constantly chang-
ing. Just as technoloegical changes have
changed the structure, operation, and
efficiency of your farm, so technology
has changed the milk marketing system.
New technology has made possible push-
button plants where labor is replaced by
computer~controlled machines. This has
drastically shifted the relative costs of
large plants and small plants. The large
plant of a few decades ago 1is just too
small to compete today.

The home delivery market has virtually
disappeared. Distributors no longer deal
with hundreds of thousands of individual
consumers. Instead they deal with a rela-
tively small number of large retailers and
restaurants. And some major supermarket
chains have integrated, buying their own
milk directly from producers, running
their own processing and bottling plants
and delivering that milk to thelr own
stores.

If you don't believe that changes take
place in the marketing system, stop and
think of the number of milk dealers who
existed in the city nearest you a couple
of decades ago., How many remain today?

HOW MARKETING BEGAN

To wunderstand the current marketing
system, we need to go back and see how it
started and how it grew. The process has
been a constantly evolving one.

At one time no milk marketing system
was needed. Most every family had its own
cow., In many early American communities,
these family cows were pastured collec-
tively or "in common.” That term is still
in use today in many New England towns and
villages (i.e., the Boston Commons).

Marketing began when spacialization (or
division of Iabor) began. Some workers
became craftsmen, shoemakers, blacksmiths,
tailors. Others, choosing to remain at
farming, paid for the products and ser-
vices of the craftsmen with the yield of
their farms, including wilk, butter, and
cheese,

Before the days of railroad shipping of
milk, much of New York City’'s milk supply
came from cows kept in the stables of
breweries or distilleries within the city,
supplemented to a small extent by wagon
receipts from Long Island and Westchester
County. In 1835 there were more than 500
dairies inside Wew York City with more
than 15,000 cows. The cows were fed
distillery slop, and the milk they pro-
duced was often called slop or swill miik.

RATLROADS SHAPED MARKET

Later, milk was placed in cans and
picked up at sidings along the rail routes
leading to the city. Names now but memo-
ries - the Erie, the New York and Harlem,
the Central New England, the New York, New
Haven and Hartford, the Morris and Essex,
the DL and W, the Lehigh Valley - were
important cogs din the milk assembly
system.

Consequently the milkshed pushed out in
fingers along these rail routes, As de-
mand for milk grew in the New York Metro-
politan area, the railroads added ever
more distant milk pick-up points. Dairy-
ing already existed in those new upstate
areas but the milk produced wasn't sold



for bottling. 1Instead it was made into
butter and cheese. Many New York counties
had developed lively export markets for
these two products. Orange County butter
and Herkimer County cheese were particu-
lar favorites with the people of Great
Britain., (Herkimer cheese went by canal
boat to Albany and by sailing ship from
Albany to New York City, there to be re-
loaded into ocean-crossing vessels).

ASSEMBLY PLANTS DEVELOPED

In the early days, the milk cans went
directly from the farmer to the railroad
car. When assembly plants replaced the
rail siding, these too were built along

“the rail Jine. These plants, often built
by individuals under contract with the
railroad, permitted bulk shipment of milk
in railroad tanker cars.

When milk was first shipped by rail
down the Hudson Valley, a sizeable chunk
of ice was placed in each can by the
dairyman to keep the milk from souring -
this at a time when ice was known only in
its natural form, cut from rivers and
lakes and ponds. A later "improvement"
had the ice chunks dumped around the out—
side of the can. The refrigerated car and

later the tank car - an oversize wvacuun
bottle on wheels - were stimulants to milk
preservation. They permitted dealer-

buyers to penetrate even further into
distant production ateas.,

Since the rail 1lines bypassed some
large production areas near to market
(Delaware County, N.Y., for example), milk
in these areas, together with milk more
distant from the city, was used for manu-
facturing, But as highways and motor
trucks improved, milk began to move from
country plants direct to city markets.
Some of the earlier "bypassed" areas then
became a part of the city market,

MOTOR TRUCKS TAKE OVER

As far as milk transport was concerned,
the 20's and before were the golden age of
the railroads. But the decade of the 30's
belonged to the truck. The truck gave to
both farmers and dealers increased selec-
tivity and bargaining power. Farmers,
able to haul their milk greater distances,
had a far wider choice of outlets. Con-
versely, milk buyers could select from a
much larger number of producers.

‘over almost three decades,

As truck hauling stepped up, rail ship-
ping declined. Nearby milk began to move

- by truck directly from the farm to city

plants, Further "up-country", trucks
pulled up to the can decks of country
plants where the milk was dumped and
cooled; later to be tramsported on to the
city,

The farm bulk tank signalled the begin-
ning of a new era in milk assembly.
Though bulk handiing of milk con the farm
started in the Northeast back in the early
50"s, the transition from cam to bulk took
longer than in some other markets. In
fact, in the NY-NJ market it has extended
Even today
not all milk cans have been turned into
umbrella stands and decorative pieces, A
small amount of can milk is still being

' veceived at some Order 2 plants.

THE BULK REVOLUTION

Once the farm bulk tanker started to
pull up at the milkhouse door a domino
motion occurred. The transition te bulk
initiated a series of <changes felt
throughout the entire assembly system.

To begin with, the truck itself was
different. The old stake-body farm truck
previcusly used to delivery milk could
also be used to pick up feed or deliver
fertilizer once it had completed its milk
run, The bulk tanker, thowever, was
limited to a single use and was expensive.
Obviously this affected fixed costs.

Furthermore, when milk was received at
a country plant, it could be identified
with the farmer who delivered it. But now
that it was collected at the farm, it lost
its identity the moment it was pumped into
the pickup tanker. So several functions,
like the decision to accept or reject the
milk, weighing or measuring, sampling and
testing, even more of the cooling, moved
from the plant back to the farm.

Even the qualiries needed for a driver
were different. WNo longer could he be
just a truck jockey with a back strong
enough to manhandlie 100 1b, cans. Now he
had to be trained in the skills needed by
a milk receiver.

Because milk was cooled rapidly down to
a lower temperature on the farm, it didn't
have to hurry to a nearby plant for more
complete cooling. It could be sent
greater distances in those well insulated
bulk tankers. ©Nor did it have to be



shipped to a particular plant on a regular
basis, but instead enjoyed great flexi-
bility as to its delivery point. It could
be shipped to different. outlets on a
day-to~day basis.

Quick, low temperature cooling on the
farm retarded bacterial growth in milk and
improved its keeping quality, so it could
be picked up less frequently., Every-
other-day pickup replaced the daily farm
stop, reducing by one-half the total truck
mileage involved in assembly. Since milk
was cooled and ready for shipment almost
as soon as the milking was done, it could
be picked up at the farm at almost any
hour of the day or night, And since
dairymen no longer had to meet the dead-
line hour at the milk plant, some of them

started later din the

morning.

sleeping a bit

Just as the airplane shrunk geography,
so did the bulk tanker. It made it eco-
nomically feasible to haul milk longer
distances from the farm to the plant.
Country receiving plants, necessary with
can assembly, were no longer needed with
bulk. The savings were substantial.

Even in the largest milksheds (like
NY-NJ) most country assembly plants were
eliminated. Instead milk was direct-
hauled or was reloaded from farm tankers
at manufacturing plants or pump-over
points. Those big semi's wheeling into
farm driveways could direct-haul milk
still longer distances,

MARKETING CHANNELS FOR MILK AND DAIRY PRODUCTS
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CHAPTER III,

A RESERVE SUPPLY NEEDED

If you're going to have enough milk to
drink every day you've got to have more
than enough,

That's about what it boils down to when
you're trying to coordinate milk supply
and demand. It would be nice if we could
keep the two exactly in balance, but we
can't, They're plenty of reasons.
Suppose we look at some of them,

Nature giverh, and nature taketh away.
That's the way it goes in any biological
business. Those inexorable laws of nature
insist on having their say about just how
big a harvest will be. Some years for
instance, Mother Nature produces some bin-
busting, headline-grabbing yields of corn
and other grains. Yields that can put a
bit of strain on any marketing system.

But the strains that might be produced
by a bumper crop of wheat, corn, or soy-
beans are nothing compared to the strains
an over-supply of milk can place on its
marketing system. Because there's a basic
difference between grain and milk. Grain
is a storable, nonperishable product. It
is produced yearly and may be marketed any
time in the year it 1s produced, or even
in some other year. Milk, on the other
hand, 1s produced daily and must be
marketed daily.

PERISHABILITY ~ A MAJOR FACTOR

Milk in its natural form is a perish-
able non-storable product. As a result,
an individual dairyman has limited nego-
tiating power. His milk must be marketed
as it's produced. If he doesn't like the
price, he can't keep it home and send it
tc market another day!

What complicates the matter even more
is that milk is produced by millions of
individual animals, which at varying times
temporarily stop producing milk. It would
be nice if cows would produce uniform
amounts of milk every day throughout the
year. But they don't. So production is
not easy te regulate in the short run.
It's affected by the season, the weather
and the feed supply. We consider produc-
tion pretty uniform in a market where the
volume in the high month does not exceed

MILK SUPPLY, MILK DEMAND - COORDINATE IT IF YOU CAN

that of the low month by more than 15 per-
cent. Many markets exceed those ranges,

In addition to seasonal highs and lows,
milk production is also chardcterized by
year-to-year variations. Dairymen can't
readily move in and out of the dairy busi-
ness. When there's too much milk, they
don't quieckly reduce the number of cows.
Nor if milk supplies are low do dairymen
quickly expand the size of our national
dairy herd. After all, a cow is a bio-
logical creature. Mother WNature writes
the rules on how long it takes to turn
baby calves into milking cows.

CONSUMPTION PATTERNS

In contrast to production, with its
seasonal and cyclical variations, consump-
tion is much more constant. Consumers
want about the same amount of milk
throughout the year. Unfortunately,

however, they don't want equal amounts
every day. Some days they want more than
others. If company's coming, if the

weather's hot and the kids are thirsty, if
it's the day of the week for doing the
shopping, if today's menu calls for more,
if school's are on vacation, if there is a
holiday - all will produce daily differ-
ences in the amount of milk the market
needs.

S0, while the amount of fluid milk
bought 1s fairly constant from season to
season, there's considerable variation on
different days of the week. Collectively,
consumers buy the least milk on weekends,
the most on Friday and Monday.

And unfortunately, the seasonal varia-
tions that do occur usually complicate the
problem. With few exceptions, milk pro-
duction in the major dairy areas is high-
est in May and June and lowest in the

fall. Consumption of fluid milk on the
other hand, is highest in the fall and
lowest in Jume, July, and August. An

exception to this cecurs in the summer and

winter resort areas. In Miami, for
instance, fluid sales are higher in
January than they are in July. Con—

versely, in northern resort areas like the
Adirondacks, summer visitors boost July
milk sales well above those of January.



Fluid milk can't be "stocked" in the
store or a warehouse like most other food
products. Yet it must be available in
that store at all times, The real trick
of the game is to satisfy those variable
daily requirements without taking a big
loss on unsold milk that's returned.

SOME EXTRA NEEDED

To be sure that enough milk is avail-
able in thousands of food stores on days
when consumers want a lot, there's often
more than enough on those days consumers
decide they need less, The extra amount
that has to be processed is a "necessary
reserve,"

Inevitably, in a market that is self-
sufficient (in other words, that doesn't
bring in milk from other areas) if con-
sumers are to have enough fluid milk at
the time of the year when production is
lowest, there 1is a surplus of milk at
the time of the year when production is

highest. This extra milk in the high
production months is called a seasonal
reserve, It must be turned into other

dairy products less perishable than milk.

Some markets don't have seasonable sur-
plus problems, but may have some of a
different kind, perhaps day-to~day or
year-to-year variatioms. Many southern
markets run short of milk in the short
season and must import from other areas
that have excess milk. Generally, a
market has to be "long" in the long season
if it's not going to be "short" in the
short seasom.

Compounding the situation still fur-
ther, even though cows produce milk seven
days a week, milk plant operators don't
run their plants on cow's schedules. New
York City processors presently run a 5-day

week, and in some other markets, milk is
processed only four times a week, Occa-
sionally because of holidays or 3-day

weekends, processing may occur on only
three days. What's more, milk dealers
don't make wholesale deliveries every day.

Yet milk keeps coming off the farm
every day. Despite giant strides in
genetic engineering, no one has come up
with a cow geared to a 5-~day work week,
So, inevitably, milk reaching a dealer’s
plant on a weekend {or any other time when
the plant's not running) must be stored or
diverted to a manufacturing plant and con-
verted into butter, cheese, dice cream,
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mnilk powder, or some other dairy product
less perishable than milk.

A MAJOR CHALLENGE

The "economics" of
reserves, the day-to-day, the seasonal,
and the vyear-to-year kind, dis a majorx
problem with which our market system must
contend,

It is a real challenge to the system to
coordinate all the facets of the milk
business ~ the cow, the consumer, and the
processor - and do it on a day-by-day,
month-by-month, season-by-season basis. A
big part of that challenge, since milk is
perishable and can‘t be stored at length,
is to take any amount not needed on a
particular day for bottling, and convert
it into storable products that can be used
at a later date.

Assembly and transport logistics add to
the problem. When milk is not needed in
the bottle or carton it has to go else-
where.

Supply—demand coordination is not only
a major function of our milk marketing
system, it's a major headache. Trying to
coordinate the seasonally-varying milk
supply with the daily-varying demand in
such a way that all residual milk is prof-
itably used is an unbelievably complex
challenge.

Coordination of production to consump-
tion is more difficult with milk than with
other agricultural products. The market-
ing system has to accommodate the wishes
of the consumer with the requirements of

handling these

‘the processor and the production of the

cow.

There are some economic tools available
to help with this coordination. OQur milk
marketing system, like any other business
in a free economy, has one major mechanism
it uses to speed up or slow down either
supply or demand. That mechanism, serving
as both throttle and brake, can encourage
or discourage supply or demand. The
mechanism of course is price. Let's see
how it works to coordinate the amount of
milk produced with the amount the market
needs,

A BIT OF ECONOMICS
Why does fluid milk command a higher

price than milk used in making other dairy
products? For one thing, it must be



produced under stricter health and sanita-
tion requirements. That alone should
justify a higher price. But it's also
more expensive to transport than are
products like dried milk, butter, or
cheese. Fluid milk weighs approximately
10 times as much as the cheese that can be
made from dit, Therefore, the shipping
cost for a given quantity of milk is about
10 times the cost of its equivalent in
cheese. Hence, milk for fluid use is more
valuable (since transportation costs make
it more costly) than milk used for cheese
at all points up to the most distant that

a particular market must tap to keep its’

fluid supply adequate.
MILK DEMAND INELASTIC

But the major reason for fluid milk is
higher price is that consumers have long
considered fluid milk more essential as a
food than they have other dairy products.
They expect a constant and convenient
supply of fluid milk and will pay what's
required to obtain it. They have "first
call” on the available milk supply. They
do not curtail their purchases very much
when prices increase, nor does a bargain
price stimulate them to buy wvery much
more., A situation such as this, when
price changes do not greatly affect the
amount sold, is described by economists as
having inelastic demand.

Elasticity refers to the change in the
amount of a product that consumers will
buy in response to a change in price.
With some products, a small drop in price
results in a large increase In purchases;
demand for these is called elastic. With
other products a similar change in price
produces little or no change in the amount

purchased; demand for these is called
inelastic,

These terms do not describe absolutes,
Nothing is totally elastic or totally
inelastic. Rather, it's a matter of
degree. Products for which there are
substitutes tend to be more elastic.
Total sales of these products respond

positively up or down depending on the
price.

When the price goes up, consumers sub-
stitute something else, For example, they
may buy broilers instead of beefsteak,

On the other hand, products with few
substitutes, like bread and milk, are less
elastic (or are relatively inelastic).
Gasoline is a classic example of a product
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with low -elasticity. Even though gas
prices have doubled in the past few years,
sales haven't changed correspondingly
because no one's yet found a substitute to
pour into gas tanks.

Demand for products made £rom milk
(like idce <cream and cheese) 1is more
elastic than is the demand for milk
itseif. So price changes affect the sale

of those more thanm they affect the sale of
milk, Cut the price of ice cream, and you
sell some more ice cream. Cut the price
of milk - you sell very little more.

FLUCTUATING SUPPLIES

These concepts cut both ways. Because
demand for milk is relatively fixed (or
inelastic), it takes a lot of price
cutting (particularly at the farm level)
to move much of any extra. That's why a
little over-production quickly becomes a
farm problem. (A 1little under-
production is not a farm problem, it's a
consumer problem.)

Wholesalers of milk sometimes end up
with only two options, a lower- price or no
market. Milk is perishable, and can't be
left on the showrocom floor ancother day.
Sa any milk looking for a home has to be
priced to move. On the other hand, when
supplies of milk are tight, it's the buyer
who ends up in the squeeze play. Then
the consumer is given two cholces = pay
sharply higher prices or get no milk.

SHORT RUN VS. LONG RUN

In the 'short run, high milk prices
bring little immediate increase in milk
supply, nor do lower prices immediately
shorten it. Dairymen don't respond very
much or very quickly to changes in milk
price, With their heavy investment in
cows, buildings, and specialized equipment
they can't readily move in and out of the
dairy business. Discounting the year-by-
year influence of weather, feed, disease,
or catastrophe, dairymen expand and con-
tract production only over comparatively
long periods of time, That's why mnilk
production tends to be much more stable
from year to year than the production of
about any crop you can think of.

Sure, if the milk price jumps or if the
price of grain falls, dairymen do alter
their grain-to-milk feeding ratio. And
providing cull-cow prices aren’'t sky high,
they'll slow down culling and come up with



a bit more milk. But, in the short run,
not many dairymen expand or contract the
size of their herds in response to short-
run changes in price. Only over time will
they (or can they) respond to changes in
the production cost-milk price relation-~
ship. So wilk supply then, like milk
demand, can be described as inelastic in
the short run.

However, many things other than price
also change over time--inflation and tech-
nology to name two. These other changes
often mask or obscure long-run price-
supply relationships. And obviously, the
supply of a biologically related product
like milk is much more erratic than is the
demand for it.

Demand doesn't change much from year to
year, but can change significantly over
time. Small annual changes over time can
total to a significant amount. We have
witnessed some in recent decades - beef
consumption going up, and whole milk con-
sumption down.

PRICE VS. MARKETING

Often when dairymen say, "we ought to
do something about milk marketing,” what
they really mean is "we ought to do some-
thing about milk prices."

We've been talking about
demand in relation to price,

supply and
So let's

look at price as an economist might. We
can start by distinguishing between
marketing and price. Marketing is the

physical movement of goods and services,
Price is the force that makes them move.
Depending on price, goods and services are
offered for sale in the market and removed
from the market or not even produced.

Price influences many things: the
number of farmers engaged in dairying, the
level of milk production per cow, the
amount of milk production per farm, even
the areas where milk is produced and how
it will be used. For example, Wisconsin
milk produced closest to Chicago is used
for fluid; further from Chicago it's
turned into cheese.

If there's a limited supply of any
product, price determines who gets it.

OTHER FACTORS AFFECT SUPPLY

There are many factors other than price
that cause milk supplies to change over
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time ~ inflation, technology, the attrac-
tiveness of other agricultural alterna-
tives or the availability of off-farm
jobs. Technology tends to increase sup-
ply, providing more milk for every unit of
input, '

Technology has some other effects,
Most of the time it gives a bigger break
to the bigger farmer, thus encouraging
consolidation of farm units. Consider the
effects of the technology of pipelines,
free stalls, and milking parlors on dairy
farm size. Over time, technology reduces
unit costs, increases milk supplies, and
drops milk prices. If you don't believe
it, stop and think what our milk price
might be now if the milking machine had
never been invented.

Inflation, on the other hand, has a
contrary effect. It increases the price
of things farmers must buy to produce

milk, inecreases their production costs,
and over time requires that they receive a
higher milk price. Otherwise, they'd stop
producing enough milk.

ALTERNATIVES

Alternatives affect the supply. If
there's a good job waiting in town, some
dairyman will take it. If not, most
likely he will keep on producing milk. If
other farm enterprises become more attrac-
tive than dairying, some will shift to
those. Some people just love cows and
wouldn't be in any other business, But,
most people won't nursemaid dairy cows
seven days a week if they can make just as
much or more doing something that's easier
and gives them more free time. If the
alternatives are not more attractive, most
dairymen will just keep on making milk.

Alternatives also affect where milk is
produced. Obviously, some milk is pro-
duced in all states. However, much of: the
supply flows from a relatively few., We
call these the dairy states.

In recent years five states have pro-
duced almost half our total U.S. supply.
The top five, in order of total milk pro-
duction, are Wisconsin, California, New
York, Minnesota, and Pennsylvania,

Did you ever wonder why milk is con-
centrated in certain states and not in
others? TFor instance, why is New York a
major dairy state and not Illinois? They
have many similarities. Both have big



city markets nearby. Both have plenty of
good farmland for growing feed and forage.
So, the answer must involve more than just
markets and natural resources.

It certainly does. It involves alter-
natives, and how attractive they appear.
That's why Illinois isn't a dairy state.
It can produce milk just as cheaply as we
can, probably even more cheaply, but it
hasn't had to. Its had other alternatives
that were more profitable, like corn and
soybeans. ‘

The place where dairying has declined
the most in recent years has been in the
corn belt and in the wheat states. That's
because for many of those years, wheat and
corn prices made grain growing a more
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attractive alternative.

New York became a dairy state back in
the 1800s, when cows replaced sheep as the
best outlet for the crops which New York
farmers could grow. And on about 14,000
New York farms, the dairy cow still seems
to be the best alternative for marketing
the pasture and roughage crops for which
New York is best suited.

Certainly in the short run, many things
other than the milk price affect the
amount of milk produced. In the long run,
however, cost-price relationships and the
comparative advantage of dairy farming are
the two principal determinants of how much
milk will be produced and where and how it
will be produced.

Use of market supply of milk, 1976-82

item 1876 1977 1878 1979 1680 1981 1982°
Billion pounds {mitk equivalent)
Fluid use 51.5 51.4 51.2 51.4 509 50.2 4.4
Butter? 19.4 219 19.7 19.4 228 248 250
Cheese
American 20.6 205 20.7 21.8 23.8 26.2 27.5
Cther 8.2 B4 9.2 97 10.2 10.3 114
Creamed cottage cheese 1.0 1.1 1.1 1.0 1.0 1.0 1.0
Evap & condensed
milk 2.5 24 2.3 23 21 2.3 2.2
Dry whole milk 0.6 0.5 0.5 0.6 0.6 0.7 0.8
Frozen dairy
products, net 11.6 117 11.7 11.7 11.9 120 12.1
Other factory products 07 07 o7 0.8 09 0.8 T
Total factory
products* 64.7 67.1 65,9 67.5 733 778 806
Miscellaneous’ . 1.3 1.6 21 23 22 28 a7
Market supply ,
of milk® 120.4 122.9 121.8 123.7 128.7 133.2 136.0

‘Prelimlnary, ZExciudes misk gqu:va!en! of whey cream, includes milk equivalent of residual cream from fluid and other uses “Canned and bulk.
*Mey nol add due to rounding. °Minor miscellaneous uses and any inaccuracies of independently determined usa ftems. Batilk marketed by farmers,
nel imports of ingredients such as frozen cream. butterfat-sugar mixtures and “ice cream”, and net change in storage cream.

Btk eow numbers, milk per sow, and changses

Daily Average Sales of Fluld Milk tems
by production reglens, 1962

% change®
+10 Change from year earlier
Production
repions Milk Milkc Milk bk Milk
kim mitk cow par cow par pro-
+5 |- N L}Mat and skim numbers’ cow numbers' cow duction
" . W 1.000 hd Pounds Percent
Total fluid mil \ Northeast 2200 12435 +1.0  +11 421
ok S = Laks Statas 3,127 12418 +0.7 +1.0 +1.7
—ap NN P -{::\'\ /o ~d\ Corn Beit 1457 11494 405 +1.3  +18
r . G ad el e Northesn Piaine 506 10836 +12 -24 12
- .,0 LN .." oy %o teetetd, Appalachian 796 11,035 0.3 +2.4 +21
-5k *e “out el - Southaast 428 10808 0.2 +0.6 +0.4
. Delta States 283 9,473 -1.0 +23 412
Whole milk Southern Plains 440 11,216 +1.4 411 425
Mountain 530 13426 +48 +1.6 6.3
-10 ETTETINNNI YT TREN SN FUR NN AN O Pacific? 1,261 15221  +2.% +08 ISAO
1980 1881 1982 United States? 311,032 12310 410  +11  +21

Taverage number during the yaar ‘Inciudes Alaska and Hawaii, 3/

*From year aarlier. Adjusted for calendar composition.
May not add to totals becauss of rounding.

USDA Neq. ERS 2705-82(3)



CHAPTER IV, DAIRY COOPERATIVES
PART I - “THEIR BIRTH AND EARLY HISTORY"

CO-0PS: A COUNTERFORCE

There is a basic law of physics that
states that for every action there is an
equal and opposite reaction. The law
applies equally well to the development of
cooperatives.

Co~ops weren't developed out of the
clear blue sky. It wasn't a case of some-
body who had nothing else to do saying
"let's start a co-op." Instead, coopera-
tives were a reaction to forces existing
at that time in the marketplace.

An understanding of those forces will
lead to an understanding of how co-ops
came to be, Back in the early 1800s,
during the formative years of the New York
City market, milk supplies came from farms
within the ec¢ity limits, or from other
farms not more than horse-and-wagon dis-
tance away. But as open land within the
city limits was consumed by its growing
population, another source of milk was
sorely needed. This need was answered
largely by dairies built adjacent to brew-
eries and distilleries. The spent grains
from the breweries and distilleries pro-
vided a cheap source of by-product feeds.
The milk from these dairies was referred
to as "distillery milk" (and sometimes, in
a less kindly vein, as "slop milk").

New York City's population continued to
grow, reaching about 400,000 by 1840,
Ample supplies of fresh milk were avail-
able upstate to supply the city all it

needed, but there was no way to get it
there. Railroad milk-runs were yet to be
" developed.

Buoyed by growing export markets for
butter and cheese, dairy farming had al-
ready spread rapidly throughout much of
New York State before the mid-century
mark. As wool production moved westward,
the cow took the place of the sheep on
most farms as the most profitable user
of the pasture and hay crops for which
much of the state was so ideally suited.
Cheese factories and creameries literally
dotted the upstate countryside after the
cow took over,

RATIL SHIPMENTS BEGIN

Although the first rail
milk had begun in 1842,

shipment of
a decade later
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distillery milk still made up two-thirds
of the city’'s milk supply. However, the
quality of this distillery milk was so
poor that it served as a stimulus for
development of country milk supplies.

Hardly a great deal more could be said
for the purity of country milk. Im fact,
in those days much of the milk sold in the
city was diluted half and half with water.
(A quote from "The Milk Trade of New York
and Vicinity", a book published in 1853,
highlighted the problem of milk quality
in that era. 'We are certain we do not
overestimate the quantity when we say
that of the milk consumed by private
families one-fourth is water with a mix-
ture of chalk, flour, molasses and other
ingredients.")

Although New York State passed legis-
lation in the 1860s prohibiting the sale
of milk which had been adulterated by
water, it was not until the end of the
century that the practice was fully
eliminated. (The Babcock test for butter-
fat ended watering.)

In those early years, dairy farmers
either so0ld their milk directly to con-
sumers or to small milk dealers who pur-
chased milk from only a few farmers.
Early rail shipments to NYC came mostly
from Orange County, New York, some 40 to
80 miles away, although some arrived from
the nearby counties east of the Hudson
River,

MILK PRICES

For almost 20 years, from the time
farmers first started shipping milk from
the country until the time of the Civil
War, farmers received, on an annual basis,
about 3 cents per quart. The price varied
with the season, running about 2 cents in
the spring and early summer, when supplies
were plentiful, and climbing to 4 cents in
the late fall and winter, when the supply
was short. In the flush months, prices
were only a little better than those paid
by creameries and cheese factories, but
larger premiums were paid by dealers in
the fall and winter months.

Because a personal relationship existed
between farmers and the small dealers to
whom they sold their milk, and also be-
cause the price farmers vreceived was



higher than that paid by creameries and
cheese factories, both dairymen and
dealers accepted the status quo. Farmers
had little incentive to band together to
dicker about price or terms of sadle.

During the Civil War, the prices that
farmers received for milk rose to 5 cents
a quart (on an annual basis) and reached
an unbelievable 7.5 cents in the winter of
1865, ‘

But when peace came, deflation fol-
lowed. Farm milk prices skidded and by
1878 had fallen even below their modest
prewar levels,

SHIPPING CHARGES

Freight rates, which ran about 30 cents
per 40-quart can before the Civil War,
doubled during that conflict. Two dif-
ferent charging systems were in use. West
of the Hudson River all freight rates were
the same, regardless of the distance.
However, east of the Hudson three rate
zones, based on mileage, were used. All
rates declined somewhat after the war but
the flat one-rate system was continued
throughout much of the production area
until almost the turn of the century.

New York City's population continued to
explode in the years following the Civil
War, reaching nearly .2 million by 1880.
This sharp growth, coupled with the
phasing out of distillery milk, required a
rapid expansion of country milk supplies.

As the market grew, milk dealers also
became larger. As the number of farmers
supplying milk to the city increased, and
as the number of farmers from whom an
individual dealer purchased milk grew, the
personal one-to-one relationship that had
prevailed in earlier years began to break
down. In combination with lower milk
prices and higher freight rates, this soon
caused dissatisfaction among dairymen.

FARMERS UNHAPPY

Right from the start dairymen were dis-
satisfied with the price they received in
years when the weather went against them.
Poor pastures cut their milk production
and, because no milk price adjustments
were made, also cut their dincome. On the
other hand, in years when weather was

particularly favorable and production
followed suit, farmers often received
lower prices for surplus milk. Price
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adjustments seemed to follow a one-way
path~-down,
As the city milk market grew, and

dealers with it, farmers became more and
more concerned with dealer buying prac-
tices. While some dealers purchased milk
on a 6-month contract basis, with prices
spelled out in advance, others didn't
and their producers never knew what price
they'd receive until after they had
shipped their milk.

Farmers were unhappy about some other
things. They were unhappy about deduc-
tions for spoiled milk, about failure of
dealers- to return cans on time (or some-

times not at all), about slow pay, and
ocecasionally about the failure of some
dealers to pay at all.

In the 1870s they began to react. This

reaction took the form of farmer organi-
zations to deal with milk buyers.
early organizations were of limited scale
and of short duration.

As more dealers bought more milk from
more farmers, pricing became a problem for
both dealers and farmers.

A farmer who was paid a lower price
than a neighbor received from another
dealer naturally became upset. So a good
deal of haggling occurred between dairy
farmers and dealers. Not only did this
burn up more and more of the dealer's
time, but usually it wasn't resolved to
the satisfaction of either the dealer or
the dairyman,

DEALERS ORGANIZE

To correct this milk dealers formed
their own organization which had, as omne
of 1its purposes, the coordination of

prices paid dairy farmers. Three of these
dealer organizations were in operation in
1880, The three united to form a joint
price committee for arriving at common pay
prices to farmers, The continuing need
for a basic monthly price quotation was
one of the reasons that the Milk Exchange
Limited was formed just a couple of years
later. The Exchange not only established
a basic price quotation, but also made
sure that dealers didn't deviate from that
price.

Farmers were totally excluded from this
price-making process, Naturalily they
resented that and so renewed efforts to
form their own associations to deal with
dealers and dealer organizations. Several

These -



of these producer associations sprung up
along the rail lines hauling milk to the

city. The Orange County Producers Associ-
ation, the Erie Mutual Milk Producers
Association, and the Midland Milk Pro-

ducers Union were three of the groups
formed to deal with the Milk Exchange.

FIRST WITHHOLDING

About the only weapon producer organi-
zations had in theilr arsenal was milk
withholding., In 1883 they used it. This
was the first time a milk strike was used
in negotiating ptice. These early pro-
ducer associations achieved some temporary
success, but had little 1lasting benefit
and soon passed from existence. However,
new ones continued to take their place as
producers vowed to develop a counterforce
to the Milk Exchange.

Groups. with names long since forgotten,
like the Milk Producers Union and the Five
States Milk Producers Association, were
formed to negotiate milk prices with the
Milk Exchange. While these too achieved
short-term gains for their members,
neither proved an enduring structure for
representing producer interests. Like
their predecessors, they soon passed from
the scene.

SOME ACHIEVEMENTS

Despite the brief existence of these
organizations, their efforts were not
entirely in vain, One notable success was
in bringing about an investigation of
freight rates by the Interstate Commerce
Commission, From this came an ICC order
which ended the simple flat-rate system
and substituted a four-zone system.
Freight rates in the zones closer to the

city market were reduced by this new
order. Nearby producers, who had long
sought this change, were particularly
appreciative.

Another effort of these early dairy
farmer organizations led in 1888 to an
investigation of the New York WMilk Ex-~
change Limited by the New York Senate.

The dinvestigation brought about the
dissolution of the Exchange in 1895.
. However, the dealers incorporated a new

but remarkably similar organization in New
Jersey soon after. The mnew exchange,
named The Consolidated Milk Exchange, took
over the price-making function of the
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earlier one, So the dairy farmers' vie-
tory was short-lived.

The population of the ecity continued to
pyramid. In just 30 years, between 1880
and 1910, another 2 million people were
added. Adjacent areas in New York and New
Jersey increased an additional 1.5 mil-
lion. To get enough milk, dealers sought
out supplles further and further from the
city. By 1910 the milk supply area (the
milk-shed) for the New York-New Jersey
Metropolitan market had reached approxi-
mately its present day dimensions. Milk
was then being hauled as much as 400
miles,

FACTORS AFFECTING PRICES

Despite this rapid growth in the metro-
politan milk market, the prices that
farmers were paid declined gradually
during most of this period. Two factors
contributed to this decline. One was the
ready availability of new milk supplies
upstate.. The supply merely had to be
attracted away from that sold to cream-
eries and cheese factories. Export
markets for butter and cheese declined
after 1880 and this further reduced the
price incentive required to attract milk
supplies to the city.

The railroads were partly to blame for
the poor milk prices. The rail rate
structure made milk hauling particularly
attractive, Often, in attempts to gen-

erate additional hauling revenues, the
railroads developed new supplies £faster
than even the fast-growing market for

fluid milk could absorb., This surplus
milk, particularly in the flush months of
the year, caused downward pressures on
milk prices. As a matter of fact, the
railroads may have had more to do with
holding prices down than did dealer
associations,

Many dealer consolidations occurred in
this era and some reached substantial
size. The two largest firms, the Borden
Condensed Milk Company and the Sheffield
Farms—~Slawson Decker Company never became
members of the Milk Exchange. Borden's
purchased milk on a 6-month contract
basis, announcing its wmonthly prices at
the beginning of each contract period.
Both Borden's prices and the Milk Exchange
prices (which were announced monthly) were
widely publicized throughout the produc-
tion area and varied 1little one from
another. :




Because dealers played such a dominant
role in fixing the prices paid producers
for milk, dairy farmers continued efforts
to develop an organization that could give
them a voice in the price-making process.

LEAGUE ORGANIZED

The first successful organization of
producers, one with enough collective
power to countervail that of the dealers,
was born in 1906. This new organization,
called the Dairymen's League, was spon-
sored by the Pomona Grange of Orange
County and was incorporated in 1907 under
the laws of New Jersey. Membership in the
new organization grew slowly but steadily
in its early years. In fact, its first
efforts were limited pretty much to
building membership and to developing a
workable organizational structure.

The leaders of this new association
recognized that they could never go up
against the power of dealers without the
kind of strength only numbers could
provide. By vear-end of 1913, League
membership had grown to 8,400, Soon after
the League shifted its main push from
membership development and began making
marketing agreements between the organiza-
tion and its members. Those agreements
gave the League full authority to sell the
milk of its members,

By mnow, World War I was raging in
Europe. The inflation that accompanied it
played an important part in the successful
development of the Dairymen's League.
Despite that inflation milk dealers were
relyctant to raise retail milk prices,
which had been stable for years. Dealers
feared consumer reaction to a price in-
crease and the chance of lost sales. So
they were reluctant to raise prices paid
farmers, In fact, dealers were more
afraid of their competitors and their
customers than they were of their pro-
ducers. Farm mnilk prices were not in-
creased in 1914 and 1915, nor were they
changed through the summer of 1916.

However the things which farmers had to
buy to produce milk didn't hold the line.
They went up as the wvalue of the dollar
went down. In that environment, Dairy-
men's League leadership came under strong
pressure to take action for higher prices.
However, the League leadership resisted.
They wanted to buy time for building mem~
bership. When the right time came,
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- they wanted

the ‘clout™ to negotiate
g

effectively,
THE CHICAGO MILK STRIKE

Similar situations prevailed in most
other fluid milk markets. Producers in
many markets had formed asscciations to
negotiate with milk dealers over milk
prices. The Chicago Milk Producers As-
sociation (formed in 1909) called a milk
strike in the spring of 1916. The success
of its action was well publicized in the
New York Milkshed and gave added impetus
to the organizing efforts of the Dairy-
men's League. '

In September 1916, the
League annocunced a 6-month schedule of
prices to become effective in October.
The prices anmounced were 45 cents per 100
pounds higher than Borden had paid in the
same months a year earlier. About a week
after the League's prices came out, the
Borden Company announced its own offering
price for October.

In anncuncing a price for a single
month, Borden was abandoning its 1long
established practice of announcing prices
6 months in advance. Borden's price was
20 cents higher than that of the previous
October, but was 25 cents less than the
League's announced price, A few days
later, the Sheffield Farms-Slawson Decker
Company announced their price, one almost
identical to Borden's.

Dairymen's

THE LEAGUE STRIKES

The New York State Department of Foods
and Markets was designated as the sales
agent for the Dairymen's League. However,
the milk dealers refused to recognize the
League and also refused to recognize the
Department as its sales agent. The League
was now ready; it retaliated. The strike
was on! The city’'s milk supply began to
dry up,.

Many dairymen who were not members of
the League were in sympathy with its goals
and joined the withholding action. Within
a week, a number of the independent deal-
ers came to terms with the Dairymen's
League. It took two weeks, however, be-
fore the major dealers capitulated and
reached agreement with the League.

At the start of the strike, the Dairy-
men's League had about 13,000 members.
While this was ouly about 15 percent of



all the producers in the milkshed, it
represented a much higher proportion of
those who supplied the metropolitan New
York and New Jersey market.

The success of the milk strike gave
legitimacy to the Dairymen's League in the
eyes of both producers and dealers.
During that inflationary wartime period,
our nation's wholesale commodity prices
had more than doubled. Farm milk prices
also doubled. Many dairymen gave the
League credit for this sharp jump in milk
prices. So a favorable image of the
Dairymen's League was created in the eyes
of most dairymen and they flocked to the
organization in large numbers. By the end
of 1916, its membership had reached 30,000
and by 1920, it was reported to have
exceeded 80,000.

SUPPLY CONTROLLED

At that point the organization con-
trolled more than 80 percent of the total

supply in the New York milkshed. Nor was
the League's experience unique. Producer
organizations formed in other markets

during this period were equally success-

ful. 1In fact, many of today's major dairy
co~ops trace their beginnings to ' this
time.

Several of these producer associations
recognized the need for a national organi-
zation, one that would represent them in
matters of legislation and one that could
serve as a clearinghouse for information

about milk marketing on a nationwide
basis. So, in 1916, eight producer
associations (including the Dairymen's

League} formed the National Cooperative
Milk Producers Federation. This organi-
zation was formed in Chicago and was
incorporated umder the laws of Illinois.
Today the Federation 4s the principal
organization representing the interests of
dairy cooperatives and their farmer
members on a national level., 1It's now
located in Washington, D.C.

COURT SUPPORT

A solid base for the legal status of
milk producer organizations also was built
during this period. Success 1is never
without risk. So successful was the
Dairymen's League (and other milk producer
associations}) in bargaining with milk
dealers for higher prices, that they were
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indicted under state and federal anti-
trust laws. The producer associations
defended their actions 1n the courts and
most indictments were dismissed. These
court decisions helped establish the legal
right of dairy farmers to bargain collec~
tively with milk dealers for price and
terms of sale,

In addition to court interpretatiomns,
some new laws were passed and some exist-
ing laws amended to help clarify the
exemption of producer organizations from
state and federal anti-trust laws, The
Dairymen's League, which at this time was
the largest of all producer associations,
played a major role in several of these
efforts.

When the Dairymen's League was organ-—
ized there were no cooperative laws,
Instead, the League was incorporated under
the general business corporations law of
the State of New Jersey. By 1918, the
need for some state laws which would
permit producer organizations to incor-
porate separately from business corpora-
tions had become apparent., The Dairymen's
League played an important role in draft-
ing a cooperative corporation law, which
was passed by the New York legislature in
that year., The League incorporated under
that law scon thereafter.

The Dairymen's League was also charged
on several occasions with viclating the
New York State Anti-trust Law, This law,
the Donnelly Act, was amended in 1918.
The amendment, which the League helped

formulate, made it legal for farmers
to organize and sell their products
collectively.
CO-0P'S BILL OF RIGHTS

In other parts of the country the

rights of dairy farmers to sell their milk
collectively through producer associations
was also being challenged under federal
anti-trust laws.

S50, in concert with the National Milk
Producers' Federation, these producer
associations lobbied for national legis-
lation to clarify the exemption of pro-
ducer associations under the anti-trust
laws, :

The Dairymen's League was active in
this effort which culminated in the
passage of the Capper Volstead Act in
1922, This act, often called "The Cooper-
ative Bill of Rights" did much to clarify



the rights of farmers to buy farm supplies
and market their products collectively,
The period during and immediately
following the first World War truly marked
the beginning of the cooperative movement
in the United States. Producers were
successful in forming organizations that
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nilk
The

made collective bargaining with
dealers more than a hoped-for goal.

legal basis for cooperatives and their
activities was fully established. The
actions and activities of cooperatives

today still rest on these laws and on the
way the courts have interpreted them,

-PROPORTION OF FEDERAL MILK ORDER PRODUCERS BELONGING TO COOPERATIVE
ASSOCIATIONS AND PROPORTION OF PRODUCER DELIVERIES UNDER FEDERAL MILK
CRDERS MARKETED BY COOPERATIVE MEMBERS, BY REGIONAL GROUPS OF ORDERS, FOR

DECEMBER OF SELECTED YEARS

Producers

belonging

Producer deliveries
marketed by

: to cooperatives
Region 1/ f : coop?rative members
;1965 : 1970 : 1975 : 1980 1965 : 1975 : 1980
Percent

North Atlantic /7.9 77.4 74.2 £9.2 /8.2 73.5 68.6
South Atlantic 87.1 99.1 94.4 91.4 86.5 94,7 93.2
East North Central 87.9 88.7 91.3 89.6 86.3 91.5 90.5
West North Central 94.9 94.6 93.3 87.3 94.3 93.5 88.3
East South Central 89.5 95.3 87.6 82.8 87.0 85.0 82.1
West South Central 85.3 92.5 91.8 91.5 85.2 88.0 87.0
Mountain 91.5 97.0 94.4 95.7 87.3 90.3 92.0
Pacific 72.4 72.5 81.8 88.9 69.9 77.4 85.3
Total 84.8 86.5 86.4 83.6 | 84.1 B5.9  84.0

1/ Regional totals have not been adjusted over time for marketing area changes.

CODPERATIVE MEMBERSHIP AND PRODUCTION, NEW YORK-NEW JERSEY
MILK MARKETING AREA, APRIL 1968-1982

Month ol Number of producers

Pounds of miik

Apnil Total Coop. %, Coop. Total Cocp %, Coop
1968 30.305 2i.881 722 911 8585882 659.003.744 723
1969 28.931 20.919 723 931025.095 673.176.371 723
1870 27.118 19,255 FAN 930.027 643 B62.796.390C 713
1971 25332 18.047 AR 925 969 872 655.756.179 708
1972 24 356 17.607 723 039.431.605 §76.287.339 - 720
1973 22543 16,162 77 BE3.806.554 615,939 600 73
1974 21207 14,923 704 840.440,320 585,151,617 69.6
1975 20.570 13.676 665 853.519.037 557,191 131 653
1976 19.377 11,666 60 2 854,738 061 500.774.809 5B 6
1977 18.997 11,200 53.0 842.820.866 479 902 876 569
1978 17.865% 10,518 589 866.372.570 487092123 562
1979 17,679 10,251 580 B897.698.581 490872671 547
1980 17.622 9,889 6.1 930.493.976 495,295 218 532
1981 17.685 10.064 56.9 973.802.229 522 B01 006 837
1982 17.438 10.362 59 4 -+ 966.304.668 540.293152 559




CHAPTER IV,

DATRY COOPERATIVES

PART 11 - “THEIR DEVELOPMENT AND CURRENT ROLE”

UNITY LACKING

In part because of its size, there has
been less unity among dairy farmers In the
New York market than in about any other
large=city milkshed in the country. A
brief time around World War I is the only
time that most dairymen in the New York
milkshed have united in a single dairy
organization. That organization was the
Dairymen's League.

However, the success the League enjoyed
in attracting dairy farmers during that
WWI period was short-lived. Once peace
arrived, overseas markets for canned milk
collapsed. Many condenseries and cream—
eries in the New York milkshed closed,
Thousands of League members faced loss of
markets. This forced the reorganization
of the League and altered its objectives.
Up 'til then it had been a bargaining
association. But to maintain outlets for
its members' milk, it had to buy milk
plants and become a marketing association.

The mnew reorganized cooperative de-
manded a greater commitment of its mem~
bers. After all, buying milk plants took
money. Reorganization also brought with
it some new arrangements with dairymen,
which, in one form or another, still exist
today. Among the new items were annual
contracts with members and provisions for
generating member capital, and also, ap-
pearing for the first time, was a new
pricing arrangement called a classified
pricing and pooling system. Under this
system, milk was sold at different prices
for different classes of use. The money
was ''pooled", and a single blended price
returned to its members.

Many members of the League did not like
these changes and did not join the reor-
ganized cooperative.

SHEFFIELD CO-OP ORGANIZED

Sheffield Farms Company, the market's
second largest milk dealer, refused to
purchase milk from the new cooperative omn
a classified price basis. Instead it
created its own co-op, the Sheffield Milk
Producers Cooperative, This started a
division among milkshed producers which
was to last for more than half a century.
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The Sheffield Company consistently used
more of its milk as Class I than did the
Dairymen's League. Therefore, the
Sheffield Producers Cooperative consis-
tently paid higher prices to its members.

Membership in the Dairymen's League,
which was cut in half as a result of its
reorganization in 1921, further eroded
through the remainder of the 1920s and the
early thirties. Several efforts were made
during this period to reunite producers in
a single organizational structure, but
none were successful.

THE GREAT DEPRESSION

When Black Friday signalled the start
of the world's worst depression, stock
prices were not the only thing that fell.
The farm price of milk plummeted to less
than half its previous level. Because of
the seriousness of the situation, a Joint
Legislative Committee was appointed in New
York te study the state's ailing dairy
industry and recommend legislative action.

The committee’s report led to quick
passage of the state's first milk control
law in 1933.

PUBLIC REGULATION

The New York Milk Control Law created a
Milk Control Board and gave it broad
powers to vregulate and stabilize the
state's milk industry. It was given the
authority to fix prices dealers paid as
well as the prices at which they sold.
Selling prices at stores were also fixed.

"Fixing" prices is never as simple as
it seems, Right from the start, many
recognized that, because of the interstate
character of the New York City milk mar-
ket, a state-imposed pricing system might
not work effectively. Arbitrarily es-
tablished Wew York prices might get out
of "synch" with unregulated out-of-state
prices. The state's price-fixing pro-
gram inadvertently led to the formatiom
of a great number of small producer-
cooperatives, These were formed with
the help of dealers to "get around" the
state's price-fixing program and te stay
competitive with out-of-state sources of
milk,

Producers who feared losing their
market to cheaper out-of-gstate milk were



willing participants in the effort to
lower in-state dealers' costs for milk.
In fact, more than 100 different local
coopetratives were formed around milk
assembly plants during this period. These
small co-ops represented the beginnings of
a third grouping of producers, which was
to become a permanent part of the co-op
structure of the New York milkshed.

Failure of the price-fixing mechanism

led to overhaul of the state's milk
control law din 1937, The revisions
permitted the state to join with the

federal government in a program to set
producer milk prices. It also permitted
federation of cooperatives into bargaining
agencies,

BARGAINING AGENCY FORMED

This led to a second brief period of
producer unity in the New York milkshed.
The Dairymen's League, Eastern Milk
Producers Cooperative (which had replaced
the former Sheffield Cooperative), as well
as the many local cooperatives formed in
the preceding years, joined together to
form the Metropolitan Cooperative Milk
Producers Bargaining Agency.

This grouping of co-ops was successful
in developing and putting into effect a
federal-state milk marketing order in the
New York market in the fall of 1938, At
that time, Metropolitan Bargaining Agen~-
cy's member cooperatives represented about
70% of all producers im the New York
milkshed. Only once before (following the
milk strike of 1916) had the region
experienced such a degree of cooperative
unity as existed at that time.

Once the marketing order became opera~
tive, several cooperatives pulled out of
the Bargaining Agency. Eastern Milk
Producers was one of the first to with-
draw. Several local cooperatives, most of
which owned and operated country milk
assembly plants, also withdrew. This
group was the nucleus of what later became

the Mutual Federation of Independent
Cooperatives. The Dairymen's League and
many of the other local cooperatives

continued as members of the Metropolitan
Bargaining Agency.

Both the Bargaining Agency and Mutual
Federation were lcose-knit federations,
Many of the Agency's members and some of
Mutual's were bargaining cooperatives.
The principal function of both organiza-
tions was to represent its members in
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federal-state amendment
proceedings,

Originally neither of the two sold milk
for their member co-ops, but over time
both did. First Mutual and 1later the
Bargaining Agency bought manufacturing
plants to balance supplies for their co-op

members,

marketing-order

THE BIRTH OF NEDCO

The Dairymen's League withdrew from the
Metropolitan Bargaining Agency as the
latter became more involved in marketing
and processing. Soon after Dairymen's
League withdrew, the Metropolitan Bar-
gaining Agency joined with Mutual TFed-
eration to form Northeast Dairy Coopera-
tives. Northeast, now known as NEDCO,
has continued to the present. NEDCO,
Dairylea, and Eastern are '"the big three"
of the cooperative structure of the NY-NJ
order.

Several times two or all three of these
organizations have joined together tempo-
rarily in a formal organizational struc-
ture. On numerous occasions they have
worked together informally on specific
activities. All three participate in the
Northeast Dairy Cooperative Coordinating
Committee, The three organizations also
joined in forming Empire Bargaining Agen-
cys but Empire never really got off the
ground,

CMA FORMED

Dairymen's League and NEDCO have been
affiliated in wvarying degrees over a
period of several years, In the early
seventies, two organizations formed the
Cooperative Marketing Agency (CMA). With-
in {its structure the two cooperatives
consolidated milk assembly, balancing
plant operations and bulk milk sales.
This is the only significant effort by any
of the three cooperatives to consolidate
physical marketing activities, and this
effort was short-lived,

CMA was dissolved after two vyears.
However, Dairylea had continued its af-
filiation with NEDCO until recently, and
the two organizations have formally worked
together in carrying out order activities
and educaticnal programs, The latter
arrangement, in large measure, had been a
forced marriage that permitted the two
organizations to qualify for cooperative
payments.



THE RECENT PAST

Charles Dickens, in opening his "Tale
of Two Cities,” described an era that was
the "best of times and the worst of
times". In the past decade, Order II
Co-ops must have believed they were living
in a similar era. 1In some ways, they
responded splendidly to the times - acting
promptly when forced to take over the
assembly of more of their members milk;
when required to find outlets for milk
because of loss of sales to buying han-
dlers; when required to build or buy
processing facilities to handle members
milk; when balancing "the extra flush" in
high production years.

During this period, all three coopera-
tives took on as new members some produ-
cers who lost markets, They also handled
milk for nonmembers who had lost markets.
In general, the co-ops charged these non-
member producers the costs that were in-
volved in handling the milk.

The residual milk that cooperatives
have handled to clear the market and
provide outlets for members' milk is
highly seasonal in character. What's
more, it's often spread over a broad
geographic area, This makes it expensive
to assemble and process 1into storable

products, particularly in contrast to some
of the surrounding markets where the
pattern cof producer deliveries has been
less seasonal.

THE OTHER SIDE

In other ways, some called the past
decade "the worst of times”. During this
period Pairyvlea eXxperienced large oper-
ating losses. This forced it to increase
its membership dues and make special
assessments of members to cover losses.
It also converted the nature of dits
members® capital contributions. Interest-
bearing Certificates of 1Indebtedness,
which had fixed due dates, were exchanged
for noninterest-bearing Certificates of
Equity, carrying no due dates,

After NEDCO withdrew from CMA, Dairylea
closed four of the five balancing plants
that CMA had operated. Four of these were
sold or leased to other co-ops.

Eastern Milk Producers also experienced

sharply increased marketing expenses in
handiing its members' milk. It, too, was
forced to make capital deductions from
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members to acquire and remodel needed milk
plants. As a consequence, Eastern's re-
blended return to members often fell well
below blended price.

While NEDCO's balance sheet in that
period often appeared somewhat better than
the two other members of '"the big three",
it too had to call upon its members for
capital to purchase and operate marketing
facilities,

But, one may ask, what dairyman should
expect to invest only in production
facilities and not in marketing? Market-
ing after all, costs momey. While co-ops
may be exempt from some of the antitrust
laws, they're certainly not exempt from
the laws of economics.

A CURRENT LOOK

During the seventies, cooperatives in
the New York milkshed experienced de-
clining membership. At the end of that
decade only about half of all producers in
the milkshed are members of, or in anvy way
affiliated with, the three major coopera-
tives, But after a decade of decline
membership swung the other way. At the
end of 1982, 55% of all milk receipts in
Order II were «coming from cooperative
producers.

A smaller percentage of dairymen are
members of cooperatives in the New York-
New Jersey market than in other federal
order markets. In other markets, not only
are more of the producers cooperative
members, but in many cases they're members
of a single cooperative. Or if not, the
cooperatives themselves affiliate with
each other and carry out marketing funec-
tions jointly.

RFASONS FOR DISUNITY

Why the lack of unity in the New York
milkshed? It stems in part from the
structure of the cooperatives themselves.
The Dairymen'’s League, ever since its re-
organization in 1921, has been extensively
involved in the physical marketing of
milk, including the operation of milk
plants. Though initially involved omnly in
the operation of manufacturing plants,
over time it became involved also in oper-
ating fluid plants and distributing fluid
products. In fact, the League for many
years has been one of the market's prin-
cipal fluid wmilk processors and distribu~



tors, not only in the metropelitan market,
but also in secondary markets throughout
the production area,

From dits begipnning until almost the
present time, Eastern Milk Producers has
been a bargaining organization. In fact,
only in recent years has it been involved
in operating milk plants, and omly lately
has the involvement been on a significant
scale. As the years have passed, Eastern
has also become more involved in the
assembly of its members® milk,

NEDCO differs from both the other c¢cop-
eratives in that it is a federation., Its
member cooperatives are both bargaining-
and operating-type organizations. In
1981, NEDCO marketed milk for 38 of its 54
member cooperatives. The remaining 16
marketed their milk directly to buying
handlers.
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NEDCO has represented all its member

cooperatives in market order activities.
It markets the milk for some of its co-ops
and provides quality control and payroll
services for some. It doesn't market milk
for its member bargaining cooperatives,
and even some of its member operating
cooperatives market their own milk, Few
marketing functions are fully centralized
in the NEDCO organization.

NOT ALIKE

Over the years, the diversity among the
three cooperatives has made it difficult
for them to define a common purpose, The
functional differences among the three
have been reflected in their policies.
Because of this frequently they have been
unable to reach agreement on order amend-
ment proposals,

Competition for membership also has
been intense over the years and in this
competition each organization has empha-
sized its differences from the others.

In the last few years, the "big three"
have become more alike in the functions
they perform. In the future this may make
it easier for them to define common goals.

COOPERATIVE CONTRASTS

In most federal milk order markets,
cooperatives assemble much of the milk,
They supply the dealers and take care of

processing any residual in cooperative
plants, Some co-ops do operate fluid
plants, but usually this has come only

after the co-op had the assembly and bal-
ancing functions in the market well
organized, in other words, after they had
gained control of the milk supply.

In contrast to Order 2, the provisions
of some federal orders (particularly their
shipping requirements) are such that deal-
ers find it more attractive to buy from
co-ops than to buy from individual dairy-
men. This explaing in good part why co-
ops in some other areas have beea so much
more successful in assembling the market's
milk.

Because our NY-NJ wmilk supply is so
seasonal, "balancing” has been costly to
our co-ops. It will continue to be unless
and until we level out our seasonal ups
and downs,

C0-OP CONSOLIDATIONS

In the late 1950s and early sixties, a
merger movement hit the co-ops. Starting
in the Midwest, it eventually spread over
most of the country. It began with co~ops
tying together in federations.

The first of these, the Great Lakes
Federation, was formed in 1960 to bargain
with milk dealers for Class I prices above

federal order minimums. The second
federation, Associated Dairymen, WAS
created in 1964 to raise Class I milk
prices 1in federal  orders throughout

America's midsection.

What began as federations, with limited
goals and loose~knit structures, grew
eventually to four gilant regional co-ops,
the last of them born in 1978, All are
now centralized marketing organizations,
The largest, Associated Milk Producers,
Inc., was an offspring of Associated
Dairymen. Mid-America Dairymen stemmed
from the same parent. A number of addi-
tional co-ops merged with these two.

Dairymen, Inc., formed din 1968, now
sprawls over much of the southeastern and
Gulf Coast states., Milk Marketing, Inc.,
formed in 1978, includes most of the
co—ops that made up the Great Lakes Feder—
ation (although a number of them had pre-
vicusly merged with one another}.

Merger and federation came more slowly
in the Northeast, Yankee Milk, which
resulted from a merger of the three major
co—-ops in New England, was formed in 1972,
In 1980, Yankee Milk became the nucleus of
a new regional co~op called Agri-Matk,
This cooperative was formed as the result



of a joint venture with the Boston-based
H. P. Hood Company, the major fluid outlet
in New England, The Northeast'®s largest
farm service and supply co~op, Agway, by
purchasing the Hood Company, acted as a
catalyst to bring about this partnership.

A bit farther south, din the Middle-
Atlantic market, the Penn-Marva Federation
was formed in 1968 by its three biggest
co-ops.

Several co-ops in the western New York
State orders joined together to form
Upstate Milk Cooperative. The partners
were themselves a culmination of several

earlier mergers in the Rochester and
Niagara-frontier markets,
MERGER HURDLES

This merger movement has not come
easily., The co-ops 1involved had to
surmount difficult obstacles. Consider
what they faced. They were trying to
bring together organizations of widely

diverse nature, groups spread over vast
geographic areas, co-ops serving scores of
different markets, some of them hundreds
of miles apart. Yet, they did it. They
faced their problems and they resolved

them. They created new cooperative
structures.

Unfortunately, here in the WNew York
milkshed, co-ops have been unable to

overcome similar obstacles. Only in the
recent past have their mutual efforts and
joint ventures shown any promise of bear-
ing fruit.

Can our New York milkshed co-ops become
more united? Admittedly, the job is big,
the risks are great, but so are the poten-
tial rewards.

Unity could bring many benefits., Co-
ops could speak with one wvoice, both in
legislative rolls and in order hearings.
They could face up to problems squarely.
They could, for instance, address them-
selves to the problem of seasonality.

Unity could bring sales benefits. No
longer would co-ops be competing against
each other in the sale of bulk milk (often
to a common buyer). Dealers could no
longer play o.e co-op against another.

Unity could bring efficiency. It could
save money in assembling milk, in oper-
ating plants, in paying producers, in
management, financing, and administration.
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ARE CO-0OPS NECESSARY?

Are co-ops really necessary? For
dairymen who lose their market and found
one with a co-op the answer should be
easy. Their answer should be a resounding
yes.

But how about the other 16,000 Order 2
dairymen who didn't lost their market? Or
the more than 8,500 Order 2 dairymen who
don't belong to a co-op? What are co-ops
doing for them? They have an order, why
do they need a co-op?

Admittedly, din the short-run some
dairymen, good producers selling to fi-
nancially sound dealers, are able to get
along without co-ops. But even these can
be affected by the market’s instability,
by all the extra milk floating around that
co-ops take care of.

In the long-run, there’s just no ques-
tion., Co-ops are necessary! In fact, if
present co-ops were to fail, probably the
first thing that dairymen would have to do
would be to organize a new one, Because
in the long-run, an order just can’t fune-
tion without a strong cooperative pres-
ence. Without continuous adjustment, an
order would scon be "out-of-synch" with
prevailing market conditions. Perhaps
dairymen would become dissatisfied with it
and vote 1t out. Or maybe the Secretary
of Agriculture, recognizing its dinappro-
priateness, would withdraw it,

To work properly, an order has to be
continuously adjusted. Who will do it?

The market administrator can't. He
doesn't have the authority. The Secretary
of Agriculture can't. That's not his
role. Only producers can.

But, individually, never. dn  inddi-
vidual dairyman has a farm to run, cows to
milk. He doesn't have the time, the
staff, or the facilities to keep abreast
of current marketing conditions. He

cannot attend all the lengthy hearings,
nor can he by himself provide the support-
ing data and analysis appropriate teo his
interests. How can he even hope to stay
up on all the changes and complicatiocns
that "truing up" an order requires?

Individually, no way. Only collec-
tively, as a member of a co-op, can he do
it,

Many of <today's dairymen, Thaving
started in farming only after co-ops had
been long on the scene, never personally
experienced the tribulations of wilk



marketing before co~ops came. Passing
years and better times may cloud the
recollection of others.

CO-0PS VITAL

The role of co-ops is vital not only to

the maintenance of an order, but also to

orderly marketing. That role takes many
forms, such as:

. guaranteeing markets for members in the
sale of milk,

. acting as an agent for members in the
sale of milk and in bargaining for its
price,
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. arranging the efficient assembly of
milk,

. providing distributors with their
entire fluid requirements (thereby
eliminating or reducing their reserve
supply needs),

. acquiring and operating facilities to
haul, store, and process milk,

. operating these facilities when neces-
sary, even at a loss, to "clear the
market™,

How much better could this 7role be
carried out if Order 2 dairymen had one
co-op that spoke with one voice? Perhaps,
if you and your cooperative leadership are
ever of that mind, we'll find out.



CHAPTER V.

THE MIDDLEMAN

THE MILK DEALER

Once, milk dealers took their products

all the way from the farmer to the con-
gsumer. But most don't today. Now they're
generally the "men in the middle."

Often "cussed," seldom praised, milk
dealers, the "men in the middle" between
farmers and consumers, have played a vital
role in the development of the milk mar-
keting system we have today.

After all, they're the ones who convert
most of our milk inte the final products
that consumers buy. More than anyone
else, they've kept those products attuned
to the ever-changing tastes of consumers.
They've developed new products and im-
proved old ones. Look what happened to
yogurt with all those fancy new fruit
flavors, Now it's even being frozen.
Take ice cream. What food preduct can you
think of that's increased less 1in price
over the last 20 years?

The milk dealer has accomplished all
this in a highly competitive environment.
It's a "rough and tumble", "winner-take-
all" business, and not many have survived
the culling process.

IN BETWEEN

At one end of the line, most dealers
buy their milk from co-ops, mnot from
individual farmers. Some of these co-ops
are giant organizations, which are now
performing many of the services that
dealers used to perform, Cooperatives
carry out these services and, in turn,
"sell" them to milk dealers.

Co-ops assemble the milk, balance the
supply, carry out the quality control of
farm milk supplies, and handle the produ-
cer payrolls., And if they're not satis-
fied with the dealers performance, there's
nothing to stop a co-op from getting into
the fluid milk business itself.

At the other end of the line, big chain
stores have taken over much of the dis-
tribution function. Selling to them isn't
any picnic either. Milk dealers haven't
withdrawn their own brands of milk from
dairy cases and substituted chain store
labels because they wanted to. They've
done it because they‘ve had to. The
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buying power of chains can be mighty awe-
some. The loss of a large chain store
account can have a devastating impact on
the unit costs of even the largest of
dealers.

What's more, if the chains aren't
satisfied with the dealers' service or
price, they can go into the milk process-
ing business themselves., They've got a
built-in advantage. They start right out
with a market for the product they're
going to process. That's one reason why
chain stores now process about 20%Z of all
packaged fluid-milk products used for home
consumption,

Before you shed too many tears over the
plight of milk dealers, perhaps we should
look at why they've been cussed out so
often. TFor starters, in days of old, the
dealers didn't take kindly to operating in
a competitive world. In fact, they got
together and "stacked the deck” so they
wouldn't have to. And woe to a dealer who
got "out-of-line"., A "dead wagon" would
be sent around to take care of him. Read
this testimony recorded in 1910 during an
investigation of the milk industry by the
attorney general of the State of New York:

"In reference to the dead wagon, I have

heard that if a fellow was cutting in

on another man's trade, they would have
this man on a dead wagon go around and
see if he wouldn't stop it., If he
would not stop, they would send this
man around to deliver to the customers
at a cheaper price....l have heard
there have been lots of middlemen's
horses poisoned."
NO REGULATIONS
The fluid milk business grew rapidly in
New York City after rail shipment of farm
milk supplies began in the 1840s. Liter-
ally hundreds and hundreds of individuals
went into the milk business. After all,
it didn't take much capital to acquire a
horse and wagon, and that's about all it
took to get into the milk business in
those days. There was mno licemsing, mno
bonding, and no control over sanitary
conditions.

So it's not toc surprising that under

these conditions some unscrupulous




individuals got dnto the business. Nor
is it very surprising that some of these
would withhold cans from farmers anytime
they had more milk than they needed; or
that, from time to time, others would fail
to pay their producers, just to gain a
competitive edge.

At the turn of the century, an article
in the Rural New Yorker reported that
there were three organizations of milk
dealers in the New York-New Jersey metro-
politan area. They were: (1) the Consol-
idated Milk Exchange "to keep prices down

to producers"; (2) the Milk Dealers
Protective Association "to keep milk
prices up to consumers”; and (3) the
Dairymen's Manufacturing Company "to

manufacture and supply cans to farmers."
PRICING BY DEALERS

Milk dealers were in almost absclute
control of the pricing of milk to farmers
from the time when "large" dealers first
emerged in the market (about 1880) wup
until the milk strike of 1916 when farm-—
ers, by withholding milk, finally estab-
lished their authority to bargain collec-
tively with milk dealers for milk prices.

Some of the larger dealers at the time,
Beakes, Slawson Brothers, Decker, Shef-
field Farms, Rudd, and Seelig, are names
few of us recognize today. Most have gone
out of business or, through merger into
other firms, have lost their identity.
Mergers substantially increased the size
of several firms. By taking the merger
route, Borden Condensed Milk Company and
the Sheffield Farms, Slawson-Decker
Company ended up as the two largest firms
in the market.

These two, particularly Borden, were
the price leaders in the market. Borden
purchased milk on 6-month contracts with
their prices announced in advance. Most
of the other firms joined in fixing prices
to be paid farmers by participating in the
Consclidated Milk Exchange, Exchange
prices, which were announced monthly
rather than semi-annually, were almost the
same as Borden prices. The Milk Exchange,
particularly im the early days of its
organization, not only established the
prices to be paid, but actively enforced
those prices on its members, Action by
the attorney general of New York later led
to dissolution of the Milk Exchange.
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MARKETING IMPROVEMENTS

Many of the early advancements in the
marketing of milk were made by milk deal-
ers. Not ‘'til nearly the turn of the
century was any particular note taken of
the variation in the butrerfat content of
milk. However, after the invention of the
Babcock test in 1890, differences in milk
price based on its butterfat content began
to appear. 8till, this didn't come into
general use until 20 years later.

The Borden Company was a leader in the
practice of paying for milk on the basis
of its butterfat test. Borden's was the
first to adopt a complete system of but-
terfat differentials.

After Pasteur's experiments in the
1880s, which led to an understanding of
the germ theory of disease, both the
quality of milk and the procedures for
handling it greatly improved. Milk deal-
ers, along with public health agencies,
played a key role in improving milk qual-
ity and its healthfulness. By 1910 the
adulteration of milk by watering had
ended, and the pasteurization of milk had
become almost universal in the New York
City market,

After public health agencies had devel-
oped official rating codes, some milk
dealers began paying farmers bonuses for
high quality ratings. One firm paid bo-
nuses to those farmers who maintained low
bacteria counts, a practice that was a
forerunner of Grade A premiums.

Milk dealers developed the crude begin-
nings of a classified pricing system when
they first started paying farmers lower
prices for any milk that exceeded their
fluid needs. Larger distributors often
paid for this excess milk on the basis of
its value for making butter and cheese.

In the early days of the market, much
of the milk was "dipped” or poured from
the dealer's container into the cus-
tomer's, Dipped milk was gradually phased
out in favor of bottled milk., By 1916,
half of the milk was bottled. As this
grew in dimportance, "bottle exchanges"
were formed by dealers to facilitate re-
turn of lost or stolen bottles.

MILK TRUSTS

At various times in the history of the
New York market, consideration was given



to consolidating all or nearly all of the
milk business into a single organization.
The idea also received a good deal of
attention in a number of other northern
cities, including Boston and Philadelphia.
This was during an era when numerous in-
dustrial combinations and trusts were
formed.

The New York Tribune supported the idea
of a milk trust. The paper editorialized
"that a well-managed copper-bottomed trust
would give the public better service,"
However, most plans to consolidate the
industry into a single organization,
including that proposed by a New York
State Commissioner of Foods and Markets,
who suggested the State take over all
distribution of milk in New York, came to
naught,

The Tribune also was enthusiastic about
what became known as the Syracuse plan.
Shortly after the Livil War, 18 producer-
retailers of milk in the Syracuse market

" consolidated. The price charged consumets
was reduced from 8¢ to 5¢ a quart after
the association was formed. The Tribune
described the association’s building and
equipment in considerable detail. "To
carry on the work of the Association...
fifty men and forty horses and wagons are
necessary. All men are fed and all horses
stabled on the premises. There are both
wagon and blacksmith shops where the
Association builds and repairs their own
wagons and does the horseshoeing...the
association owns a large ice-house conve-
niently located along the Erie Canal where
several tons of ice are cut and stored
each season.™

THE MERGER MOVEMENT

Though syndicates or trusts were never
actually successful in completely taking
over the milk business in New York, there
has been considerable consclidation. Huge
national dairy companies came into being
as a result of merger and acquisition.
This consolidation trend, which began in
the 1920s, continued unabated through
1956, when the Federal Trade Commission
took action that eventually halted it.

There were nearly 8,000 acquisitions in
the dairy industry between 1920 and 1964,
and more than 2,300 of these were by 8

national firms, Together, Bordem and
National Dairy (Kraftco) accounted for
more than 607 of all the mergers by
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national firms during that period. How-
ever, the largest number of acquisitions
by national firms occurred between 1928
and 1930, when 539 different acquisitions
were made by 8 different firms,

Between 1951 and 1956, National Dairy
Products (later renamed Kraftco) regis-
tered 39 acquisitions, and Borden, 110,
Beatrice Foods was particularly active
with 175 mergers between 1950 and 1957,
Foremost Dairy Products, originally
organized by Guernsey enthusiast
J.C. Penney (of retailing fame), acquired
52 firms between 1951 and 1955, in the
process boosting its annual sales almost
tenfold.

Both Borden and National Dairy made
many acquisitions in New York. Sheffield
Farms was one cf the larger acquisitions
National Dairy made here.

The Federal Trade Commission put the
brakes on the merger movement. Beginning
in 1956, it aimed its big guns at some of
the dairy industry's largest corporations.
After years of litigation, FIC won its
case, FTC not only demanded that the
companies divest themselves of "illegal”
acquisitions, but also issued a l0-year
moratorium requiring that these corpora-
tions get FTC approval before additiomal
mergers. This didn't stop growth of the
corporations. Tt simply changed the
pattern of their growth, diverting it to
areas outside the dairy dindustry. The
firms merely turned to other industrial
endeavors in search of expansion oppor-
tunities.

MARKET CONCENTRATICN

Merger, acquisition and consolidation
has sharply reduced the number of firms in
most fluid milk markets. At the same
time, it has increased the market share of
the larger firms that remained. 1In a 1964
study, the four largest firms accounted
for 737 of all the fluid milk business in
69 different federal milk order markets.
However, the larger the market, the
smaller the market share the four largest
firms enjoyed. But in the big markets,
more often than not, the four firms that
had the largest share were national or
regional firms,

The principal goal of dairy firms when
they merge or make acquisitions is to
improve efficiency and lower unit costs.
Just as in dairy farming, most advances in




technology steadily increase the size of
operation required to achieve optimum
efficiency. Large size also makes it
possible for a firm to produce a broad
range of products. This alone gives a big
firm a selling advantage. Size also in-
creases a firm's advantage in research and
development and in advertising. Bigness
gives market power. This has been reason
enough for many tc merge.

When considered in light of the degree
of concentration that some dairy firms
have achieved in many fluid milk markets
and in the sale of manufactured dairy
products, the formation of large dairy
cooperatives and the buying power of food
chains appear less threatening. At least,
it does from a public point of view.

There is less concentration in the
fluid milk business in the New York-New
Jersey market than in other big city mar-
kets, but the degree of concentration has
increased wmarkedly over the years. The
big national firms have opted out of the
fluid milk business in "the Big Apple."
Both Borden and Sealtest, which were the
two largest firms in the market, pulled
out entirely from the metropolitan area.
Boeth firms, however, continue to operate
major milk manufacturing operations in the
New York milkshed.

MARKET DIFFERENCES

Today, almost all the dealers who pro-
cess milk for the New York-New Jersey
metropolitan area are independent firms.
Queens Farms, Deltown Foods, Elmhurst, and
Queensboro are some key names now in the
New York City market. Most of them also
process milk for other distributors,
Today there are many more firms involved
in distribution in the city than there are
in processing.

In metropolitan New Jersey, names like
Tuscan, Farmland, and Johanna Farms domi-
nate the fluid milk business,

No chain stores operate plants in the
New York-New Jersey metropolitan area at
the present time,

Store distribution of milk became popu-
lar in the New York market before it did
in most other filuid milk markets, and it
also represents a greater part of the
total sales. An explanation for this may
go back to earlier days when most of the
"dipped” milk was sold through stores (and
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at a lower price). Bottled milk was sold
on the home delivery routes,

The New York market differs in other
ways. For instance, more milk is sold in
small containers than is the case in most
other markets.  When the half-gallon and

gallon containers came along, many New
York City shoppers stuck by the quart., It
was a convenient size for the city's

apartment dwellers.
DEALER CONTRIBUTIONS

Though milk dealers can't take pride in
all that they have done over the years,
credit for many of the innovations in milk
processing and distribution must go to
them,

To gain or maintain a competitive ad-
vantage, milk dealers have always been on
the cutting edge of change. For instance
they've always tried to improve the shelf
life of their milk. The start of pre-
cooling began when a buyer of milk poured
it through a lead coil buried in a hogshed
packed with ice, before shipping it omn to
the market,

The dealer has also helped to make our
nation's milk supply the safest in the
world. H.P. Hood and Sons, for instance,
the largest distributor of milk in New
England, began supplying the Boston market
with pasteurized milk far in advance of
public demand for it and well ahead of
health department regulations.

Dealer impetus has brought into use
much of the new technology and wmechani-
zation our dairy industry now employs.
Some of the big names in the industry got
their start through the invention of new
procegses or equipment. Eli Borden, who
developed a vacuum system for condensing
wilk is but one example,

Dealers have long been i1nvelved in
educational and promotional campaigns
stressing the nutritional and dietary
values of milk and dairy products. They
have added vitamins to milk to make it
more nutritious. They have actively pro-
moted mnew product development, They
helped make America ice cream crazy. The
current popularity of yogurt and various
cheeses owes much to dealer promotion.

In all facets of our industry, assem-
bly, transpertation, processing, quality
control, packaging, and distribution, milk
dealers have played an important part.



They have been part and parcel of the
evolution of the industry. They were
there when filtering began, when steanm
sterilization was adopted, when the use of
stainless steel equipment was inaugurated.

They have strived always to bring milk
to their customers in the most effective
and efficient way possible. They have
delivered milk .in glass bottles - first
with glass caps, then metal caps, then
paper disc caps; in cream-line bottles
(until homogenization); in amber bottles
(to protect the wvitamin D); in cylinder
cones, in waxed-paper cartons, in plastic-

coated cartons, in plastic bottles and
bags.

Yes, in their motre than 150-year his-
tory, milk dealers have done much. But

many may ask, "what have they done for me
lately?"

Good question? Let's look at the role
the proprietary handler plays today in our
milk marketing system.

THE DEALER TODAY

The kind of environment in which
dealers operate varies greatly from one
market to another. It varies according to
whether the market is growing or is stable
or is declining. In a stable or declining
market, dealers can grow only at the
expense of other dealers. Since many of
the costs of processing and distributing
milk are fixed, any loss in sales means
higher costs per unit. Price wars are
more likely to develop in this kind of
environment, When a dealer's faced with
the loss of a chain store account, he's
apt to retaliate by cutting prices to hold
the account, so he may gain other business
to offset what he's lost. Otherwise, he
faces higher unit costs, and then he's no
longer competitive.

It's tough to apply new technology in a
"no-grow" market., Just about any new
technology that comes along increases the
capacity of a milk plant to process milk,
So, unless a dealer can increase his
sales, he ends up with excess plant capac-
ity. And the only way he can increase
sales 1s by getting business away from
another dealer, and that's another good
way to start a price war.

Remember we said earlier that demand
for milk is relatively inelastic - that
consumers don't increase their purchases
very much in response to lower price. So
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when price cutting occurs and price wars
develop, the market's total revenue is
reduced and dealer profits are squeezed.

Most northeastern fluid milk wmarkets
(including New York) have been stable or
even declining in recent years. Conse-
guently, this hasn't been the best of
times for milk dealers. Any time the
excess plant capacity of a market reaches
the boiling point, perlods of intense
price competition are 1likely to occur.
The withdrawal of the Borden Company and
Sealtest from the New York City market is
a reflection of this kind of market en-
vironment. This is also the reason that
many milk dealers have gone out of the
fluid processing business in New York City
and have had their milk processed by other
dealers.

DEALER ADVERTISING

In the recent past, milk dealers
haven't been able to create much differ-
entiation among brands of milk by means of
advertising and promotion. Milk is so
alike in appearance, and its quality so
taken for granted, that consumers show
little brand allegiance. The prolifera-
tion of chain brands has also made it
difficult for dealers to maintain brand
identification at the consumer level.

In many markets, nonbrand advertising
of fluid milk by dairy farmers through the
American Dairy Association has now become
more important than brand advertising by
milk dealers.

Many dealers concentrate their adver-
tising on new dairy products, particularly
those which because of some distinction in
flavor, taste, or other characteristic,
their competitors can't match. Sometimes
advertising is used by dealers to train
their customers to recognize their prod-
ucts when they're in vacation areas. Walk
into a strange market and see a familiar
brand; it's a bit of home away from home -
and probably it's a sale.

In most northeastern markets, the mar-
gins that fluid wilk dealers can obtain
are pretty narrow. This iz due in part to
the structural characteristics of these
markets. Return on invested capital is
not great enough to be attractive to many
national firms and food chains, except
when state agencies fix dealer margins
at levels higher than would otherwise
prevail.



Raw milk costs are fixed by federal
milk orders, and wage rates are fixed by
union contracts, Utility rates also are
fixed by public agencies. Though prices
of milk containers are not fixed, they're
certainly highly standardized. So a
dealer has very 1little control over the
cost of many of his inputs., It leaves him
few prerogatives as a manager in trying to
control his costs.

Labor contracts vary among milk mar-
kets, as do wutility rates and taxes.
Factors such as these make a decision as
to where to locate a plant an  important
one, They measurably affect the ability
of milk dealers in one market to compete
with dealers in another.

WHERE CREDIT IS DUE

Looking back over their long history,
milk dealers don't deserve good conduct
medals for everything they've done. But
they do deserve a few bouquets. Certain-
ly, credit for many of the innovations in
milk processing and distribution must go
to them.

Like them or not, dairymen just can't
get along without milk dealers, These
proprietary handlers process and distrib-
ute a good share of the milk that farmers
sel]l. They make most of the investment in
processing and distribution facilities,
and they provide most of the management
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that's involved. Though dairy coopera-
tives and chain food stores do some
processing of fluid milk, wilk dealers do
the bulk of it. :

An o0ld Indian adage admonishes us to
"judge no man 'til you've walked two moons
in his moccasinsg™. Dairymen would be well
advised upon occasion to try to put them-
selves in the shoes of the milk dealer.

There have been times when dairymen
lost their wmarket, when they were
"dropped" by the dealer. It could very
well be that the dealer had no other
choice. He 1is in a highly competitive
business, one which has little sympathy
for those who can't compete, Take a look
at the record, You'll find the field of
battle strewn with the bodies of those who
couldn't make it. Dealer after dealer has
fallen by the wayside, Only the fittest
remain.

In business decisions, a dealer has few
alternatives, He must pay the class
prices that the order establishes. He's
not permitted to "assess" his producers to
cover his losses. He must get enough
margin to meet his costs, earn his living,
and pay his stockholders. He must make
hard-nosed decisions, If some milk is
"cheaper"” than other milk, he better buy
that which “costs" him less. And he bet-
ter buy only as much as he can make a
dollar on. Otherwise, he'll 1lose his
competitive edge. If he does, he won't be
around very long.



CHAPTER VI,

OUR MILK PRICING SYSTEM

PART [ - “PRICE SUPPORTS AND PARITY”

Recent price support legislation has
removed the parity concept from con-
gideration in determining price sup-
port levels, The following discus-
sion reviews the parity concept as
it existed prior to 1981.

THE CONCEPT

Do you know how much your granddad got
for milk back at the start of World War I?
Or how much he had to pay for feed?

Maybe you don't, more likely you doen't
care. But you should. because the rela-
tionship between prices your granddad and
his fellow farmers received and the prices
they paid back in those days affect the
price you get for milk. That's because
the years from 1910 to 1914 are the base
years for a concept kmown as parity.

The word parity means equality. Parity
implies par, or some degree of fairmess
and equity. This concept of parity came
to agriculture during the 20s and 30s,
when farm leaders recognized that high or
low farm prices by themselves do mot tell
much about how well farmers are doing
financially. They realized that of far
greater importance was what farm products
would purchase in the way of machinery,
fertilizer, feed, food, clothing, or any
of the other things that farmers need to
live and run their farms.

BASE PERIODS

To have a parity situation, a unit of
farm produce (a bushel of potatoes or a
cwt., of milk) should have the same pur-
chasing power as it had during a time when
the relationship between farm prices and
farm costs was considered fair. That
period of time is called the base period.

When the concept of parity was first
incorporated into legislation (with the
passage of the Agricultural Adjustment Act
back in 1933) Congress selected the years
1910-1914 as the base pexriod. Congress
deemed this 5-year span as one in which a
balanced relationship existed between farm
prices and costs, or a time when things
were "fair."

Parity 1is usually
ratio between the prices

as the
farmers

expressed
that
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receive and the prices they pay. 100Z
parity implies that the prices farmers get
for things they sell are in the same ratio
to the prices they pay as in 1910-14. A
757 parity ratio indicates that farmers
receive. only 3/4 as much relative to the
prices they pay as they did in the base
period.

PARITY'S BEGINNING

Spurred by the depression, low farm
prices, and by the spectre of farm fail-

ures and foreclosures, Congress rushed
through legislation 1in 1933 to help
improve farm income., Of course, city

people were having their problems too.
Money was tight; unemployment was rampant.
Consumer purchasing power was seriously
impaired. So, Congress didn't establish
100% parity levels immediately. Instead,
it locked upon "complete'" parity (l00%) as
a goal to be reached just as soon as
practical under existing conditions,

This legislation - the Agricultural Act
of 1933 - was intended to boost the price
of several farm commodities, not just
milk., But milk was one of the commodities
to be '"supported." Beginning in that
year, public funds were used to remove
dairy products from the market to help
increase farm milk prices. The amounts
purchased were geared to the amounts that
could be used in food relief and school
feeding programs. Purchases of dairy
products under this program were made each
yvear from 1933 to 1941.

RETOOLED

As the decade of the 40's began, war
clouds began to roll across the continent
of Europe. Food became a weapon of war.
American farmers were asked to go 'all
out"” for production. So the legislation
originally created as an income support
program, was remodeled and became instead
a program to stimulate production.

To that end, Congress din 1941 fixed
support prices at 85%Z of parity and the
next year it bumped them up to 90%. How-
ever, market prices climbed even more
rapidly in that war era, and exceeded




support levels in all but two of the years
between 1941 and 1947,

The war over, America converted its
plant again to peace time needs. Farm
equipment &and supplies, scarce as hen's
teeth in the war years, once again became
readily available.

However, once geared up, farmers didn't
readily slow down. Congress soon realized
that if they were to maintain dairy price
equipment and supplies, scarce as hen's
teeth in the war years, once again became
readily available.

However, once geared up, farmers didn't
readily slow down. Congress soon realized
that if they were to maintain dairy price
supports at 90% of parity, they'd end up
buying a huge surplus of farm products,

FLEXIBLE SUPPORTS

So the legislation was again modified

in 1949. The new revisions brought into
being the  concept of flexible price
supports. The 1949 Act directed the

Secretary of Agriculture to set support
levels at not less than 75% nor more than
90% of parity,.

A couple of times since then Congress
has narrowed this parity range. 1In the
Food and Agriculture Act of 1977, it
squeezed the range down from 15 to only 10
percentage points, directing the Secretary
te set it somewhere between 80-90%7 of
parity,

Congress established the range, and the
Secretary of Agriculture chose the level,
In doing so, the Secretary was directed

to choose one which insured the public
an adequate supply of milk and dairy
products,

If our national milk supply was short,
the Secretary was to set the support level
close to the maximum. If the supply was
excegsive, he was to set the level at or
close to the minimum. Once the support
percentage was established at the begin~
ning of each marketing year, it could not
be lowered. But it could be raised. The
support price was raised in only three
years between 1949 and 1972, but between
1972 and 1981 it was raised every single
year and sometimes twice,

PARITY LEVELS

Looking back
Congress first

over the
directed

years since
that flexible
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supports undergird the price of manufac-
turing milk, the level of parity has been
set at 85% or higher 8 years, between
80-84% 9 years, and between 74-79% 14
years. Checking further, you'll find that
the high support years {years in which
parity has been set in the upper part of
the range) were years in which our nation-
al milk supply was pretty much in line
with commercial needs. Support purchases
in those years were pretty modest,

Conversely, support purchases were
large in those years when the parity level
chosen fell in the lower part of the
range. That's the reason the Secretary
chose the lower level. Milk production in
those years ran far ahead of commercial
use,

The Food and Agriculture Act of 1977,
which narrowed the range for manufacturing

milk supports to between 80~90%, also
directed the Secretary to adjust the
support price semi-annually to reflect

changes as they occurred in the parity
index. The parity index is an index that
reflects changes in the cost of things
farmers buy. The adjustment was to be
made on the basis of the percentage change
in prices farmers pay over the 6 months.
The adjustment could be either up or down,
depending on the trend in prices farmers
pay, but the latter situation was unlike-
1y, given the inflation rate at the time.
In the spring of 1981, when record
breaking CCC purchases appeared certain,
the semiannual adjustment provision was
eliminated in a bill that set the tone for
additional budget cutting by Congress.

'81-"'81 POLICY REVIEW

In 1981, Congress, spurred by the
spectre of owning more than 2 billion
dollars worth of surplus dairy products,
disconnected the direct linkage between
parity and price suppeorts., Instead, in

its '81 Farm Bill, in an attempt to cap
spending, it established "fixed dollar"
supports. The 1981 bill directed that the

minimum price support for manufacturing
milk should be $13.10 per ecwt. through
September '82, move to $13.25 for 1983,
§14.00 for 1984, and $14.60 for 1985,

But Congress mapped out an escape route
from those fixed dollar caps. If support
purchase quantities or expenditures fell
to certain levels, a "trigger" would es-
tablish higher prices - prices based on 70
or 75 percent of parity.



But alas, that quick escape was not to
be! The triggers were set so low as to be
obviougly ineffective 4in 1982, and for
that matter, for the forseeable future.

Almost from the start it was clear that
this new program would neither discourage
production nor reduce USDA price support
expenses. So in March, the Secretary of
Agriculture sponsored a national symposium
to consider alternative support policies.
But a consensus could not be reached. The
Secretary, the National Milk Producers
Federation, as well as other prominent
groups and individuals were all backing
specific but widely different proposals.

So in late August, Congress conce again
passed legislation changing support pol-
icy. Unable to reconcile the differences
between advocates of a simple cut in the
support price (like the Administration)
and those favoring a more complex plan
involving a two-tiered base-excess type
pricing scheme (like the National Milk
Producers Federation), Congress steered
its own course, It froze the support
price at $13.10 through September 1984 and
gave the Secretary authority to assess
producers up to $1.00 per hundredweight
(in two 50-cent increments), unless price
support purchases fell ©below certain
levels,

If the dairy industry was united on
nothing else, it soon became united on
this! But not in support of it - in oppo-
sition! Despite the fact that this pro-
gram would actually reduce the farmer's
effective price less than most of those
the industry had sought, a loud outery
arose from all segments of the industry
and from all parts of the country.

Although the first increment was to
have been put into effect in December
1982, court challenges soon sent that into
a legal limbo. However, the assessment,
after bouncing in and out of wvarious
courts for about six months, started ap-
pearing on dairymen's ledgers in the sum-—

mer of '83.
However, at this time it is not clear
whether the second assessment will be

collected or whether the assessment plan
will be replaced with yet ancother program.

MANUFACTURING MILK ONLY

Whatever support level is chosen, it's
put into effect by supporting the price
of manufacturing milk. The government
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does not actually buy milk, but rather
three storable products of milk; butter,
nonfat dry milk, and cheese. These three
products represent about two-thirds of all
milk used in manufactured products. The
government (in practice, the Commodity
Credit Corporation or CCC) offers to pur-
chase these products at buying prices it
announces, if the products meet their size
and quality specifications. The buying
prices are announced by the Secretary of
Agriculture at the start of each marketing
year (October 1}. Whenever support levels
change, new buying prices are announced,

Current specifications call for butter,
(Grade A or higher) in 64-1b. and 68-1b.
containers, nonfat dry milk (extra grade)
in 50-1b. bags, and cheese (Grade A or
higher) in either 40-1b. blocks or 500-1b.
barrels. '

An obvious question when you have a
program like this is "how much does CCC
end up buying?" Well, CCC purchases
ranged from a miniscule one-half of 17 of
total U.S. milk production, all the way up
to 10.7%. In some years government butter
purchases have run as high as 28.2% of all
the butier made.

Cheese purchases have been negligibie
some years, but in others have climbed as
high as 36.5%Z.

Nonfat dry milk has been the big ticket
item. Since 1949 the CCC has never pur-
chased less than 47 of total U.S. yearly

production. But in some years it ended up
buying more than half of all that was
manufactured,

While the government has purchased a
great many dairy preducts in many years,
until recently most of their purchases
have occurred during only a few months of
the year, a consequence of clearing the
market of the excess created by the
"gpring flush." The reason they have
not bought more d4s that in most years
the market price has been above support
levels,

PRODUCT PRICES

Before supports were "fixed", any time
support prices changed, buying prices also
changed, The Secretary has the option to
decide how he translates a change in
support levels 1into new product buying
prices. He can split the amount of change
between the twe portions of milk, butter-
fat and solids-not=~fat, as he deems




appropriate. Consequently, the new buying
prices for different dairy products may
not all change by the same percentage.
For example, the Secretary may increase
the butterfat portion of the milk less
than he does the nonfat solids portion.
When he does this, the buying price for
butter changes less than it does for
cheese or nonfat dry milk, He is favoring
one portion of the milk against the other.

Sometimes the Secretary goes bheyond
favoring one portion of the milk over the
other and favors one product over the
others. When he does this, it’s called a
"tile."” TFor example, he may arbitrarily
increase the price of cheese more than
prices for butter and powder. This is
intended to encourage manufacturers to use
more milk for cheese and less for butter
and powder. This may be done because
stocks of cheese are not as high as those
of butter or powder, or because the cheese
can be disposed of more readily.

However the splits are made, the
government buys  only when products are
offered for sale and that's usually when
market prices for any of the three prod-
ucts (butter, nonfat dry milk, and cheese)
are at or fall below the government's
announced buying prices. Nobody's going
to sell products at the government's
buying prices if they can be sold for a
higher price in the commercial market.

MAKE ALLOWANCES

In arriving at its announced buying
prices, the CCC takes inte account manu-—
facturing margins (often called ‘'make
allowances”) as well as the yield of each
product. 100 1bs. of milk (3.67% butter-
fat) can be expected to yield 4.48 1bs. of
butter and 8.13 lbs., of nonfat dry milk,
or 10.1 1lbs. of cheese,

Make allowances represent the margin
between the price of 100 1lbs. of milk and
the wholesale value of the products that
can be made from 100 lbs. of milk. Thus,
the make allowance should reflect what is
actually happening in the marketplace. It
represents competitively determined
margins rather than actual ecost. In this
real-world situation the more efficient
manufacturers end wup enjoying higher
margins than do the less efficient ones.

In recent years, with rapid inflatiom,
CCC make allowances have sometimes lagged
behind actual margins. In 1981 and '82,
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the make allowances (or wmanufacturing
margins) were allowed to lag substantially
behind actual c¢ost. As a consequence,
farm milk prices in that period ran well
below the established support levels.

The areas used to establish support
buying prices are those dintensive milk

producing areas of Minnesota and Wiscon-

sin. Margins are typically lower in these
areas than in other parts of the country.
Plants in this area operate near or at
capacity levels year round, and usually
have lower unit costs than do plants here
in the Northeast. Plants that have wide
seasonal variation in the volume of milk
processed usually have higher operating
costs and therefore need wider margins to
break even. This is particularly true of
those plants in the Northeast which move
inte production primarily to clear the
seasonal flush, This kind of plant finds
it difficult to break even on the make
allowance built into the support buying
prices.

LEVEL 1S A TARGET

The ammounced support level for manu-
facturing milk is mnot a guaranteed price
for all dairymen. It's a target price.
Since the benefits to dairymen are fed
through processors, mnot all dairymen
receive that announced support price.
Factors such as plant location, the local
competitive situation, the operating
efficiency of the plant =~ all can affect
the price which a particular manufacturing
plant pays for milk,

The prices which the Secretary an-
nounces are designed to produce an average
milk price for the period that is approxi-
mately equal to the support level,

Sometimes lags occur between the time a
new support level is put into effect and
the time the market prices catch up. This
happened in 1977. Supports were increased
in April, but prices paid for manufactur-
ing milk did not increase by the full
amount of the increase for several months,
The deficit ranged from 28¢ per cwt. in
April to 6¢ in November.

DISPOSAL PROGRAMS

Since the start of the price support
program the government has purchased
butter, nonfat dry milk and cheese to



achieve the support levels the Secretary
has established.,

Obviously a program like this couldn't
exist unless there was also a way to use
the products purchased. Otherwise the
stocks would just keep building up and
eventually spoil.

A variety of programs have been used
since the start of the program in 1949 to
distribute what has bheen acquired. The
CCC has disposed of U.S. inventories in
several ways. GSome have been sold back to
domestic buyers - and -will continue to be
whenever the market e¢limbs high enough
(CCC sells back to the trade at 10% above
its purchase price).

In the 1950s, under what became known
as Public Law 480, huge quantities were
distributed to foreign outlets, Under
this program, products were donated, bar-
tered, sold for foreign currency, and sold
for dollars. Dollar sales were made under
long-term loan arrangements.

Large quantities were also used domes-
tically in the school lunch program and in
distribution to the needy. The actual
amount which the CCC had to buy under the
price support program was reduced further
by several other government programs. One
of these - the special school wmilk program
— makes milk available to school children
either without cost or at nominal cost.
Another provided fluid milk to the mili-
tary, to the Veterans' Administration, and
to penal dinstitutions. The subsidy for
these programs was related to the amount
of money the CCC would have had to spend
if it had actually purchased the amount of
milk used.

In the 1960s comnsiderable quantities
were moved into foreign markets wunder
payment~in~kind programs. These programs
subsidized our U.S. dairy product export-
ers, paying them an amount equal to the
difference between the U.S. dairy product
price and what the product could be sold
for in a foreign outlet. The exporter's
subsidy was paid with any surplus farm
products that the government owned, such
as wheat or dry milk,

Disposal of surplus dairy products
acquired under the price support program
has become more difficult over time. Many
of the outlets previously used are no
longer available. Foreign donations are
limited both by lack of outlets and by our
own budgetary restraints. The Food Stamp
Program has replaced the direct distribu-
tion program for the poor and needy of our
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own countyy. In 1982 a program which
allocated dairy products to individual
states was begun. The states established
their own guidelines for distributing
dairy products to their needy citizens.
In 1983, alarmed by constantly increasing
CCC stocks, Congress appropriated still
more funds for butter and cheese give-
aways.

EXPORT POTENTIAL

Over the last decade we have not been
able to sell many dairy products on the
world market. EEC (Furopean Economic
Community) countries are loaded with their
own products, The developing nations
could use some, but they need a dependable
supply from year to year, not just when we
happen to have a surplus.

What's more New Zealand, which produces
about as much milk annually as Wisconsin,
is also hard pressed for markets. Tradi-
tionally New Zealand looked to Britain to
market its butter and cheese. But -when
Britain entered the European Economic
Community, quotas were established re-~
ducing the amount the Zealanders could
ship in. The EEC didn't want low-priced
New Zealand dairy products competing in
the British market with butter and cheese
from EEC member countries. All in all,
the developed countries have more than
adequate dairy stocks.

Recently, with limited outlets and
excess production, our dairy stocks have
pyramided. Disposition has become a

serious problem. Both in Europe and the
United States, some milk powder has been
resold for animal feed use. The U.S5. has
resold powder that has detericrated in
storage for this purpose.

IMPORT RESTRICTIONS

Agricultural import legislation (Sec—
tion 22 of the Agricultural Act of 1949)
specifically directs that dimports not
jeopardize our price support program.
Imports could dincrease the amount of
butter, mnonfat dry milk, or American
cheese our government must buy in support—
ing farm prices of milk. To avoid this
additional cost of support operations,
quotas are used to restrict imports.

Not all dairy products are subject to
import quotas. The test is whether or not
they compete with domestic dairy products.
For instance, quotas apply to certain



types of cheeses sold in this country only
if the cheese enters the country at prices
lower than our equivalent suppert price.
The level of the price break is raised
each time support levels are raised.
Two dairy products, casein and lactose,
are not subject to import quotas. Be-

cause casein 1is the raw material for
making imitation cheese ({(no casein is
produced domestically) our U.S. dairy

industry has been striving to have import
levels established for it.

IMPACT OF PRICE SUPPORT PROGRAM

In general, how well has our support
program worked and what has it meant to
dairymen?

Certainly without a support program,
surplus production would be of short
duration, since the price of milk would
drop to levels required to clear the
market. Ups and downs in our national
milk production would cause prices and
incomes in dairy farming to fluctuate much
more than they have under a price support
system. The boom and bust cycles which
characterized dairy farming before it was
stabilized by the support program and some
other institutional arrangements, would
reappear. In this climate, profit rates
would have to be higher to keep a suffi-
clent number of dairy farmers in business.

Few could argue that the program has
not successfully accomplished its intent -
that of providing American consumers an
adequate supply of milk at reasonable
prices, Certainly while without it con-
sumers might have enjoyed =some short-run
price benefit during periods of flush milk
supplies, they would just as certainly
have suffered high milk prices during
periods of short milk supplies. Nor has
the stabilizing influence of the program
been limited to farm milk prices. It has
extended right down to the price of a
quart of milk at the grocery store.

The support program has neither pre-
cluded nor unduly delayed the adoption of
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new technology in dairying. Nor has it
stood in the way of the economic or social

adjustments which 1inevitably follow.
However, it may have given individual
dairymen additional time to adjust to

those changes.

From the end of World War II, until the
present, a veritable technological revolu-
tion has occurred on the dairy farm. To
remain competitive, farm operators have
had to grow larger, with many more acres
and many more animals, or have had to
discontinue, Two thirds of all dairy farm
units in operation at the end of WWII have
been forced to take the latter course.
The price support program may have helped
ease this adjustment. Without the stabil-
ity which it provided, the transition of
more than 30,000 dairymen ocut of dairy
farming would have been much harsher. By
stretching out the adjustment period, by
giving individual dairymen time to seek
alternative employment, a lot of human
misery was avoided,

There have been times when, because of
errors in judgment, because of the supply
uncertainties inherent in any biological
business, or because of just plain old
polities, that support levels have heen
over generous and excessive milk produc-
tion has been the consequence.

Most would agree, however, that the
support program has kept prices to farmers
and consumers more stable than they
otherwise would have been. More money has
been placed in the hands of dairymen in
amount of purchases which CCC has made.
Conversely, in times of shortage, prices
have been capped by the inventories which
CCC held and then sold back to commercial
buyers (as well as by increased dairy
product imports).

The price support program has both its
adherents and detractors. Most thoughtful
observers of the industry believe that the
price stability which it has produced has
helped provide an adequate supply of milk
at prices which have been generally ac~-
ceptable to both producers and consumers.
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o Menufacturing milk: Comparisons of announced support prices and
i3, aversps market prices paid to producers, marketing years, 1974-821

Support ievel - Average market level
Marketing
year? As a parcentage of
Date Price per Percentage Price per parity equivalent
equivaient® in month prior Average during
to marketing year marketing year
yeer
Percent Dollars Percent
1974 4/01/74 81 B.57
1/04/75 ag 7.24 6.87 8% 78
1875 4/01/75 79 7.24
10/02/75 a4 7.71 812 88 84
1876 4/01/76 a0 B8.13
10/01/76 81 826 852 B4 B2
19774 4/01/77 a2 8.00 58.77 80 80
1977 10/01/77 82 .00
4/1/78 B8 8.43 8.30 a5 79
1878 10/01/78 80 .87
i 4/01/79 a7 10.76 10.88 88 80
1879 10/01/79 B0 14.49
4/1/80 87 12,36 11.75 82 76
1980 10/01/80 80 1310 12.71 78 73
1981 10/01/81 75 13.49 R
10721/81 729 13.10 12.67 70 68
1982 i0/01/82 65.1 13.10

TSee DS-387. Dacember 1981, teble 2 for sarlier date. <Start of marketing year was April 1 during 1874-77; wes Oclober 1 for 1877 o present.

xcept as noted, thia is the sctual parcentzpe of the parity equivaient price published in month belore the markating year. ih some cases, the an-
nounced percenteges. based on forward setimates of parity, were shightly difierent. Perity egquivaient is based on pricea tor ail manufecturing grede
milk. *April-September transition period. Saverage for the transition period, adjusted o annual average fat iest.

USDA purchase prices under dairy price support programs, 1974-82 1/

Butter Honfat dry milk, Natural cheddar
extra grade cheese, Grade A
Effective or higher
date of Grade A or higher
change Spray

Chicago New York

Cents per pound

4/01/74 60.570 62.00 $6.60 70.75
1/04/75 68.070 69.50 60.50 77.25
4/01/75 69.193 70.75 60.60 79.25
16/02/7% 79.693 §1.25 62.40 85.00
§/01/76 85.817 87.75 62.40 90.50
10/01/76 90.817 92.75 62.40 92.50
4/01/77 100.710 102.75 68.00 98.00
10/01/77 100.710 102.75 658.00 98.00
4/01/78 106.710 108.75 71.00 103,25
10/01/78 171.300 113.50 73.75 106.00
4/01/79 121.800 124.00 15.00 116.00
10/03/79 131.330 134.00 84.00 124.00
4/01/80 140.580 143.25 89.50 132.50
10/01/80 143.000 152.00 94.00 139.50
10/01/81 153.000 156.00 96.50 143.25
10/21/81 149.000 152.00 94.00 139.50
10/01/82 149.000 152.00 94.00 139.50

T7 Prices Tor bulk containers--butter, b4- end BB-pound packages; nontat dry milk,
nonfortified in 50-pounds bags; snd cheese, 40- or 60-pound blocks. See DS-387,
December 1981, table 3 for earlier data.
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-Dairy products romoved frem the commarclal murlmt by pregrams of the USDA , 1878-83

Removals!
Year and
month As a parcentage
Butter?  American Evaporated Nonfat Mitlk Milkfat Sclids-not- of marketings
cheese® mitg4 dry mitk®  equivalent fat :
- Milkiat Salide-
not-fat
: Million pounds 8 Percent
1975 . B34 68.2 24.5 384.5 2,038 T 405.8 1.8 4.2
1976 39.4 38.0 21.8 167.1 1,236 48.8 187.2 11 1.7
1977 2218 148.2 i58 481.7 8,080 230.8 484.9 5.3 48
1878 112.0 39.7 17.8 285.0 2,743 108.3 200.7 24 28
1979 aie 40.2 16.4 25653 2119 B1.7 2618 1.8 28
1980 257.0 348.7 17.5 834.3 8,800 3253 7238 6.9 8.7
1081%
January 81.8 318 1.8 55.4 1,388 523 84.0
Fabruary 483 435 1.8 80.7 1,451 54.3 728
March 42.5 57.5 1.6 73.6 1,449 534 89.1
April 48.7 70.1 14 87.4 1,880 80.9 108.3
May 48.9 70.2 1.2 87.5 1,708 82.7 1i8.1
June 31.4 79.5 2.8 102.4 1,439 51.8 1238
July 17.7 75.2 1.8 75.7 1,113 391 08.4
August 121 33.3 1.8 70.0 531 294 78.0
Septembar 6.0 28.8 1.8 54.0 429 16.3 611
October 235 27.2 1.2 865.3 768 28.2 718
Novembar 3.0 18.1 1.7 45.0 245 a7 48.2
Decembear 17.9 280 1.2 84.3 648 24.0 700
Totat” 351.8 663.0 188 851.3 12,861 471.7 080.2 0.7 8.7
19828
January 55.1 329 B 711 1,464 55.5 78.2
February - 58.7 38.3 i.5 71.@ 1,553 58.8 §1.8
March 52.2 668.7 1.8 920 1,643 61.0 108.8
April 44.8 89.6 1.4 85.0 1,809 59.0 113.5
May 48.3 70.3 1.4 93.8 1,853 80.7 112.4
June 39.9 80.2 2.7 120.7 1,823 68.0 141.7
July 18.1 68.6 1.9 a8.3 1,058 37.5 118.2
August 12.5 59.2 1.8 728 848 20.8 885
September 12.2 49.5 2.2 63.8 748 - 26.4 7.2
October 21.3 38.1 2.0 534 820 209 83.7
November 7.8 35.4 1.6 51.7 513 18.2 81.0
Dacember 15.5 43.7 1.8 88.7 7568 27.2 80.0
Totail” 382.3 842.5 208 852.8 14,287 5229 1221 10.6 9.6
1983°
Jaenuary 66.8 60.1 2.1 81.8 1,973 73.7 88.2
Fabruary 59.2 66.8 1.4 83.9 1,886 é8.8 i02.1

"Delivery basls, alter unrestricted domestic sa‘ies ?Includes buttar-equivalent gf anhydrous milkfat, PIK, and purchases under Sec. 708, and 4a.
Includas =11] ?haaea under Sec, 708 and 48, “includes purchases under 4a, “includes Pl certificates, and purchases under Sec. 709 and 4a.
Prellminary Totals may not add becauss of rounding.



CHAPTER VI,

OUR MILK PRICING SYSTEM

PART I1 - “FEDERAL MILK MARKETING ORDERS”

A LEGISLATIVE REMEDY

Chances are you market your milk under
the terms and conditions spelled out by a
marketing order. In New York, about 98
out of every 100 dairymen do.

The first marketing orders came into
being in the 1930s in an attempt to
correct some of the chaotic conditions
then existing., With the nation deep in
the worst depression i1n its history,
Congress searched for corrective measures.
It passed a host of new laws and created a
host of new agencies to administer them.
These were sometimes referred to as "the
alphabet soup" agencies.

One of the new laws, the Agricultural
Adjustment Act of 1933, authorized the use
of marketing agreements to help correct
the depression-born discrder in agricul-
tural product markets.

Marketing orders came along a couple
of years later when the original act was
revised. Two years later, the marketing
agreement and order provisions of the
1935 Act, with modifications and addi-
tions, became the Agricultural Marketing
Agreement Act of 1937, This new act pro-
vided legislative guidelines lacking in
earlier laws and for the first time
spelled out the provisions that orders
were to contain,

FORTY YEARS OLD

About now, maybe you're thinking, “why

that was more than 40 years ago. It's
ancient history. Why bring it up now?"
We bring it wup because this law,

together with its interpretation by the
courts, provides the statutory authority
and the legal base on which the entire
federal milk market order system rests.
Despite court challenges, depressions,
wars, and changing political administra-
tions, federal milk marketing orders have
continued to operate, and operate success-
fully, for more than four decades.

The success of the order program in
adjusting to changing technological,
marketing, and economic conditions over a
40-year period, with few changes in the
basic legislation, is a tribute to the
writers of the 1937 Act.
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Right from the beginning, the legisla-
tion that authorized marketing agreements
and orders made their use permissible. It
never mandated they had to be used., But
the procedures that had to be followed to
put a marketing order into effect were
carefully spelled out, both in the legis-
lation and in the rules for administering
them, .

Some mayketing agreements were devel-
oped under the 1933 legislation. However,
the first marketing order didn't go into
effect until 1936 in the St. Louis market.

By 1962, the number of federal wmilk
orders had risen to an all time high of

83. By 1981, because of merger and con-
solidations, that number had declined to
48, However, both the wvolume of milk

subject to order regulatiom and the popu-
lation of areas they covered were greater
than ever. In 1982, 170 million people
lived within areas covered by federal
orders.

Several states also have legislation
which authorizes the use of state milk
orders to regulate milk prices. The
marketing orders in the Rochester and
Niagara Frontier markets are authorized
under our New York Agriculture and Markets
Law.

PURPOSES

The major purpose of a milk marketing
order is not, as some believe, to guaran-
tee good prices to dairymen. Rather,
federal orders have two specific objec-
tives; first, to insure consumers adequate
supplies of pure and wholesome milk, and
secondly, to promote and maintain orderly
marketing conditions. It seeks to achieve
these in two ways. The first way is to
establish minimum prices that milk buyers
must pay for milk purchased from dairy
farmers. These prices have to be high
enough to ensure the public an adequate
supply. The second way is by spelling out
the terms and conditions of those transac-
tions so they're known in advance by both
buyer and seller,.

There are many misconceptions about
what orders do and don't do. Do orders
control preoduction? Do they limit mar-
keting by farmers? Do they establish



sanitary or quality standards?
guarantee "good" farm prices?
establish retall prices?
do any of these things.

An order does simply this, It estab-
lishes minimum prices and defines the
terms of sale which buyers must comply
with when they purchase milk from dairy
farmers.

Orders do not regulate dairymen. They
regulate only the buyer of milk who is
defined as a handler. Handlers are per-
sons, individual or corporate, proprietary
or cooperative, who buy milk from dairy
farmers or who distribute fluid milk prod-
ucts in a defined market.

-Bo  they
Do they
No, orders don't

ORDER PROVISIONS

An order carefully defines what han-
dlers and what milk supplies are subject
to its regulation. Ir does this by
definition of dits marketing area. A
marketing area is a distribution area in
which the same milk dealers compete with
one another. A marketing area is not the
same as a production area.

Since all handlers who distribute milk
within an order area are subject to
regulation by that order, it's important
that the boundaries of that area be drawn
so that as few distribution routes as
possible cross over those boundaries.
Over time, as milk has been distributed
over greater and greater distances, this
has become ever more difficult., In fact,
it's one of the major reasons why market-
ing areas have been expanded and why
orders have merged. Orders frequently
provide for the partial regulation of some

handlers whose distribution routes do
cross marketing area boundaries,
POOL PLANTS

Marketing orders not only regulate

handlers who distribute fluid milk prod-
ucts in the marketing area, but sometimes
they regulate others who do not. They do
this by defining what an order plant is
and by setting performance standards that
an order plant must meet. Plants that
meet these definitions and performance
standards are called pool plants.

The standards are supposed to ensure
that the regulated handlers give priority
to supplying fluid milk to that market.
This is to ensure consumers fluid milk at

39

all times. To be in the pool, a2 plant has
to maintain health approvals so that all
its milk may be called upon for fluid use
whenever needed.

Most orders define and establish
standards for three types of pool plants
- pool distribution plants, pool supply
plants, and cooperative plants. Normally
a distribution plant must dispose of at
least half of its milk on wholesale and
retail routes and some of it within the
marketing area. A supply plant must ship
about half the milk it receives from
farmers to a pocl distribution plant.
Cooperatives get off a bit easier. All
they have to do is dellver a certain
specified proportion of their members’
milk to pool plants. Most orders also
limit the amount of milk that a handler
can divert to nonpool plants for manufac-
turing use.

ORDER REGQUIREMENTS

Not all orders require that pool plants
meet distribution or shipping require-
ments. And some orders are more stringent
than others. 1In fact, one reason that we
may not have as many co-op members in the
NY-NJ order area is because we do not have
stiff requirements. Consequently, han-
dlers aren't as 1likely to buy from our
co-ops. In some other orders, where ship-
ping requirements are harder to meet and
diversion privileges more limited, dealers
prefer to buy from co~ops. In this way
they avoid wmeeting shipping requirements
themselves,

The WNew York-New Jersey milk order
differs from other federal orders in an-~
other way. Milk becomes order milk when
it's picked up at the farm rather than
when it's delivered to a plant. To ac~
complish this, the order defines poocl bulk
tank units. Only handlers who operate
pool plants can operate pool bulk tank
units.

A pool bulk tank wunit, 1like a pool
plant is, from an administrator's stand-
point, a list of producers. This defines
for the market administrator the milk
supply for which a handler is accountable.
In contrast to other orders, NY-NJ milk is
priced at the pick-up point rather than at
the plant where it's delivered. With this
farm~point pricing., milk doesn’t have to
be delivered teo a pool plant for pricing
and pooling.



CLASSIFIED PRICING AND POOLING

All federal orders provide for a system
of classified pricing and pooling. Under

this system, milk is classified on the
basis of its use. There are two basic use
classifications. One includes milk used

for fluid products; the other includes
milk used for manufactured products. In
all federal orders, milk used for fluid
products in Class I. Orders differ in the
way fluid cream is classified. In some it
recelves the highest classification; in
others a lower one.

Most federal orders further separate
milk used for manufacturing dinto two
classes. In these orders, milk used for
the more perishable manufactured products
such as cottage cheese, yogurt, and sour
cream, is Class Ii, HMilk used for all
other manufactured products is Class III.

However, in the three federal orders in
the Northeast, all milk used for manufac-
turing is Class II,

All federal orders establish minimum
class prices that handlers must pay for
milk they buy. They must pay the Class I
price for all milk used as Class I and
the Class II price for all milk used as
Class II.

Class 1 prices are higher than Class II
prices. (Class prices are determined by
formulas specified in each order. How-
ever, most orders now use the same basice
formulas.

POOLING

If you read most any milk marketing
article, you'll find reference to the
terms pool or pooling. Both terms relate
to the procedure by which minimum prices
to milk producers are determined and paid.

The word pool (used either as a noun or
a verb) does not mean pooling of the milk,
It means to put into a pool or common fund
to be shared by agreement. The pool is
money, not milk,

All federal orders provide for pooling
and payment of a uniform or blended price
to dairy farmers,

Before the blend can be determined,
however, all the milk must be classified
on the basis of its use., Then the class
. prices are applied to the volume of miik
in each class. The proceeds from all the
milk is totaled and this money is the
pool,
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Each producer then is pald the appro-
priate share of that pool. This share
represents a weighted average of the class
prices involved applied to the amount of
milk which each has contributed. This
weighted average price 1is called the
uniform or blend price. Sometimes it's
referred to as thes farm price.

Since handlers have to pay wmore for
milk used as Class I or II, the average
price they pay depends upon how they use
the milk. Obviously, some have to pay
more than others, because they use the
milk differently. Yet, all handlers must
pay the farmer the sawme. So, how does the
system even the score among different
handlers?

Very simply. Any inequity which han-
dlers experience is corrected by a process
called equalization. Handlers whose use
of milk in Class ¥ is above the marketwide
average owe more than the uniform price
for the milk they buy. They must pay that
excess (representing the difference be-
tween what they owe and the uniform price)
into the equalization fund.

This money 1is then redistributed to
those handlers whose obligation for milk
is less than they are reguired to pay
their producers. They receive from the
fund an amount representing the difference
between what they owe for milk and the
uniform price.

The dollars paid into the equalization
fund and the dollars paid out are always
equal,

REPORTING AND AUDITING

At the end of every month, all handlers
regulated by the marketing order are re-
quired to report how much milk they re-
ceived from dairvmen and dits butterfat
test., They're also required to report the
quantity of any other milk or milk product
they received during the month and the
appropriate butterfat tests.

They must report separately the quan~
tity of butterfat and the quantity of skim
milk that they have used in each classi-
fication. This is called butterfat - skim
milk accounting, Marketing orders are
quite specific in spelling out the steps
that handlers have to follow in allocating
the butterfat and skim milk into the dif-
ferent classes of use.

The monthly reports which handlers
make are later audited to wverify their




accuracy. The burden of proof is on the
handler to show by appropriate records
that all the butterfat and skim milk re-
ceived is not used as Class I. Otherwise,
it's automatically assigned to Class I.
If audits reveal an overpayment by z han-
dler, he receives a refund. If there is
an underpayment, the handler is required
to pay in the additional amount.

THE MARKET ADMINISTRATOR

The person who's responsible for all
this, for seeing that all the provisions
of a marketing order are carried out, is
the market administrator. It's the
administrator’s job to see that the
minimum prices which the order establishes
are in fact paid (and received), and that
the terms of sale for all the milk are in
accordance with the order provisions.

The administrators of federal milk
market orders are appointed by and act as
agents of the Secretary of Agriculture.

The New York-New Jersey milk corder is
something of an exception because it's a
joint federal/state order. However, New
York and New Jersey issue concurrent state
orders that are essentially didentical to
the federal order. The Market Adminis-
trator is appointed by the Secretary of
Agriculture with the concurrence of the
two states. So he acts as a representa-

tive of both the two states and the
Secretary of Agriculture.
SEASONAL PLANS

Eighteen of the 48 federal orders

(including all our northeastern orders)
employ seasonal incentive plans designed
to encourage more even production through-
out the vyear. Two types of plans are
used: Louisville plans (takeout-payback
plans) and seasonal-base plans,

With a Louisville plan, money is
withheld from the dairymen's blend in each
of the spring flush months and deposited
in a special interest-bearing fund. Then,
in each of the late summer and/or fall
months, a specified proportion of the fund
is added back to the uniform price. The
balance in the fund, plus the accumulated
interest, is added te¢ the uniform price in
the final payback month.

With seasonal-base plans,
assigned to each producer,

a base is
A producer's

41

base 1s determimned from his average daily
deliveries during certain specified fall
months (when production is lowest). The
bases are used in determining the price
producers receive. In some orders, they
are in effect only in the flush months; in
others, on a year-around basis. Whichever
is used, producers receive a higher price
for the milk they ship that is within
their established base. For any milk im
excess of the base, however, they receive
only the lowest class price.

CO-0PS AND ORDERS

Cooperatives are important in the
federal milk order program. Normally,
they play a major role in proposing and
amending federal orders. In many markets
they assemble much of the milk. They
supply milk to other handlers and turn
residual milk others don't need into
storable products. In most markets,
co-ops are vital to the maintenance of
orderly marketing conditions. They also
provide marketing services to their own
members, checking weights and tests and
providing market information.

All federal orders except New York-New
Jersey make market service deductions from
producers who are not cooperative members.
In these orders, the money deducted is
paid to the market administrator, who uses
it to provide marketing services to the
non-co-op producers. These orders specify
the maximum amount that can be deducted
for that purpose.

The New York-New Jersey order does the
job another way. Here, payments are made
to cooperatives who iIn turn must carry out
services of benefit not only to their own
members but to all other producers in the
market. These include helping to keep the
market order updated to changing market
conditions as well as providing market
information to all producers. The order
specifies the amount of the payments as
well as the requirements that cooperatives
have to meet in order to qualify for them.

The expenses involved 1n administering
federal milk orders are paid, mnot by
farmers, but by the handlers who are regu-
lated. Operators of plants that are only
partially regulated pay the administra-
tor's assessment only on that part of
their milk that is regulated.



AMENDING AN ORDER

Even though marketing orders do not
regulate farmers, they can come into being
only with the support of producers and can
be amended or changed only if the amended
order is approved by producers. Addi-
tionally, the law requires the Secretary
of Agriculture to terminate an order any
time more than one-half the producers
involved request it. In other words, when
it comes to having or not having a market-
ing order, it's the producer who's calling
the shots.

Anyone who's been in the dairy business
a while knows it's anything but static.
Everything keeps changing -~ changes in
consumer tastes, changes in both the tech-
nology and the geography of production,
changes in the assembly, transportationm,
processing, and delivery of milk. Just
about any change you name requires corre-
sponding adjustments in a market order.

Fortunately, the federal market order
program is flexible enough that changes
can be made readily. Any producer who
markets milk under a market order ought to
be informed, not only about the way market
order regulations come into being, but how
they can be changed. In fact, understand-
ing how an order comes into being is prob-
ably the key to understanding how it can
be changed.

PROCEDURAL STEPS

There are some one-two-three procedures
that have to be followed in either propos-—
ing an order or amending an existing one.
These steps include a notice of a hearing,
the public hearing itself, and a refer-

endum at which producers can cast their

yea or nay. When a proposed order or an
amended order is being considered, public
notice must be given of what is pending.

Anyone who would be affected by the
adoption or amendment of an order has to
be given due notice of the pending pro-
ceedings. The formal notice of hearing
must spell out the provisions of the
proposed order. A public hearing must be
held on the provisions as they are pro-
posed and interested parties given an
opportunity to be heard.

Consumers, handlers, or producers who
might be affected by the proposed order or
order amendment can present testimony.
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They also can file written briefs follow-
ing the hearing. The Secretary of Agri-
culture must base his decision only on the
testimony presented at the public hearing.
After the hearing process is completed,
a recommended decision is issued that
includes a tentative order. Interested
parties then have an opportunity to file
written exceptions to that tentative
order. After the exceptions have been
considered, a final decision is rendered.

THE FINAL DECLSION

The final decision includes a statement
of findings and conclusions, including
reasons why particular proposals were
accepted or rejected. The order provi-
sions contained in a final decision
represent the order or amended order that
producers vote omn.

Handlers are given an opportunity to
sign a marketing agreement that contains
the same terms and conditions as the
proposed or amended order. Even if they
do not sign the marketing agreement, the
marketing order can be issued if approved
by producers. Approval of either a new
order or an amended order requires a yes
vote from two-thirds of the producers
voting. With a couple of exceptions,
producers vote on whether to accept or
reject the amended order and not on the
amendments themselves. in other words,
they either accept the order as amended or
they kick the whole thing out. The two

exceptions are promotion deductions and
Class 1 base plans., In producer referen-
dums, a cooperative can vote for its

entire membership (referred to as bloc
voting).

If an order is issued by the Secretary
of Agriculture, it is a legal document
with the full force of law, However, the
Secretary doesn't have authority to
enforce the order. Instead, he calls on
the Department of Justice and federal
district courts for enforcement.

A handler may challenge any provision
of an order before the Secretary of Agri-
culture as not being in accordance with
the law, He does it filing a written
petition and asking to have the order
modified or asking to be exempted from it.

The handler must be given a hearing
before the Secretary of Agriculture on his
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petition. This ruling is final., But exhaust all the administrative remedies
still the handler has recourse. He ean that are provided in the Marketing Agree-
challenge the Secretary's ruling in the ment Act before obtaining a review of the
federal district court. However, he must issue by a district court.
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CHAPTER VI,

QUR MILK PRICING SYSTEM

PaRT IIT - “HOW YOUR MILK IS PRICED”

THE M-W SERIES

The M-W series? No, it's not an ini-
tialized abbreviation for a man-woman
relationship, nor is it a Midwest football
play, and it's certainly not the name of
an upcoming TV series.

M-W stands for Minnesota-Wisconsin.
Though the initials themselves may not be
particularly important to you, what they
refer to certainly should be. That's be-
cause the Minmnesota-Wisconsin price series
{(the M-W price) is the base on which your
own milk is priced. So let's take a look
at what this M-W price is and see how it
comes to be.

Each month an arm of the USDA, the Sta-
tistical Reporting Service, publishes an
estimate of the average milk price re-
ceived by Minnesota-Wisconsin farmers for
manufacturing grade milk they shipped the
previous month. The butterfar test of the
milk also is published. Note that this
price is for manufacturing grade milk only
(Grade B). The estimate does not include
prices received for Grade A milk diverted
to manufacturing use,

This published price is referred to as
the M-W price or the Minnesota-Wisconsin
price series. 1It's an average price paid
for milk delivered to plants in both bulk
and cans before hauling costs are de-
ducted. It includes premiums paid, but
does not include hauling subsidies.

Why use the price from just Minnesota
and Wisconsin? Well, for one thing, a
large share of the nation's supply of man-
ufacturing grade milk (as well as the
plants that process 1t) is concentrated in
these two states. Also, this is one of
the few places where prices are not regu-
lated by any public agency. Prices here
are extremely 'sensitive," responding
quickly to changes in national supply or
demand for milk.

Since this price is used as a basis for
pricing milk over most of the country,

“milk prices elsewhere move up and down
with changes in the prices paid to dairy
farmers by these Minnesota and Wisconsin
processing plants.

DETERMINING THE M-W

How does the USDA get the dinforma-
tion to develop the estimated price it
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publishes? It starts with data collected
from 119 plants in Minnesota and Wiscon-
sin. These plants report the price they
pay for milk and its butterfat test. USDA
receives this information as soon as the
month is over and announces its estimated
price by the 5th of the following month,

Prices obtained in the 119-plant sample
are not used directly in computing the
estimated price. Instead, they are used
to update the final M-W price for the pre-
vious month. This final price is based on
a much larger sample of plants, represent-
ing about half the manufacturing-grade
milk in the two states.

The update procedure is used to in-
crease accuracy, and 1t certainly must
help. Because the estimate is nearly "on
the nose" with the final price, which
comes out later, The estimate and the
final price are announced for both milk of
average butterfat test and for 3.57%7 milk.

It sounds complicated, and perhaps it
is; but at least it's not too involved for
the statisticians. By the fifth of each
month, they issue the M-W price for the
month previous. So the M-W price for this
month will be issued the fifth of next
month. :

Because it's the base from which milk
prices in all federal order markets are
determined, the M-W price is sometimes
referred to as "a price mover."

Obviously, anything that affects milk
prices throughout the country to the ex-
tent that the M-W does is always subject
to critical examination. And just as ob-
viously it has both its "boosters” and
"boo'ers.,"

ADVANTAGES

Its proponents justify it on several
grounds. They argue that it's a good in-
dicator of the economic value of menufac-
turing-grade milk. Although 80% of the
nation's milk supply is Grade A, they
point out that 30% of Wisconsin's and 60%
of Minnesota's are still manufacturing
grade. So the economic value of manufac-
turing-grade milk is reflected in the
prices that cheese and butter-powder
plants pay.

The ™-W price, they continue, is
determined in a market that is highly



competitive, where a relatively large num-
ber of plants are competing in the same
area for the supply of milk available.
Several studies support the validity of
their argument. Some show that prices
paid in this region react more quickly to
changing market conditions than do prices
in other regions. Other studies have
shown the estimated M-W price to be almost
identical with the actual final price re-
ported a month later.

Not only is a large share of the na-
tion's manufacturing milk processed in the
states of Minnesota and Wisconsin, but
these states also have a large amount of
Grade A milk that is used to make manufac-
tured products. So when fluid milk sup-
plies get tight in other markets, handlers
in those markets naturally look to Minne-
sota and Wisconsin for an additional Grade
A supply. And they have to compete with
the local buyers to get what they need,
Their purchases reduce what's left for the
local manufacturers to use. So the local
buyers "up" their price to keep their own
needs from being siphoned away. As a re-
sult, both the amount of milk available
and the prices paid for it in these two
states quickly reflect changes that occur
in national milk supply.

DISADVANTAGES

However, the use of the M-W price to

determine the class prices in federal
order markets is not universally ac-~
claimed. Some experts question whether it

is any longer the best way to arrive at
class prices. They submit that as more
and more of the nation’s milk supply be-
comes Grade A (as it is continuing to do),
the volume of manufacturing~grade milk
left becomes smaller. Fewer dairymen pro-
duce it, fewer plants process it, and
fewer buyers buy it.

This erosion of Grade B, they contend,
will eventually undermine the competitive
structure of the market to the point where
it will become totally unsatisfactory as a
basis for pricing milk in federal orders.

Others contend that the M-W is weighted
in favor of cheese prices. When cheese
prices are high relative to butter-powder,
it's almost impossible to break even run-—
ning the churns. Consequently, those who
have "cleared the market" by turning ex-
cess milk into butter-powder have done so
at a loss, *
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Those who support some other basis for
milk pricing also point out that M-W plant
reports (which provide the data on which
the M-W price is based) are not subject to
audit, as are plants under federal orders.
Therefore, reporting errors or inaccura-
c¢ies could occur. '

Until 1982, when U.S.D.A. began an-
nouncing an anticipated price, milk buyers
in federal order markets also had a bone
to pick. Since the M-W price was not re-
ported until the fifth of the following
month, they didn't know how much they
would have to pay for milk they used for
manufacturing until after they had already
processed it and, maybe, even sold the
products they made from it. The antici-
pated price announcement alleviated this.

Cooperatives in the NY-NJ federal order
also have a gripe. They contend that pri-
marily they are in the fluid milk and soft
product business and only process residual
milk not needed for fluid use or for per-
ishable manufactured products. To clear
the market, they turn this residual milk
into butter and powder. The amount of the
residual supplies they have to handle
varies greatly from day to day, season to
season, and year to year. How, they ask,
can we operate our plants as efficiently
as those in the Minnesota-Wisconsin area

that enjoy a more stable and uniform
supply? How can we pay as much for our
milk? What's more, they add, our residual

surplus is spread "all over the map," and
our casts in pgetting this wilk into our
plants is greater than in Minnesota and
Wisconsin.

Whatever the pros and cons of using the
M-W price, its likely that it will con-
tinue to be used, at least for the fore-
seeable future, as the basis for pricing
milk under federal milk orders.

SETTING YOUR PRICE

Who "sets" the price I got for my milk
last month? Where did that figure come
from? Did "they" pull it out of the blue?

Good questions all, because sometimes
milk pricing does seem so complicated that
we are discouraged from trying to under-
stand it,

But it's really not all that bad, cer-
tainly not as bad as it used to be,

The '"blend" price (or uniform price),
the price you get, the one printed on
your milk check stub, is arrived at by



determining the amount of milk used over
the whole market in each class (Class I
and II), then multiplying those amounts by
the appropriate class prices. The han-
dlers and the market administrator do all
the figuring.

Fine! But where do they get those
class prices?

Let's start with the Class I price. In
this market, as in all other federal order
markets, the Class I price is based on
the Minnesota-Wisconsin price we  just
discussed.

DETERMINING CLASS I PRICE

However, in arriving at the Class I
price, the market administrator doesn't
use the M-W for the current month., In-
stead, he uses the M-W for the second pre-
ceding month. Why use the M-W price for
the second previous month? Why not use
the price for the current month? Good
question, FEasy answer. When it's an-
nounced on the fifth of each month, the
latest M-W price available is that of the
second preceding month, Milk dealers thus
know in advance what they will have to pay
for Class I milk and, therefore, what they
will have to charge their customers,

The M-W 3.5% price is called the basic
formula price. Once it's known, even a
fourth grader could figure the Class I
price. Just add $2.25 to it, and you have
the NY-NJ Class I price, 201-210 mile
zone, for the second following month.

The Class I price is announced on the
fifth of each month, the same day the es-
timated M-W price is announced.

Note also that you can always predict
with unerring accuracy what the Class I
price will be a month hence. That's be-
cause to get it, you always use the 3.53%
M-W price of 2 months earlier!

This $2.25 that we add to the M-W is
called a fluid differential. Every fed-
eral order uses one. When first estab-
lished, the differentials were supposed to
reflect the amount of money it took to
obtain a supply of Grade A milk in the
Minnesota-Wisconsin area and transport it
"back home." The Upper Midwest was looked
upon as a reserve supply area - a place
where large amounts of milk were available
and could always be obtained, providing of
course that enough money was offered to
pull it away from manufacturing plants.
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Smaller differentials are wused in
orders close to the Upper Midwest and
larger ones in orders further away. In
1982, fluid milk differentials ranged from
a low of $1.12 in the Upper Midwest order
to $3.15 in Southeastern Florida.

Today, because of sharply higher trans-
portation costs, fluid differentials do
not fully reflect the cost of obtaining
alternative milk supplies.

lLet's recap. To get the Class I price
in the NY-NJ market, we take the M-W 3.5%
price for the second preceding month and
add the $2.25 differential to it. Not
very hard, is it?

Now that we have the Class I price fig-
ured out, how do we go about figuring the
Class IE? ‘

FARM OR PLANT POINT PRICING

The Class I prices reported by differ-
ent orders may not totally reflect what
handlers pay or producers receive, because
the point where milk 1is priced varies
among orders. Is the price quoted omne
that applies where the milk is delivered

or where the milk is picked up? 1In other
words, who's paying the hauling?
Most orders price milk f.o.b. its de-

livery point. The New York-New Jersey
order, however, uses what is termed farm
point pricing. Here, the Class I price
quoted is for milk f.o.b. the township in
which it is produced, rather tham f.o.b.
its point of delivery. The base zone for
which prices are quoted is the 201-210-
mile zone. This zone 1s used because it
better reflects the average price paid to
farmers. The 201-210-mile zone is approx-
imately the geographic center of the pro-
duction area.

DETERMINING CLASS II PRICE

In most federal orders the M-W 3.5%
price is used in calculating the Class II
price. In the three Northeast orders, a
seasonal adjustment is applied to the M-W

3.5% price to arrive at the Class 11l
price. The seasonal adjustment is de-

signed to lower the price in months when
production is highest and thus encourage
handlers to process additional milk when
the most milk is around, that is, in the
flush, On an annual basis, it's a ''wash-
out," with the minus differentials in the
high production months offset by the plus



differentials in the lower production
months. This Class Il seasonal adjustment
should mnot be confused with the seasonal
takeout-payback provision (the Louisville
Plan) which is applied to the blend price,
not to class prices, and whose objective
is more uniform seasonal production, not
clearing the market.

Once you know the seasonal adjustment,
just add or subtract it from the M-W 3,5%,
and you end up with the Class II price for
the 201-210 mile zone.

CLASS PRICES ANNOUNCED

Now, what could be simpler? Lots of
things, you say? Well, if you don't like
arithmetic, be of good cheer; you really
don’t have to do all this figuring because
the market administrator announces the
Class I and IT prices on the fifth of each
month. Remember the Class II price an-
nounced on the fifth is for the previous
menth, and the Class I price, for the fol-
lowing month. The Administrator uses the
same prices later to calculate how much
money goes in "the pool.™

"THE POOL"

Now that we have the class prices (ad-
justed for 1location), we can begin to
figure "the pool.” If you like, you can
call it by its formal name, the producer
settlement fund. First we have to deter-
mine what flows into the pool, in other
words, just how much money handlers are
obligated to pay.

There are three major variables that
affect what dealers pay. We've been talk-
ing about two of them, the Class I price
and the Class II price. The third vari-
able is fluid utilization. Fluid utiliza-
tion is the term used to describe the
percentage of the total milk supply used
in Class I, in other words, the amount
sold for bottling purposes.

Obviously, since Class I prices are
higher than €lass II prices, the more a
handler sells as Class I, the higher that
handler's pool obligation will be.

The volumes of Class I and II milk and
the payments due for the milk are deter-
mined by the wmarket administrator from
reports that all regulated handlers are
required to make. Even if he's a trusting
soul, the Administrator doesn't take them
on faith. Later he audits all handler
reports to verify their accuracy.

47

POOL ADJUSTMENTS

Once the market administrator has deter-
mined just how much money will flow into
the pool, what the total handlers’ obliga-
tion will be, it's time to start thinking
about how it will be distributed.

First, however, some pool adjustments
must be made. A major adjustment, one
that occurs in 8 months of the year and
one that affects the blend in many Federal
orders, including NY-NJ, is a seasonal
incentive plan. This takeout-payback ad-
justment is commonly called the Louisville
plan. TIt's intended to discourage pro-
duction in flush months and encourage it
in slack months. In other words, it's de-
signed to level out seasonal up and downs.

The market administrator (as the order
directs) deducts momey from the pool in
the spring flush months, deposits it in a
bank, and pays it back into the pool with
interest .in the fall.

Each take-out from the pool decreases
the blend price, and each payback in-
creases the blend price.

There are some other pool adjustments,
They include the money needed for the farm
bulk pick-up credits, for payments to co-
operatives and for a reserve fund. Let's
consider them one by one:

TRANSPORTATION CREDIT

In Order 2, handlers receive a credit
from the pool of 15¢ per cwt. for all milk
they pick up at the farm. This partially
compensates handlers for farm pick up
of milk, but doesn't fully cover their
costs, The order permits handlers to
recover their actual hauling cost, less
any credits provided under the order.
These include the 15¢ credit mentioned
above, plus zone and fixed transportation
differentials.

COOPERATIVE PAYMENTS

In Order 2, payments are made from the
pool to cooperatives (who qualify) for
providing marketwide services that benefit
all dairymen. These include such things
as analyzing market problems, proposing
order changes, participating in hearings,
and voting on amendments. Among other
items, a cooperative, if it is to receive
CO-op payments, must conduct a market in-
formation program and make it available to
all producers.



Currently three cooperatives (or co-op
federations) in New York State qualify for
such payments. These organizations cur-
rently are reimbursed from the pool 4¢ per
cwt on all milk delivered by their mem-—
bers. In recent years, the cost of these
payments to the pool has amounted to less
than 2¢ per cwt. This has reduced the
blend price by that amount.

RESERVE FUND

In Order 2, a reserve fund equal to 8
to 9¢ per cwt is maintained month by
month. The main reason for the fund is to
provide enough money to complete the ad-
ministration of the order in the event
it's ever terminated.

THE BLEND PRICE

Up to now, we've determined the class
prices, calculated the handler's obliga-
tions to the pool, and made our pool ad-
justments. Now let's get down to the real
nitty-gritty, the price you're interested
in, the uniform or blend price (sometimes
called the farm price).

How do we figure it? Easy! Just take
what's left in the pool and divide those
total dollars by the total volume of pro-
ducer milk. The answer you get (if your
arithmetic is right) will be the blend {or
uniform) price for milk of 3.5%7 butterfat
in the 201-210 mile zomne.

Obviously, not all farmers get the an-
nounced blend. In fact most of them
don't. They receive a blend price either
higher or lower than this depending on
their butterfat test and the township zomne
where their farm is located. (Dairymen
within the 70-mile zone near New York City
also pick up an additional 15¢ per cwt.
fixed differential.)

Except for differences due to location,
hauling charges, and butterfat, individual
producers must be paid the blend price
unless they authorize deductions in writ-
ing. Hauling deductions out of a pro-
ducers check are limited to the actual
cost of hauling incurred by his handler
less any credit his handler received from
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the pool. In the NY-NJ order, handlers
currently receive a 15¢ transportation
credit from the pool.

MINIMUM, NOT MAXIMUM

Producers may authorize handlers to
deduct money from their milk checks and
make specified payments to third parties.
Except for these written authorizations
(and the deduction for promotion autho-
rized by a producer referendum), all pro-
prietary handlers must pay each dairyman
the appropriate uniform price. Handlers
may pay producers more than this amount,
but they cannot pay less.

Cooperatives are treated somewhat dif-

ferently, The Marketing Agreement Act,
which originally authorized federal
orders, alsoc authorized co—ops to pay

their members aeccording to the terms of
the contract that the member signed with
them.

The NY-NJ marketing order does mnot per-
mit co-ops to sell milk to buyers at less
than the applicable class prices. How-
ever, co-ops may deduct marketing costs
from the proceeds of the sale of their
members' milk and return the balance,

" If you don't like figures, be glad
you're not the market administrator, who
keeps track of all the numbers. Fortu-
nately, he has a staff of auditors, ac-
countants, and statisticians to help. The
results of all their calculations, class
prices, pool adjustments, blend prices are
publicly announced, each and every month.

SUPPORTS, ORDERS, AND PRICES

Price supports, market orders, and the
money you got for the milk you pumped out
of your tank this morning are inevitably
interrelated. Support prices, at least
during times of excessive milk supplies,
affect the prices that unregulated (non-
pool) manufacturing plants pay. What they
pay establishes the M-W price. In turm,
the M-W price establishes your class
prices., Class prices establish your farm
price, Simple, isn't it?
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PRICES USED IN FEDERAL MILK ORDER FORMULAS TO DETERMINE MONTHLY CLASS PRICES AND BUTTERFAT DIFFERENTIALS,
' 1281-1982

: Minnesota- : Nonfat dry Tentative Class 11 ng
. k L _Bri L

Year i Wisconsin : Butter- : Butter, : milk, Chicago "AppTicable : Welghted . L1 IT ¢ Tentative
and : manufacturing: powder : {hicago : area plants = : Minnesota- : change in : €1, I1 : differ-: Class II
month : grade milk : snubber : Grade & : sprey process : MWisconsin : gross t formula : ential : price 8/
: 1/ H 2/ 3 3 4 : price 6/ : values 7/ : orice H
: Uol, per cwt, ==~Dol. per pound == =c<ee- ~e==w-Upllars per 100 poungds---==== -
1981 H
January 12.64 13.39 1.4725 .9373
February : 12.66 13.37 . 1.4725 9350
March : 12.67 13.37 1.4725 +9344
April : 12.64 13.37 1.4725 9348
May : 12.6] 13.38 1.4731 2362
June H 12.5% 13.3% 1.,4750 9358
duly H 12.53 13.41 1.4794 +9362
Auygust 12.47 13.41 1.4803 9351
September: 12.46 13.43 1.4854 .8360
October 12.52 13.53 1.5057 C .9389 12.47 0.13 12.60 0.15 12.75
November : 12.52 13.47 1.4888 .9397 12.45 .07 12.53 .13 12.66
December : 12.56 13.41 1.4812 .9349 12.52 .00 12,52 .10 12.62
Average i 12.57 13.4] 1.4799 , 9360
¢ Minnesota- : + Nonfat dry : tentative CTass 1T pricing 7actors: &7

Year : Wisconsin : Butter-
and ¢ manufacturing: powder

Butter, : milk, Chicago :
month : grade milk : snubber : Grade A : spray process : Wisconsin ¢ gross
: 3/ ¢ 4f : :

Applicable : Weighted ¢ Basic @ C1. 11 : Tentative
Chicago : area plants

Minnesota- €1, I1 differ-; Class II

¢ formuia : ential ¢ price g/

: 1/ t 2/ price 6/ vatues 7/ ! price :

: Dol. per cwt. =--Dol. per pound --- I B Doilars per 100 pounds----ee-mmmen
1982
January : 12.55 13.36 1.4783 .9323 i2.52 - ,30 12.22 .12 12.34
February : 12.46 13.39 t.4747 2361 12.58 - .08 12.50 .11 12.67
March : 12.45 13.39 1.4778 .9349 12.55 00 12.55 .13 12.68
Aprit : 12.45 13.37 1.473% .9344 12.46 .01 12.47 L2 12.59
May . 12.43 13,36 1.4725 L3347 12.45 .03 12.48 .09 12.57
June H 12.42 13.37 1.4729 <9343 12.45 - .05 12,40 .08 i2.48
July : 12.42 13.38 1.4759 L9342 12.43 07 12.50 .08 12.58
Aggust 12.44 13.40 1.4807 .9346 12.42 06 12.48 07 12.55
September: 12.46 13.42 1.4835 .9347 12.42 .05 12.47 .08 12.58
Jctober : 12.56 13.40 1.4744 9369 12.44 02 12.46 .08 12,54
November : 12.56 13.43 1.4818 L9374 12.46 .07 12.53 .09 12.62
Decamber : 12.62 13.41 1.4784 .9366 12.56 - .03 12,53 .12 12.65
Average : 12.48 13.39 }.4769 ,9350 12.47

1/ Converted to a 3.5 percent butterfat content using Chicago Grade A butter price times 0.120. This price series
is the "basic formula price" that is used to determine ¢lass prices under Federal milk orders.

. &/ Price at 3.5 percent butterfat test resulting from: (Chica?o Grade A butter price times 4.2) plus (Chica?o arga,
spray process, nonfat dry milk price times 8.2) less 48 cents. This price is used to determine Class 1I and Class II1
prices in five Federal milk orders only when 1t 1s lower than the Minnesota-Hisconsin price,

3/ This price is a simple average of all the prices reported during the month by "Dafry Market News®. It is used to
determine class, base-gxcess, and producer butterfat differentials. In addition, it is used in the butier-powder
snubber formula.

4/ This price is for the 26th of the preceding month through the 25th of the current month, as reported by the
Statistical Reporting Service. It is used in the butter-powder snubber formula.

5/ This pricing provision first became effective with the October 1981 price in 29 Federal milk orders.

Effective with the December 1982 price, this provision was added to 14 additional orders. See major order actions on
page 136,

6/ Price at 3.5 percent butterfat content for the second preceding month.

7/ Total weighted change in gross values of milk used to produce Cheddar cheesk and butter/nonfat dry milk.

8/. As announced on the 15th of the preceding month. The final (effective) Class 11 price is announced on the 5th of
the following month.



CHAPTER VI,

OUR MILK PRICING SYSTEM

PART IV - “COMPONENT PRICING”

COMPONENT PRICING OF MILK

Should you wander into the showroom of
your friendly neighborhood auto dealer,
even if you're not psyched up to buy the
latest version of Detroit's dream machine,
cast a glance at the price sticker on its
side window. You'll scon notice that the
sticker carries a basic price for the car
and then lists a group of "options", each
carrying its own additional price. The
basic price covers such things as engine
and chassis, wheels and tires, steering
wheel and seats, lights and horn. This
baslc price covers enough of the car's
components——gears and sprockets and
springs and things--to make the car go.
This basic price might be called a "flat
price" or a "package price".

However, should you want air-condition-
ing or power brakes or racing stripes or
any one of a hundred and one other things
that auto manufactures dream up to help
divest us of our money, you'll find you
have to pay for each one of these addi-
tional components separately. This pro-
cedure might be called component pricing.
It establishes a price based on the number
and value of the components the product
contains.

The auto industry, in other words, is
using a combination of flat pricing and
component pricing. In some ways, the
dairy industry does the very same thing in
pricing milk at the farm. It establishes
a flat price for the basic modei--one hun-
dred pounds of milk containing three and a
half pounds of butterfat. Then, the price
is adjusted as the milk varies up or down
in butterfat content from that three and a
half percent level. So, in a way, the
dairy industry is already using component
pricing. It's pricing farm milk according
to the value of its milkfat plus the basic
value of its skim milk components.

COMPONENTS CURRENTLY RECOGNIZED

Looked at this way, we might say that
if milk (3.5% fat) is priced at $15 per
hundredweight with a butterfat differen-
tial of 18 cents per tenth of a point,
then its butterfat component is actually
being valued at $6.30 (3.5 x .18 x 10).

The rest of the milk, all the other com-
ponents (the skim milk carrying all the
nonfat solids), 1is worth $8.70 ($15 -
$6.30 = $8.70).

That's why many say we are already
pricing milk on a component basis. Were
we to adopt a more complete component

. pricing system, however, we'd first have
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to identify all the components of milk and
then determine a value for each. An aver-
age hundredweight of milk contains 87.4
pounds of water, 4.9 pounds of lactose,
3.8 pounds of milkfat, 2.7 pounds of
casein, 0.5 pounds of albumin, 0.7 pounds
of minerals and small traces of vitamins
and other substances. Of course, this is
only an average. Additionally, if we were
to utilize this kind of component pricing,
we'd have to agree on what each of those
components-—water, Iactose, milkfat,
casein, albumin and the minerals was
worth, and we'd also have to be able to
test the milk so that the precise quantity
of each component could be established.

In actual practice, whenever most of us
refer to component pricing for milk, we
don't really mean recognizing all of these
pricing components. Rather we mean recog-
nizing some values other than the two
recognized in our current pricing system
~-butterfat and skim milk,

GROUPING COMPONENTS?

'If we're mnot going to identify and
value each of milk's components, are there
other ways that some of them might be
grouped and given consideration under a
new pricing scheme? Let's go back to that
average 100 pounds of milk mentioned
earlier and re-evaluate it. Looked at one
way, we could say that that 100 pounds
really consists of 12.6 pounds of solids
and 87.4 pounds of water., By grouping our
components differently, we could describe
the 100 pounds of milk as being 3.8 pounds
of fat, 8.7 pounds of nonfat-solids and
the balance water, Were we to pull the
proteins {casein and albumin) away from
the other solids and group them separate-
ly, we could make a case that our hundred
pounds of milk actually consisted of 3.2
pounds of protein, 3.8 pounds of fat
and 93 pounds of everything else, In




practice, when people speak of component
pricing, they're usually suggesting a
recognition in our pricing system of the
variation in the quantity of either the
protein or else all the nonfat-solids
(which includes the protein) and then as-
signing a value to reflect that variation.

A BIT OF HISTORY

At one time milk was sold by volume
alone. Anything that was white and could
pass for milk received a single price,
whatever its content. Butterfat, protein,
and other milk components carried no sep~
arate, identifiable market value. Then
shortly before the turn of the century, a
former New York State farmboy turned pro-
fessor developed a method of testing for
butterfat. The advent of the Babcock test
quickly shifted milk pricing from consid-
eration of volume alone to a direct-ratio
or fat-only system. This system assigned
the entire value of the milk to the but-
terfat it contained. Milk was priced at
so much per pound of fat., So no longer
was there any incentive for watering or
skimming milk shipped to the creamery. At
that particular time fat pricing of milk
made good sense because butter was the
dominant dairy product and butterfat the
most valued fraction of the milk,

As fluid markets developed and the
market for other dairy products became
more diverse, recognition developed that
milk components other than the fat de-
served an independent value. 8o a two-
component pricing system came into being.
This system assigned part of the value to
the skim component and then established a
butterfat differential (based on the value
of the butterfat in the price of a pound
of butter). This has remained the basis
of our pricing system for more than half a
century. For much of that time there was
little choice! After all, why bother put~
ting a value on a component if the ca-
pacity to measure it is lacking?

Besides, even as late as the 1940s,
skim milk was considered worthless and
at butter plants was in fact frequently
flushed down the drain. But those times
have gone! Fat (particularly butterfat)
has fallen from favor with many consumers
and protein (particularly high quality
milk protein) now wears the white hat.
Cheese has become the majorette of the
dairy product parade, while butter has
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become a residual product. Consumption of
lowfat products has nearly tripled in the
last decade. As a consequence, where mnot
many years ago fat represented about two-
thirds of the value of milk, today it
represents only one-third, The other
two~thirds is allocated to the skim por-
tion. Yet all skim milk is not created
equal. One lot differs from another and
one will yield more of some dairy products
than another.

THE CASE FOR MULTIPLE
COMPONENT ‘PRICING

That's why many believe that our milk
pricing structure needs revamping--that
inequities exist in the current model that
fairness and justice demand be addressed.
Those of this turn of mind hold that skim
milk should be priced on the amount of its
components and their value, based on prod-
uct yield. They are quick to peoint out
that currently if the butterfat is removed
from one hundred pounds of 3.5 percent
milk, the 96-% pounds of skim that remains
is valued the same whether it contains 3-%
pounds of protein or only 3 pounds.

It's quite a different story with the
butterfat, they add. Two handlers, both
selling whole milk, can each put out 3.5
percent fat milk, although one may receive
a 3.8 percent fat product and the other
only a 3.5 percent. All the handler has
to do is standardize it--just remove some
of its fat! The same's not true with pro-
tein or nonfat-solids, Skim milk cannot
be standardized down except by adding
water-—and that's illegal. (It can be
standardized up by fortifying it with non-
fat milk or condensed skim milk.)

If their arguments are valid, then why
haven't we gone to component pricing al-
ready? After all, the idea of multiple
component pricing is hardly new; it's been
around for -a quarter—century or more, In
several places it's already in use. The
Dutch test for protein as well as fat, and
both are used in most of their pricing
formulas. California has operated a mul-
tiple component testing and pricing system
since the early 1960s, with both fat and
nonfat-solids in their pricing formula,
The Golden Guernsey Co~op in Milwaukee has
paid a protein premium for nearly two
decades. The Cabot Creamery in Vermont
started a protein pricing program in mid-
1977.



Nevertheless, adding them all together,
you'll still find that multiple component
pricing systems probably affect fewer than
10 percent of all the dairymen in the na-
tion. 1In other words, component pricing
can hardly be described as having swept
the country by stormi

THE CASE AGAINST MULTIPLE
COMPONENT PRICING

Why hasn't component pricing taken
hold? Part of the reason may be that
under our present system of pricing on a
"butterfat basis", consideration is al-

ready given to components other than
butterfat. Defenders of the status quo
point out that even though our basic

pricing system has not changed in years,
the relative values assigned by that
system to butterfat and solids-nonfat have
changed substantially. What's more, they
continue, fat and nonfat solids in milk
are directly correlated. So the cows that
produce the high~fat milk are also the
cows that produce the high-solids milk.

S0 any pricing system that recognizes
and rewards high-fat milk is, at the same
time, giving a higher value to high-solids
milk. (Some research shows that as fat
test goes up 1/10 of one percent (0.172),
SNF,  on the average, climbs 4/100 of one
percent (0.04%)}. However, individual
cows with the same fat test may differ
markedly in their protein or nomnfat solids
test. '
Another reason that component pricing
has been slow to arrive may be plain old
apathy. Generally, most dairymen have not
seen fit to push for it. While a few
economists, some nutritionists, and quite
a number of cheesemakers may argue the
virtues of component pricing, most dairy-
men plain don't care. The owners of high-
fat, high-protein cows, o©f course, are
more likely to favor such a plan. But
these represent a small part of all herd
owners. Owners of Holsteins, on the other
hand, may be more reluctant to adopt a
change. Any dollar redistribution occur-
ring from a component pricing system would
most likely result in lower prices for
their milk.

A  Pennsylvania study indicated,
unexpectedly, that under a protein pricing
plan, Jerseys would have the most to gain,
with more moderate returns to Brown Swiss
and Guernseys, small gains to Ayrshires

not
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and a slight dip in the price to Holstein
dairymen. The losses to Holsteins were
less dramatic than the gains to other
breeds because Holsteins were so numerous
relative to the other breeds. Many dairy-
men feel that multiple component pricing
would simply redistribute prices, not im~
prove them, with a large number of dairy
farmers giving up small slices of pie to a
small number of farmers who would gain a
lot.

VARIATIONS EXIST

However, there were always some Hol-
stein herds receiving higher prices and
some colored breed herds receiving lower,
That's because cows vary not only in but-
terfat, but in protein and solids-nonfat
as well. Variation occurs at different
times from the same cow, between cows,
within a herd, between herds, between
breeds, and even between states. Protein
varies more among cows within the same
breed than it does among breeds. A USDA
study in 1977 found Holsteins averaging
3.21 percent protein, 8.54 percent SNF;
Ayrshires 3.36 protein and 8.62 percent
SNF; Brown Swiss 3.53 percent protein and
9.04 percent SNF; Guernseys 3.63 percent
protein and 9.13 percent SNF, and Jerseys
3.87 percent protein and 9.36 percent SNF.
Most of the variation in the total nonfat
-solids was due to variatiom in its pro-
tein content (which is alse the most valu—
able portion of the SNF). Lactose and
mineral content was fairly constant be-
tween herds, breeds, and geographic areas.

However, while both the percentage and
the actual poundage of nonfat-solids in

milk climbed as fat test increased, the
ratio of fat to nonfat-solids did not! In
fact, i1t went the other way. Lower-
testing, bhigher-milk producing cows had
the narrowest ratio of fat to nonfat-
solids. In other words, the lower the fat
test, the higher the proportion solids-

nonfat were to fat, The common belief
that the butterfat differential also pays
for extra protein can be misleading. The
correlation between butterfat and protein
is not perfect. Moreover, while milk
testing 5 percent fat has about 9.07 per-
cent pounds SNF, and milk testing 3 per-
cent fat has only 8.27 pounds of SNF, that
5 percent milk contains only 1,81 pounds
of SNF per pound of fat, while the 3 per-
cent milk carries 2.76 pounds of SNF per




pound of fat. As a consequence, yields of
cheese per pound of fat actually decrease
as fat test goes up.

And, of course, it's important to rec-
ognize that percentages are not the same
as pounds. The future of high producing
breeds is assured under any likely protein
pricing plan. While on a percentage basis
Jerseys led the list in percentage of fat,
protein and other nonfat-solids, when it
came to total yield of solids, fat and
protein, Holsteins were number one. Even
though we pay for higher butterfat content
now, the breed with the lowest butterfat
average is far and away the most popular.

A TWO COMPONENT PRICE?

An average relationship between fat
test and solids-nonfat or protein does not
assure equitable payment for the indivi-
dual dairyman who produces a higher or
lower protein than the average., Ideally,
milk used for making cheese or butter and
powder should reflect the yields of the
final product. Obviously, high s=oclids
milk has a greater value for manufacturing
than low solids milk., {For example, 100
pounds of milk that tests 3.3% protein
will wyield about 10 pounds of cheddar,
while 100 pounds of milk that tests 3.5%
protein will produce about 10.7 pounds of
cheddar.)

Since fat and protein are the only com-
ponents of milk that show much wvariation
(lactose remains fairly constant at about
5 percent while protein content varies
between 2.8 and 4 percent), a pricing sys-
tem based on fat and protein differemntials
is most often suggested. Cheesemakers are
apt to go one step further and ask that
the protein content be corrected to re-
flect actual casein value. Casein is the
only part of the milk's protein that is
valuable to them. The rest of the protein
(called the whey fraction) does not add to
their product yield. (Mastitis can change
the protein content of milk. High cell
counts cut casein and increase the per-
centage of whey protein. So when protein
pricing is used for milk to be made into
cheese, some plants insist wupon cell
count standards as a gqualification for
premiums.)

POINTS TO PONDER

Any time a change in the method of
pricing milk is considered, some important
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© questions must first be addressed.

Some
come easily to mind. Like, "what problems
would a different system solve” and "how
about the logisties?” Are any tests that
may be required quick, simple, and inex-
pensive? Will any added returns be offset
by added costs? Does the new system give
dairymen a clear economic signal as to
what the market wants and is willing to
pay for? Will ir respond readily to
changing marker conditions? Does it
really reflect market wvalues? Does the
system provide handlers equal raw product
costs for comparable uses? Is the pricing
system administratively manageable? 1Is it
understandable? Are the components tested
and paid for controllable by producers?
Will the new pricing system encourage or
discourage sales?

Let's take a lock at some of these
questions. First one first! For start-
ers, modern technology has made it poss-—
ible to test, at reasonable cost, for com-
ponents other than fat in wilk. Relisble
protein tests are now available. These
protein tests are 'better” (that is,
quicker and less expensive) than the ones
for total solids or SHF.

Actually, these protein tests ave not
true protein tests at all. Rather, they
test for nitrogen—containing compounds, of
which protein is one. {Sometimes stuff
in milk that isn't protein contains nitro-
gen, Mastitis infected milk is a case in
point.}) However, the test does get you in
the ball park. Research also indicates
that bi-monthly testing is nearly as accu-
rate as monthly testing and most pretein
testing is donme on that basis. New York
State DHIC tests all their samples for
milk protein,

Both feeding and management can influ-
ence the composition of milk. But it's
important to recognize a couple of reali-

ties. First, management affects fat per-
cent more than it does protein, Next,
changes in management can affect total

yield more than they can affect either fat
or protein percentages. Also, it's much
easier through management to decrease fat
test than it is to increase it. Feeding
practices that decrease fat percent, such
as increasing the energy and decreasing
the fiber in a ration, tend to increase
protein percent, but only modestly,

Season of the year can also affect the
composition of milk. Percent of protein
and fat in milk is highest right after
calving, drops as the cow's production



peaks, then slowly turns upward. Milk
yield increases and both fat and protein
test decrease as a cow matures. After six
vears of age, both fat and protein tests
drop; the former more markedly than the
latter,

GENETIC POTENTIAL?

How about breeding for higher protein?
As stated earlier, high~fat breeds also
test highest in protein. But differences
among breeds are less with protein than
with fat. While percent fat and percent
protein tend to vary din the same direc-
tion, by no means are they tied to each
other. Both are inherited and each can be
changed. Opportunities to select for pro-
tein test are more limited because fewer
cows are tested for protein than for fat.
And only fragmentary protein data on in-
dividual sires now exists. (With the New
York DHI laboratory now calculating pro-
tein on all samples, a data base is
rapidly being developed.)

The heritability of protein content is
about as high as that of butterfat, but
the range among cows is smaller, Any
genetic progress is possible only when
genetic variance exists. The wider the
variance, the greater the chance for
progress. Sco while genetic selection is
possible, change may come more slowly.

Unfortunately, selection for one trait
tends to select against others, so ideal-
ly, selection should consider all traits,
The simplest goal to achieve has always
been {and will continue to be ) selecting
for high milk production. Admittedly,
cows have not been selected and crossed
over many generations in a search for high
protein as they have for high fat or milk.
However, in California, where component
pricing has been used for almost 20 years,

no notable changes in the component
characteristics of fluid milk has been
observed.

MULTIPLE PRODUCTS - MULTIPLE MARKETS

"What does the market want and what is
it willing to pay for?" Another of the
questions in our listing above. Perhaps
the most important question; maybe it's
the reason a component pricing plan has
not already been adopted. Most component
pricing plans fail to recognize that there
is really more than one product and more
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than one marker! Certainly the ultimate
market is always the consumer. But con-
sumers don't buy units of fat or protein
or milk solids. They buy beverages or
they buy dairy products--butter, cheese
and ice cream. It's a given that whatever
they want to buy--a glass of milk or a
dairy product, it must be fresh, attrac-
tive and palatable.

There's a whale of a difference between
milk as a beverage and milk converted to a
dairy product. Will a consumer pay more
for a glass of milk that's higher in pro-
tein and solids? While there's some evi-
dence that consumers do prefer a higher
than average SNF content at all fat
levels, there is very little evidence they
will pay extra to get it. At any rate,
few handlers have been willing to chal-
lenge the market on that score--moving
into the market with a fully priced, high
solids, fluid milk product.

Milk consumption trends have mnot really
led towards products high in protein.
Rather, they've gone in the direction of
low-fat, So, does extra protein or solids
in beverage milk really deserve any extra
premium? Components 1in milk should be
used in pricing only if they have extra
value, a value for which the market will
pay, a value no less than the cost of
identifying and marketing that component.

AVERAGE MILK EXCEEDS MINIMUMS

One suggested way to obtain market re-—
turns for extra protein or solids in
beverage milk is to increase the minimum
component standards for nonfat-solids.
Most states follow the Federal Food and
Drug Administration standards which re-
quire & minimum of 8.25 percent nonfat-
solids in all fluid milk products. How-
ever, this level is well below the level
which already exists in average milk as it
comes from the farm (which runs around 8.5
or 8.7 percent solids). Giving all fluid
milk processors an equal incentive, Cali-
fornia requires a SNF test of 8.7 percent
in whole milk, 9.0 percent in skim milk
and 10.0 percent in low-~fatr milk.

If producers are to be compensated for
the cost of extra solids which processors
must add to standardize their product up-
ward to meet new regulations, consumers
in turn will have to pay more., If the
price increases, what will happen to
consumption? A thumb rule sometimes used




is that for each 1 percent change in
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price, the quantity of milk consumed would

change 3/10 of 1 percent in the opposite
direction.

Governmental edicts of any kind are
palatable to few and more regulations on

milk marketing would turn some people
purple. TForget that mandatory "force
feeding”, these people insist, If extra

protein is indeed meaningful and contrib-
utes towards flavor and nutrition im the
milk market, then allow it to establish
its own value. Establish and enforce nu-
tritional labeling standards and let the
consumer opt for the product desired at
the price required. Forcing additiomal
protein standards on all milks and milk
"products, they submit, would be the same
as forcing high fat and fat standards on
all milk and milk products. It would be
like eliminating the 1 percent and 2 per-
cent fat milks. In either case, the con-
sumer loses the option to choose a lower
solids milk at a lower price.

YIELD VALUE FOR MANUFACTURING

Those who favor raising protein or SNF
standards argue that It is the only way to
get fluid processors to go along with mul-
tiple component pricing. Because beverage
milk yield is unaffected by its protein
content and because consumers seem unwill-
ing or unlikely to pay a premium for high
protein milk, fluid processors have no
reason to pay more for higher protein
milk, unless they are forced to in order
to meet a regulated standard. The regula-
tion makes it fair for everybody. A curi-
ous twist to this argument is that all
dairy processors pay extra for butterfat
but very few processors actually need all
the butterfat they buy, vet we do not have
unduly high standards for the fat composi-
tion of dairy products. If we don't have
to do it for butterfat, why do we have to
do it for protein? If it is unfair to
force a fluid processor to pay for pro-
tein, is it fair to force a cheesemaker to
pay for butterfat? It should be noted
that with current production and marketing
practices, it 1is easier to produce and
sell surplus butterfat than protein, but
that need not be the case,

As far as manufacturing milk is con-
cerned, few would argue that component
pricing would be other than a fair, just,
and efficient approach to establishing

price. This is often referred to as "end
product™ pricing--pricing milk on the
sales value or yield of the products that
can be made from it. Ten points of fat on
a hundredweight are equivalent to 1.25
pounds of butter; an extra point of pro-
tein equals roughly an extra pound of non-
fat dry milk. A difference of about 1
pound of cheese per hundredweight of milk
results from a difference of just % of
1 percent protein between two different
milks,

DIFFERENT USES - DIFFERENT VALUES

There are some problems with "end use”
pricing, or identifying components by
their worth, in that the same compcnent
has different values when used in differ-
ent products. Milk proteins as such, for
instance, have a limited and underdevel-
oped market. When protein is part of skim
milk powder its worth is no more than the
price of the powder itself., In cheddar
cheese making, dits wvalue may be much
greater. And its value is almost zero in
fiuid milk processing.

Proponents of a mnew pricing system
argue that if each unit of protein and
butterfat had a separate value, handlers
would utilize milk components more effi-
ciently, prebably by diverting high pro-
tein milk into manufacturing and satisfy-

ing the fluid milk market with lower
protein milk., Using high-test milk for
manufacturing, they continue, would re-

quire less energy in processing and haul-
ing, and in the case of cheese there would
be less whey to dispose of. Some milk,
they add, is so low in protein (particu-
larly in the springtime) that it's un-
profitable to turn it into cheese.

PREMIUM OR PENALTY

Producers of high protein test milk
lock to component pricing as a way to get
more for their milk. Without additional
funds coming from the market, the only way
more can be paid to one group of producers
is to withhold it from another group.
Unless fluid milk handlers are charged
more for extra protein, there is no extra
money to pay a premium to producers, and
if handlers have to pay more for that
extra protein, they won't want any milk
that runs above the minimum standards.



Some have suggested that, instead of
paying a premium for extra protein or
solids in milk sold in fluid markets~-
where that extra protein brings no extra
return —--it might be more appropriate to
apply a penalty or discount for low pro-
tein milk., The penalty or discount should
equal the cost of fortifying that milk to
bring it up to minimum standards.

0f course, proprietary handlers oper-
ating in federal order areas can't charge
penalties for low protein or solids con-
tent unless order regulations are changed
to permit it. They are legally required
to pay the minimum order prices., - Cooper-
atives and non-regulated handlers, on the
other hand, not locked into the order
price, can wutilize both plus and minus
differentials for protein, just as they do
for butterfat. One co-op which is now
using both butterfat and protein differ-
entials, deducts the same amount for low
protein milk as they add for high protein
milk, The protein base they use is 3.1
percent and the premium or penalty above
or below that base is calculated on a per-
centage of the current nonfat dry milk
support price.

ORDER REVISIONS REQUIRED

In order to fully utilize component
pricing, our federal milk marketing orders
would have to be modified. Any pricing
system that now exists or any that might
be developed inevitably will have strong
points and weak points. Producers produce
milk that comes with “fixed" bundles of
characteristics. Processors, on the other
hand, have preferences for different com-
ponents. So it's difficult to come up
with a pricing system that works equally
well for producers and processors. Unless
ultrafiltration develops to the point
where we can separate out individual com-
ponents right on the farm and establish a
market for each, some inequity will always
exist.

A PROVOCATIVE PROPOSAL

One possible revision to marketing
orders might be to pool both butterfat and
protein differentials. Determine values
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for butterfat and protein based on their

use in wvarious milk products, then let

each processor pay the appropriate dif-
ferential according to how he used his
milk--on its value to him rather than to
some marketwide use-~value. Producers then
would be paid a marketwide differential
based on the value to the pool, just as
they are now with Class I prices.

Obviously pooling would cloud the eco-~
nomic signals sent back to the dairymen.
If you want to signal a dairy farmer, let-
ting him know that butterfat is worth this
much and protein is worth that much, it's
best to give him that message directly.
Pooling is like sending the economic sig-
nal through cheesecloth - it arrives a bit
blurry. But that's true of our federal
order system right now. Blend prices
don't communicate Class I values to dairy-
men directly. Because they're pooled, the
dairymen get to see only part of the Class
I differential. The equity argument over—
rides the efficiency argument in this
case.

SO WHERE ARE WE?

Certainly the pricing system we use
today may not be the best one for tomor-
row., Times have changed. Butterfat is
viewed negatively by many consumers and
high quality milk proteins are viewed
favorably. Cheese is becoming the domi-
nant dairy product, with butter virtually
a residual product. New York, just like
Wisconsin, is becoming a significant manu-
facturing state-—-producing sizeable quan-
tities of cheddar, mozzarella, ricotta,
cottage, and cream cheese as well as many
other dairy products. Quick, accurate
and inexpensive tests for butterfat and
nonfat-solids are a fact of life. Protein
can be approximated by a test for nitrogen
carrying compounds (although the presence
of non-protein nitrogen in varying amounts
may prevent absolute accuracy). Accurate
casein tests are available, but expensive.

Part of the dairy industry is currently
giving explicit recognition to the nonfat
components of milk in their pricing sys-
tem. Both California, which has a State
rather than a Federal marketing order, and
the Canadian Province of Ontarie have
added differentials based on nonfat-solids
to their pricing program. In the North-
east, others are experimenting or gather-
ing data about it.



DIFFERENCE NOT GREAT

For most producers the difference be-

tween being paid on a butterfat-basis, as

they are now, or being paild on the basis
of fat and protein (or fat and SKF) may
only amount to a few cents per hundred-
weight., If little can be done to change
the levels and ratio of protein and but-
terfat in milk, incorporating protein into
our pricing system is only going to change
the distribution of returns--change the
way the pie is sliced. It isn't going to
have the long-run benefits some advocates
suggest 1t will, However, if long-run
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”gains in protein content of milk can be

obtained, then justification for a new
protein pricing scheme exists. We worry
about fat test to three decimal points.
We rarely think about protein or SHNF test,
because these don't carry explicit values.
Any change in the system inevitably will
alter returns to individual processors and
to individual producers. The transition
may be difficult for some. But in the
long run, any pricing system which more
accurately reflects value in processing
and consumer demand will ultimately bene-
fit the producer, the processor and the
COTLSUMEY .



CHAPTER VII, PROCESSING AND MARKETING MILK
PART [ - “THE FLUID MILK INDUSTRY”

Why do we always talk about fluid milk?
Nobody ever talks about f£luid water or

fluid orange juice or fluid coffee! We
know and take for granted these are
fluids. So why the unneeded adjective?

Is there really any good reason for
calling it fluid milk? Everybody knows
milk's a fluid. Dairy industry people
know it too. But, then they're not really
talking about whether milk is a liquid or
a solid. Rather, when they speak of fluid
milk, what they're really talking about is
handling, pricing, processing and market-
ing milk as a beverage. They designate
this kind of milk as Class I milk. That
Class I designation distinguishes it from
the rest of our milk supply--that part
which moves from producer to consumer in
the form of hundreds of dairy products
which, depending wupon the particular
marketing order involved, are designated
as having been made from Class II or
Class IIT milk.

Whatever we call it fluid milk,
Class I milk or beverage milk, no one will
dispute that the industry which handles it
has come a mighty long way from the days
when a milkman dipped the milk a customer
wanted out of a can on the back of his
wagon and then poured it directly into the
purchaser's container. Naturally, since
this pre~dated refrigeration, the milk-
man's wagon had to come by the house every
day.

BORN WITH THE BOTTLE

The start of the fluid industry as we
now know it dates back to just after the
Civil War. Fluid milk factories developed
after commercial introduction of glass
milk containers. Actually, the first milk
bottle wasn't a bottle at all, but a
"jar". The bottle featured a metal device
with rubber gasket and thumb screws for
holding down its glass cover. A different
kind of design, patented by a Potsdam, New
York druggist, Dr., Hervey D. Thatcher in
1884, was the first to gain nationwide
popularity and undoubtedly served to estab-
lish the glass bottle as the uncontested
package for milk for almost half
century.

a
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At the start, particularly in the
larger cities, vigorous opposition arose
to the use of glass containers, not only
because of breakage but because of extra

cost, Despite this, by 1895, hardly
more than a quarter century after Mrs,
O'Leary's cow allegedly started that

devastating Chicago fire, glass bottles
had moved as far west as "the windy city".

QUALITY - WHAT'S THAT?

In those early days, milk certainly
didn't enjoy the uniform quality we now
take for granted, In fact, more than
likely much of it was watered out of the
nearest river. (A fact not easy to
prove.) Which perhaps led to Henry David
Thoreau's oft-repeated remark "that some
circumstantial evidence is very strong, as
when you find a trout in milk",

Pasteurization didn't arrive
most the 1900's. Before that, those few
dairymen and dealers who were really
quality conscious kept their mornming and
evening's milk separate, bottling only the
morning milk for market "as new milk", A
device called a lactometer, designed to
measure the specific gravity of milk, was
sometimes employed to discourage the addi-
tion of water. This device quickly became
outmoded when a New York farm boy turned
college professor invented a simple, fool-
proof method for measuring the butterfat
content of milk.

‘ril al-

THE BABCOCK TEST

Professor Babcock discovered that when
he added sulphuric acid to milk, the acid
digested all its solids except fat, If
this mixture was heated to melt the fat
and was then subjected to moderate cen-
trifugal force, its fat would gather in
the neck of a bottle where its quantity
might be "read". Upon this simple test
the 20th Century structure of our dairy
industry was built. The Babcock test not
only eliminated watering, but became the
basis for paying for milk and a principal
criteria used in the selection of breed-
improving animals.




Today's modern fluid milk plant is cer-
tainly a far cry from those early milk
bottling factories. Visit a Dbottling
plant today and, at first glance,
look like nothing more than an indecipher-
able maze of stainless steel pipes and
plates and equipment scattered all over
the place. 3But spend a little time there,
and almost before you know it, you'll be
distinguishing between things 1like pas-
teurizers and clarifiers.,

FLUID PROCESSING

Processing of fluid milk begins when
those big bulk tankers first back into the
unloading bay at a bottling plant. This
milk receiving area must be under roof
and certainly, at least in this climate,
should be enclosed. Electric, air and hot
and cold water connections are required.
Here, as everywhere else in the plant,
sanitation is paramount. Once the temper-
ature of the tanker load of milk has been
taken, and various quality checks (such as
for bacteria and antibiotics) have been
run, the milk is pumped into storage silos
and the empty tanker then washed and sani-
tized. This alone requires 2 or 3 water
solution tanks, plus a jet or ball clean-
ing system, and an electyoniec programmer
to control the sequence of flushing, wash-
ing, and sanitizing the tanker,

As the milk continues through the bot-
tling plant, it will be subject to clar-
ification, standardization, pasteuriza-
tion, and homogenization before moving to
a filling machine for packaging. Let's
follow a load as it flows through those
geparate steps:

CLARIFICATION

Clarification removes any particles of
sediment that are suspended in the milk.
A clarifier machine accomplishes this by
use of centrifugal force. The milk is
pumped through rapidly spinning cone-~

ic'1l
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" are equipped with agitators and recording

shaped discs which force any sediment to

the exterior where it's removed. Usually,
newly-arrived milk passes through a clar-
ifier on its way to storage. However, if

the temperature of the tanker load of milk

is higher than desirable the milk is
passed over a plate cooler enroute. The
insulated tanks in which the milk's stored

thermometers so that the milk's tempera-
ture can be easily monitored.

Practices used in modern milk produc-
tion have reduced sediment o the point
where sediment tests have lost much of
their value as an index of sanitary milk
production. Unfortunately, sometimes the
sediment test at a receiving plant may
indicate a producer's ability to remove
sediment on the farm as much as it indi-
cates the quality of his production
practices.

STANDARDIZATION

Depending on the use to which the milk
will be put (whole milk, lowfat milk, or
skim milk), all or part of its cream is
separated from the skim during the stan-
dardization process. A separator can be
adjusted to remove as much fat as desired
and yield standardized milk of a specific
fat content ({(such as 3.5%, 2% or 1%).
(Sometimes, of course, fresh cream will be
added to a quantity of milk to bring it up
to the fat percentage desired.) Separa-
tion is accomplished in much the same
manner as clarification. In fact, often
the two processes are combined in a single
piece of equipment called a standardizer-
clarifier. Centrifugal pressure forces
heavier skim to the outside, while lighter
fat remains in the middle of the machine.

PASTEURIZATION

The next stop fluid milk takes on its
path to the bottle is at a pasteurizer.
Some small bottling plants still use
batch-holding pasteurizers in which vats
of milk are heated to 145°F, then held at
that temperature for half an hour. Most
larger plants, however, use high-tempera-
ture, short-time pasteurization (HSTS).
In this process, milk is heated to 161°F,
but only held there for 15 seconds. To
heat it to this temperature, the raw milk
is passed over a series of vertical
plates. Hot water, flowing in the oppo-
site direction on the reverse side of the
same plates, raises the milk to the re-
quired 161°F. Pasteurization destroys all
disease-producing bacteria and, ever since
its discovery, has made milk among the
safest of all foods,



HOMOGERIZATION
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Homogenization reduces the size of
fat globules in milk and, in doing
produces a stable emulsion that does
separate on standing. Homogenization

volves pumping milk under great pressure -

(2,000-2,500 psi) through tiny openings.
In the process, the fat globules in the
milk are sheared apart, and their diameter
reduced. But their number is increased a
hundred times and their surface area by
more than 6 times. These small fat glob-
ules will remain in suspension rather than
separate out to form a cream layer. Many
times the machine which does this job,
called, not surprisingly, a homogenizer,
is incorporated right into the HTST pas-
teurization equipment.

BOTTLING

Our load of milk is now ready for bot~-
tling. But maybe we should find a word
other than "bottling". After all, in many
markets less than 1% of all the fluid milk
continues to be sold in glass bottles,
Packaging has come a long way since our
Potsdam pharmacist started marketing his
first glass bottle. Remember the cream-
line bottle? It went out when homogeni-
zation came in. Other styles have also
had their day. De you recall the brown
milk bottles? They were designed to pre-
- vent oxidation of milk exposed to light.
They first came out way back in the 20's,
However, "brownies" hardly swept the coun-
try by storm. Most people, it seemed,
liked to see the milk they bought. And
how about those pyramid-shaped tetra-pak
cartons? Those too had their fling, but
never won any popularity contests. While
they were econocmical and could be formed
and filled in a continuous process, they
had one particular weakness. It took an
expert to open one without spilling some
milk. Like the bottle itself, bottle caps
and covers experienced their own evolu-
tionary cycle.

NEW PACKAGING

Today, most milk is packaged in paper
or plastic, Fiber wax—-coated cartons
started coming into popular use about 25
or 30 years ago, Sometimes, these are
formed from blanks right at the bottling
plant, but more often the waxed paper
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cartons arrive flat from the factory where
they were printed. Before use; they are
stacked in a machine which forms the
carton and seals its edges preparatory to
filling.,

The most recent development in fluid
milk packaging is a container made of high
density polyethylene by a process called
blow-molding. Pellets of plastic resin
are piped into the blow-molding machine
where they're heated until molten. Hot
sheets of this molten plastic are then
extruded into a mold. Air pumped into the
center of the mold forces the plastic to
expand outward and form the bottle. Air
pressure is also used to check the bottles
for leaks.

Institutional and vrestaurant buyers
often have their milk packaged in larger
containers, such as 5 gallon plastic bags
in corrugated cardboard cartons.

FILLING

Whatever the container of choice, it
will be conveyed automatically onto the
filling machine. Under the watchful eye
of a plant worker, push-button controls
direct the bottle's movement through these
machines. Human hands touch neither the
milk nor the bottles throughout the entire

process, Even screwing milk bottle caps
into place 1is now done automatically.
Paper cartons also are automatically

filled and sealed by heat and pressure,
Whatever the container, by the time it
makes one complete rotation below the
filling spout, the calibrated filler has
been filled with a precise portion o
milk. '
In most modern milk plants, the cartons
or jugs are placed in cases and the cases
stacked and conveyed teo a cooler auto-
matically. Here they await shipment by
refrigerated trucks to the supermarkets,
schools, restaurants, stores and other
institutions which furnish consumers with
that wholesome beverage called milk.,
Usually, milk doesn't flow in an unin-
terrupted pattern from the unloading
tanker truck directly through the five-
step process we've just described to end
up in a bottle. Instead, it may be shut-
tled back and forth, in and out of re~
frigerated storage tanks in order to op-
timize use of labor and equipment. Since
these storage tanks are agitator equipped,
they may also be used as blending tanks,



mixing milk of varying fat levels to ac-
complish standardization.

ADD THE A & D

For many years it was known that sun-
shine and cod liver oil were helpful in
the prevention or treatment of rickets, at
one time a common disease of children.
Scientists discovered that Vitamin D was a
preventive factor and suggested that a

food regularly consumed by the public be

used to convey added Vitamin D to the pop-
ulace. Milk, the best single food source
of calcium and phosphorous, was almost
universally recognized as the best and
most logical choice for that purpose. So
today, 400 USP units of Vitamin D concen-
trate are added per quart of milk. Nonfat
or lowfat milk is often fortified with
Vitamin A (at 2,000-5,000 IU per quart) im
addition to the Vitamin D, This vitamin
fortification takes place before the milk
is pasteurized.

Handlers regulated by Federal Orders
process about three-quarters of all the
fluid milk products sold in the U.S. Over
the past couple of decades these handlers
have witnessed a shift from glass contain-
ers to paper and plastic, a shift from
small to large container size and a shift
from home delivery to wholesale delivery.

MARKET SURVEY

A 1981 survey (taken in the month of
November of that year), produced the fol-
lowing information about packaged £fluid
milk sales in the 48 Federal Order markets
then existent:

1. More fluid milk was sold in plastic
than in paper (57% plastic, 42% paper,
and 1% glass).

2. 57% of total fluid sales were made. in
galions, 247 in half galloms, 10% in
half pints (half pints might not have
been so popular.if the survey had been
taken during school vacation), and 5%
in quarts, with the remaining 5% bulk
and other sizes. {The NY-NJ market
sells more of its milk supply in half
gallons than gallons, and also sells
more in quarts than do the other Fed-
eral market orders. This is probably
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the result of the large number of

apartment dwellers in New York City's

huge Metropolitan area.)

Wholesale sales accounted for 987 of

total fluid milk sales; home deliveries

only 2% (and there would be even less
home delivery in cur NY-NJ market).

4, 60% of all the fluid sales were made
through chain stores (a chain was de~
fined as having 1l or more individual
stores), 10% through dairy and conve-
nience stores, 8% through institutional
outlets (military and schools) and all
other wholesale outlets (such as non-
chain foocd stores, nonfood stores,
restaurants, hospitals and vending
machines) represented the other 30%.

5. In all cases, regional differences were
common.

MARKETING COSTS

It will come as a surprise to no one
that marketing costs money, whatever 1is
being marketed, Fluid milk is no excep-
tion, For starters, consider all the
costs involved in getting milk from the
dairymen who produce it to the plant where
its bottled. Some of these costs, like
transportation, are obvious. That's a big
ticket item - accounting for 79% of all
the costs involved in moving milk to the
plant. But there are plenty of other,
less obvious, costs. Things like any re-
loading that's dinvolved, or the quality
control work which has to be done. And
what's sometimes not recognized is that
anytime you move milk, you lose some of
it, This is called stickage and is a
product loss in bringing milk from the
farm tank to the processing plant. Addi-
tionally, there's a cost for writing
checks, for paying the market administra-

tor's assessment, and for balancing a
supply. These costs might be referred to
as "up country costs” and amounted to

about $.06 per half gallon in 1979,

But that milk's still up country. Now
we have to move it to market. If we use
the midpoint of the NY-NJ production area
as an example, when we haul milk to a New
York City bottling plant from this point
(the 200-210 mile zone) we have to add 2.2
cents per 10-mile zone, which for 200
miles adds up to about $.44 per hundred-



weight. This comes out to about 1l¢ per
quart just for this over-the-road hauling,

PROCESSING COSTS

After the milk arrives at a bottling
plant, it incurs still more costs. Ob-
viously not every plant has didentical
costs. In fact, these costs vary widely
from one plant to another, So, using
average costs to describe a specific mar-
keting operation is hardly the height of
accuracy. However, estimates of average
costs do provide some insight into the
existing cost structure in the industry.

Labor costs represent from 40 to 60
percent of all fluid milk processing
costs, exclusive of the cost of containers
and raw product. The cost of a plant
worker in a New York City plant in May
1979 for an average eight-hour day, in-
cluding wages and fringe benefits, was
$112. Fringe benefits amounted to ap-
proximately 40%Z of this total labor cost.
Obviously these costs have increased sub-
stantially since then.

Differences in labor productivity are
responsible for some of the wide wvari-
ability in processing cost. Labor produc~
tivity is measured in pounds of milk pro-
cessed per man hour and ranged from 920 to
1866 pounds per man hour, averaging about
1200 pounds/man hour in 1978,

Other costs associated with fluid pro-
cessing at city plants include product
loss which is the result of stickage in
the plant as well as enroute. Product
losses range from 0.8 to 1.6%7 of the vol-
ume handled. In July 1979 this cost aver~
aged about 0.4¢ per % gallon. A paper
container (% gallon size) costs 4.7¢ per
% gallon.

Another cost (and also a major problem)
is the purchase of cases. These cases
have many other uses and tend to get scat-
tered far and wide at great expense to
the milk dndustry,. This cost averages
about 0.5¢ per % gallon. A deposit law
now in effect on cases in New York City
has helped cut these losses 20 to 30%.

COST SUMMARY

A summary of the total estimated fluid
processing and raw product costs for New
York City plants is shown in the following
table:

July 1976
Estimated
Average Cost
(dollars/
} gallon)
Summary
Cost at City Plant...... $ .615

Container and case...... $ .052
Processing..cceeiccvenanns .06
Direct Delivery......... .075
General Administration

& Sales...iivancnecnans .035
Reasonable return

before taxes...veesean .035
.257
In store handling....... .08
.337
TOTAL COST $ .952

These costs will vary widely from ome
plant to another due to differences in
labor productivity and to other factors
such as management, number of container
sizes and types, number of different prod-
ucts processed, percent of output packaged
in various sizes, evenness of production,
technology and capital investment, number
of different labels, percent of full
loads, delivery truck size, and volume of
production, Declining consumption and the
loss of Class I sales to outside handlers
have resulted in reduced volume of Class I
milk being processed in New York City
plants. This, of course, tends to reduce
productivity and to increase unit process-
ing costs. _

A few years ago a Cornell University
economist estimated that just the direct
cost of having one wholesale route on the
street in the Metropolitan New York City
area ran from $210 to $240 per delivery
day, or $50,000 to $70,000 per year. In
his estimates, he included wages and
fringe benefits of a regular routeman and
a relief driver, as well as vehicle costs.
He didn't include some of the other ad-
ministrative and sales costs associated
with a route.

MARKET STRUCTURE

Included in the jargon of every econo-
mist worth his salt is the phrase "economy
of scale”. Roughly translated, it means
that as a business grows larger, more ef-
ficient use of resources should reduce



unit cost, This principle has been hard
at work in the fluid milk processing busi-
negs, Growing economiez of scale have
placed small firms at an increasing cost
disadvantage. The consequence has been an
enormous decline in the number of f£fluid
milk processors,

Thirty years ago, more than 8,000 pro-
cesgors bottled our nation's milk supply.
Ten years later only a bit more than 5,000
of those were left. Another ten years and
thelr number had dropped to just a little
over 2,000, Today, our best guess is that
less than half of these remain., Economy
of scale has been at work. Changing tech-
nology and changing markets dictated that
thousands of fluid milk processing plants
became obsolete. Not only the number of
processors, but the total number of milk
processing plants shrank.

Our fluid milk processing industry has
experienced drastic changes in structure
and organization in recent decades, Until
the middle of this century, there were
almost no public policy restraints against
mergers in the fluid milk industry. 1In
that unrestrained era, thousands of inde-
pendent fluid milk ( and ice cream) firms
were acquired by a few corporations that
grew into giants and won commanding posi-
tions in the market via the merger route.

MERGER MADNESS

Between 1920 and 1950, the eight
largest dairy processors acquired about
1800 other dairy concerns. Merger activ-
ity on the dairy industry front paralleled
the. pattern that existed then in other
industries. The great merger movement of
the 20's reached a frenzied peak in 1929,
slowed during the Great Depression, but
accelerated again during the latter yeatrs
of World War II,

Three of the four largest dairy corpo-
rations of today achieved their relative
positions of size during those three
decades from 1920 to 1950, Up to 1948,
according to one study, National Dairy
(Kraftco) grew 64% by acquisitions, Borden
75%, and Beatrice Foods 637, Foremost
Dairies, currently the fourth largest
dairy product corporation in the country,
was born late in the great merger wave of
the 20's and didn't attain big business
status until it began an enormous merger
spree after World War IL.
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(Foremost-McKesson, Inc., the parent
company of Foremost Dairies, has recently
agreed to sell its Dairies Division to a
group of investors for about $65 million,
reportedly, so it could increase emphasis
on other product 1lines. Last year
[1981-82], that DPairy Division had sales
of $689.4 million. Its parent, Foremost-
McKesscn, reported total revenue of $452
billion. Quite a change from the days
when all you needed to get in the milk
business was a horse, a buggy, a tin can
and dipper.)

The merger movement continued almost
unabated during the first part of the
50%s. Foremost Dairies, Inc was the
leader, acquiring companies with sales of
about $342 million; Beatrice Foods, the
second most active, made 175 acquisitions;
while National Dairy Products acquired 39
companies with $95 million in sales, and
Borden made 110 acquisitions with combined
sales of $102 million.,

In earlier days of the 20th Century, it
wasn't very hard to enter the dairy busi-
ness. Consequently, there were numerocus
milk sellers iIn nearly all markets. But
as each succeeding decade came along, it
became more and more difficult for very
small companies to either enter or to sur-
vive in the industry. Technical improve-
ments in plant equipment and design dic-
tated dincreasing scale of operation. For
example, a 1962 study showed that a fluid
milk plant required a volume of at least
1500 gallons a day in order to fully
utilize the capacity of even the smallest,
most minimally efficient size paper pack-
aging machine. While this didn’t require
an enormous plant, it was bigger than 70%
of the fluid plants 1in operation that
year.

FTC APPLIES THE BRAKES

Technological developments such as
these caused an enormous erosion in the
number of independent companies and made
inevitable the demise of others. But
while these forces were dictating a funda-
mental reorganization of the fluid milk
business, the Federal Trade Commission was
of the opinion that they would not be
party to the rise, via merger, of any more
large, national, multi-market dairy enter-
prises. So, they requested and obtained,
by legislation, closure of some legal



loopholes in the Clayton Act. Armed with
their new powers, the FTC put the brakes
on any further mergers in the dairy indus-
try that they thought might "unduly en-
hance a firm's market concentration, might
limit competition or impair the entry of
new competitors,"

More recent studies indicate that econ~
omies of scale come at much higher levels
than they did in the early 60's, and that
total cost per unit can be cut sharply by
increasing volume wup to 40,000 to 50,000
quarts per day. Moreover, costs continue
to decline (but at a much lesser rate)
when volume is dincreased up to 120,000
quarts per day. Not surprisingly, a high-
ly specialized plant can be smaller than a
diversified plant. For example, a plant
that packages only in paper, and puts out
only a half dozen products, can be effi-
cient with a much smaller volume than one
that packages in paper, plastic and glass
and puts out a couple dozen products.

PLANT SIZE GROWS

In a study of all the processing plants
operated by regulated handlers in the Fed-
eral market orders in 1979, the average
volume per month was 4.5 million pounds;
the smallest 10,000 pounds and the largest
more than 35 million pounds. Twelve firms
accounted for 35% of all the fluid milk
sales in all federal market areas, with
the four largest accounting for nearly 18%
of total sales. On an individual market
basis, the market share of the four larg-
est handlers ranged from about 35% right
up to 100%. In our NY-NJ area the four
largest firms enjoy a 37%Z market share
(December 1979). Both number of plants
and average volume per plant varies sig-
nificantly among regions. As one measure
of the rate of change occurring in this
industry, note that average volume per
plant in 1979 was 24 percent greater than
it was just four years earlier.

PLANT NUMBERS DROP

A previous study of the organization
and structure of the fluid milk industry
was made three years earlier, in December,
1976. At that time, 1156 fluid milk pro-
cessors were operating 1388 plants in
the Federal order areas. 1105 of these
were local, single plant firms, 12 were
regional firms {operating 80 plants}, and

63

6 were national firms, The six national
firms operated 119 plants, or an average
of 20 plants per firm. (If you're the
kind that adds up and checks out numbers,
you'll have to dinclude 33 other multi
plant firms that were defined as neither
regional nor natiomnal. Collectively these
operated 84 plants.)

Although local firms in that study
represented about 95% of all firms, their
market share was only 50%Z. On the other
hand, just six national firms accounted
for more than 20% of the total sales. In
every single one of the Federal order mar-
keting areas, at least one of the six
national firms sold milk. Vertically in-
tegrated firms were also a market force.
(A vertically-integrated firm might be
defined as one that owns both processing
and marketing facilities, such as a super-
market chain that builds a bottling plant
and then contracts directly with producers
to supply it milk.) The ninety-eight
firms that met that definition operated
143 processing plants and controlled 207%
of the total in-area sales,

MILK PROMOTIOR

The Fresher Refresher - A recent adver-
tising campaign for milk focused on milk's
good taste and refreshment., It attempted
to link milk to the countryside and to
fresh images of country sunshine.

Listen in as an ADA executive describes
how they went about it:

"In our commercials, a beautiful shot of
milk pouring is the key that unlocks a
fresh, refreshing visit to the country,
In each commercial, people communicate
the need for milk's refreshing quali-
ties and the satisfaction that it
brings.

The commercials will work this

We'll see a target person, a man
pair of teens, in a place where
could be chosen - a cafeteria or fast
food place. As they make thelr bever-
age decision, we'll see that delicious
milk pour, and see them transported
from the busy, noisy atmosphere they're
in, to the freshness and serenity of
the country, with a tall, cold glass of
milk that they immediately drink dowm
with great pleasure. But that’s not
all, We'll show one more image of milk
pouring, one that tops even what has

way:
or a
milk



gone before. This milk shot will fill
the screen, to leave the consumer with
nothing on his mind but milk,..and a
new milk advertising theme line -
"Milk, the Fresher Refresher’,

DOES IT PAY?

Sounds great, but doesn't it beg the
most important question? After all, what
most dairymen really want to know is "does
it pay to advertise milk?".

Researchers from the Department of
Agricultural Economics at Cornell answer
yes! In a study of four markets: New
York City, Rochester, Syracuse and Albany,
they found that even though the amount
expended for media advertising was less
than optimum, "the affect of generic milk
advertising was found to be positive and
statistically significant". In other
words, media advertising returned  pro-
ducers more money than they had to con-
tribute.

Maybe producers haven’t been contrib-
uting enough, however! Per capita s=ales
of whole milk has been declining for
years, falling more than 100 pounds per
capita in the span of just two decades
(from 250 pounds per person in 1960 to 140
pounds per person in 1980). Fortunately,
during the same period, lowfat milk found
increased favor with consumers and helped
take up some of that slack, During that
gsame 20-vear period {1960-80), sales of
lowfat milk climbed from just over 2
pounds per person all the way up to 72
pounds per person. Other beverage milks
(skim, cream, half and half, buttermilk
and chocolate milk) experienced wvarious
changes in popularity, some up, some down,
but none were of the magnitude nor had the
impact of the change in sales of whole and
lowfat milk,

It doesn't seem 1like price is
reason behind the decline, At least
wouldn't gather that by comparing milk use
with soft drinks. Consumption of the
latter tripled during that same 20-year
period, and yet their prices increased
more than did the price of milk. (Using
1967 as an index of 100, the price of cola
drinks rose 2.69 times, while whole milk
rose only 2.08 times. During the same
period, coffee prices climbed 4.26 times,
but beer rose only 1.87 times, and whiskey
Just 1.35 times),

the
you
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ADA -~ NDBC - DRINC

The history of our milk promotional
efforts dates back more than half a cen-
tury. Way back in 1915, leaders of both
producer and dealer groups came together
to form the National Dailry Council., TIts
major thrust was then, as it continues to
be, one of emphasizing a need for milk and
dairy products in a healthy diet. HNDC's
program has two parts -~ nutrition educa-
tion, aimed mainly at children in school,
and nutrition research to back up those
teaching efforts. .

Later, Dairy Council units were estab-
lished in many of the states. In 1940,
twenty-five years after the founding of
the National Dairy Council, the American
Dairy Association was formed to carry out
other forms of dairy promotiomn, such as
advertising and merchandising.

For many years, support of milk promo-
tion programs in most areas of the country
was on a strictly voluntary basis, Which
had a couple of obvious drawbacks! To
start with, it could hardly be considered
equitable, since those who didn't contrib-
ute stood to gain just as much from any
promotional effort as those who did.
Next, too much of the money that was
raised had to be consumed by the expense
of raising it.

FUNDING

S0 a procedure to raise funds for pro-
motion was established in connection with
Federal milk marketing orders. This pro-
cedure has come to be knmown as the Posi-
tive Letter, Basically, it involves
notifying a producer that a specified
deduction will be made for ADA, DC or some
other promotional organmization unless the
producer objects, This new practice by no
means guaranteed a high rate of participa-
tion., So many states, in order to assure
full producer participation in the promo-
tional efforts, levied an assessment on
all milk marketed.

Some have advocated that Federal mar-
keting orders should be used as an in-
strument to <collect promotional funds.
However, legislation under which these
orders were issued has been interpreted as
not authorizing mandatory deductions.

ADA and NDC, both dependent upon the
nation's dairy farmers for financial




support, often found themselves in compe-
tition with each other as they solicited
funds., So an umbrella organization UDIA
(The United Dairy Industry Association)
was created. It's purpose, as spelled out
in its bylaws, was "to eliminate duplica-
tion of promotional efforts and fund-
raising efforts, to coordinate diverse
educational research and promotional pro-
grams, and to concentrate dollars to
achieve the greatest market impact." More
recently, organized Dairy Research Incor-
porated (DRINC), a product research group,
has come under that same umbrella.

IS THERE A FLUID IN YOUR FUTURE?

Inevitably, a museum devoted to a dis-
play of milk containers, would, in turn,
record the story of the evolution of the
fluid milk industry. Such a museum would
probably include some of tin milk cans
milkmen used te load on the back of their
carts before heading out on their routes.
Naturally, there would be a large collec-
tion of milk jars, and an assortment of
glass milk bottles of every size, shape
and description, including, most likely,
some of those molded with indented necks
for emphasizing creamlines. Next might be
displayed a whole line of containers in a
wide variety of sizes and wmade of many
different materials which at one time or
another had been in popular demand.

UHT

But how much space should our dairy
museum director reserve for containers yet
to come? And what might they lock like?
Some contend that a milk called UHT is the
wave of the future. UHT stands for ultra
high temperature, UHT milk is sterile -
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pasteurized by a process that kills all
bacteria and allows the milk to enjoy long
shelf life without refrigeratiom.

UHT milk is not just a researcher's
dream - it's already left the laboratory
and has moved into the field. Two UHT
plants have been built on the West Coast
and are already distributing their prod-
uct. Right now, that is mostly to ships
and military installations, and to islands
of the Pacific. But moving a 1little
closer to home, H.P. Hood is planning the
construction of an asceptic milk shake
operation in Connecticut, This plant
would use UHT sterilization procedures to
produce milk shake mixes needing no re-
frigeration.

UHT vs. CLASS I PRICES

Some have speculated that the advent of
UHT fluid milk may threaten the classified
pricing provisions of Federal milk market~-
ing orders, under which fluid milk returns
higher prices than Class IT milk. How-
ever, in a recent decision, USDA has ap-
proved an amendment to the Georgia Federal
Milk Marketing order providing that "a
plant which primarily processes and dis-
tributes asceptically processed fluid milk
products (UHT) and is located in the mar-
keting area, will be regulated exclusively
under that Georgia milk order." A plant
meeting this description has been built in
Savannah.

If he is wise, our museum director will
limit his exhibit to displays of things
past and not try to predict what the
future may bring. For who knows what lies
ahead? Whe knows what forms milk will
assume? Only one thing seems certain. In
all the history of man, no one has yet
come up with a better product than milk ~
nature's most nearly perfect food.

Fluld Milk Processing Costs in the Northeast, 1980.%
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CHAPTER VII,

PROCESSING AND MARKETING MILK

PART Il - “THE MANUFACTURING MILK INDUSTRY”

Every American small town had one. The
corner soda fountain. Do you remember
those tall frosty milk shakes we used to
get? The clerk behind the soda fountain
poured in good cold milk right from the
bottle, added a few generous scoops of ice
cream, squirted im the chocolate or straw-
berry sauce and slipped the whole works
right on the mixer. Ah, how good it
tasted!

Well, we have some good news and some
bad news! The bad news is that the milk
shake went away with the soda fountain.
But the good news i1s that it came back
again with the fast food counter! Today
we're selling more milk shakes than ever
before. In fact, many companies have
developed a lively trade just specializing
in the manufacture of milk shake mix.
While nostalgia buffs and milk shake en-
thusiasts may deplore the disappearance of
the old "hand-made”™ milk shake, few in the
dairy business would argue against the
development of a lively new market for
milk,

SOMETHIRG NEW IN CLASS II

The now-you-see-it mnow-you-don't milk
shake is but a single example of a verit-
able revolution which has occurred in
making and marketing products from milk.
Used to be, back in those olden days, that
there were only one or two dairy products
of any consequence. Most milk not sold as
a beverage was skimmed and made into
butter. The skim which remained was fed
to the hogs. O0Or perhaps some milk might
be turned into cheaese.

First call on the wilk supply then as

now, was of course, fluid milk for the
bottle, The same holds true today, but
there's a big difference! Today, North-

east dairymen are producing milk, not just
for Class I, with the surplus disposed of
elsewhere, but are producing directly for
the Class IT market. Check the record and
you'll find that for the last several
years, well over half the milk produced in
the New York-New Jersey area has been used
to supply our growing dairy manufacturing
trade.

Certainly the primary mission of many
manufacturing plants 4is still to process
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milk in excess of that required for fluid
needs. However, many other manufacturing
plants have been built specifically to
make and market Class IT products. Most
of these plants are new, large and effi-
cient. Some of the new propristary plants
have been built as a result of supply con-—
tracts signed with producer co-ops.

Producer pricing formulas reflect the
changing importance of Class II milk. The
Class I differential has not increased in
the past 15 years. In fact it's 15¢ less
now in {1982) when the M-W is $12.45, than
it was back in 1968, when the M-W was
$4,17. This Class I differential is no
longer equal to the transportation cost of
bringing milk from the upper midwest to
supply cur fluid markets. (Nor for that
matter does it represent our current
supply-demand situation).

Because manufacturing is such an im-
portant outlet for milk from Northeastern
dairy farms, it should follew that those
who produce for that outlet need to become
well acquainted with some of the major
manufactured products and learn as much as
they can about how they're made. With
that in mind, we present this report on
making and marketing some of our principal
dairy products,

BUTTER

While no one is still around who can
personally verify it, butter was supposed-

ly discovered by accident. Some cream
being carried in am animal skin was, so
the story goes, found churned. Throughout

much of history, butter-making was to re-
main an individual activity. In fact, the
first creamery for manufacturing butter
was probably not built until around 1856.
However a creamery which opened in Wal-
kill, New York (Orange Co.) in 1861 became
more of a pattern for those which were to
follow,

Up until the middle fifties, butter was
our chief table fat. But in 1957 it lost
that title when, for the first time in
their history, Americans ate more mar-
garine than butter. Butter has never been
able to reclaim its old number one status.
Historically, butter was also the biggest
single outlet for all U.S. milk not




consumed a8 fluid, Cheese tock away that
distinction by a narrow margin in 1972 and
has been widening the gap ever since. Per
capita consumption of butter, which had
run as high as 18.5 pounds per person in
1926, declined to about 4.3 pounds per
person in 1982, '

BUTTER THE BALANCER

Butter has often been called the bal-
ance wheel of the dalyry industry, because
it has served as the residusl outlet for
butterfat not used in fluid milk or other
manufactured products. When milk is plen-
tiful, a leot of butterfat is diverted into
butter, When milk supply is short, butter
production drops. This feast—and-famine
pattern applies when comparing different
vears as well as when comparing different
seasons of the same wvear (remember that
old bogey man the spring flush?)

The butter industry has undergone some
dramatic changes in recent years. Perhaps
most striking is that manufacturers of
butter - mostly cooperatives - have con-
solidated into larger wunits - procuring
their milk from larger areas. But the
number of butter plants has fallen even
faster than butter production. Technology
is responsible,
uous butter churn and soft butter printer
made it possible to manufacture, form and
package butter in one continuous opera-
tion, As a consequence, many smaller
butter plants have been closed and produc~
tion has been concentrated in the larger
more efficient ones. Those of our North-
eastern butter plants which are primarily
seasonal balancing plants find it diffi-
cult to compete with these highly effi-
cient, specialized plants, Our three
major butter-producing states, Wisconsin,
Minnesota and California, account for more
than half of 211 U.S. butter output.

MAKING BUTTER

Want to make some butter? Then do as
the buttermakers de! They take milk, pass
it through a separator, and get cream -
which they then standardize to about 40%
butterfat. They pasteurize this by heat-
ing it to a minimum of 185 degrees for 20
seconds, then cool it gquickly to 40 de-
grees, After storing it bhelow 40 degrees
for about 24 hours, they "temper”™ the

The advent of the contin-.
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cream by heating it to 50 degrees F and
holding it there for four to seven hours.

If they're using a batch churn, they
half-£fi11 it with this tempered crzam.
The churn, an elongated dyrum shaped de-
vice, {in older days often made of wood,
but now of stainless steel), is rotated
for about 45 wminutes until the butter
*breaks™, "Breaking” refers to the forma-
tion of small granules which separate out
and adhere to each other. The fluid which
remains i3 called buttermilk., This is
drzined off and the butter granules are
then washed to help remove any residual
buttermilk,

WORKING AWAY

Agitation during churning breaks the
outer membrane of the fat globules in the
cream and permits them to adhere to each
other and form the butter granules., Once
the buttermilk has been drained away these
granules are "worked"”. Working is basic-
ally a kneading process which forces the
butter granules into a compact mass. At
the end of churning, the granules are
largely separate globules of £fat. By
"working” them, the globules are crushed
and thedir liquid fat is veleased to pro-
duce the continuous fat phase that's
typical of butter.

During working, excess water or butter—
milk dis removed or, should testing show
too much already removed, some may be
added back. If salted butter is desired,
it's added at this point. The working
process will distribute it evenly through
the mass. The worked butter is removed
manually with a large wooden paddle, or
may be dumped dinto a large metal tray
(called a butter-boat) by rotating the
churn. It's then packaged into 68-pound
boxes or may be sent o a machine called a
printer where dits packaged in one pound
units or one—guarter pound sticks.

A continuous churn operates on the same
principal as a batch churn. Tempered
cream is pumped into the rear of the churm
where a beater turning at about 2,220 rpm
strikes and breaks the outer membranes of
the fat globules. Adhering to each other,
these granules move toward the front of
the churn, coalescing as they do to form
clumps of butter, Buttermilk is continu-
ally drained away. The clumps drop into
an auger that squeeszes out remaining
buttermilk and forces the butter through a



series of
salted and moisture added as needed. The
butter then continues to the neck of the
churn where it's drawn off.

COLOR ME YELLOW

Coloring is often added to butter
during manufacturing. The natural color
of butter is due to its carotene. Caro-
tene is a yellow pigment found in many
feeds consumed by cows,
alfalfa. Guernseys and Jerseys transfer
more carotene from their feed into their
milk than do other breeds. Additionally,
fresh spring pasture contains more caro-

tene than does many stored feeds. So
coloring is frequently added to butter to
keep its color uniform throughout the
year. (Since carotene is converted by the

body into Vitamin A, butter is an excel-
lent source of that vitamin).

By law, butter must contain at least
80% butterfat by weight. The weight of
butter obtained from cream exceeds the
amount of fat din the cream {about 1.2
pounds of butter can be made from 1 pound
of cream). The rest is water, salt and
curd.,

WHIPPED, SWEET AND WHEY

Other kinds of butter are also produced
and placed on the market. Whipped butter

screens where the butter is’

such as corn and -

has its volume increased by the incorpora-
tion of air or of an inert gas like nitro-
gen. This process increases the butter to
about one and one-half times its original
volume. Sweet butter is regular butter
with no salt added. Whey butter is the
end product of churning the whey cream fat
which is recovered when 1liquid whey,
freshly drained from a cheese vat, is run
through a separator.

"Everythings better with butter on it,"
according to the jingle - but Americans
apparently aren't getting the message.
Butter eating fell 42 percent between 1950
and 1970 (from 9.1 pounds per capita to
5.3 pounds), and has since declined to
about 4.3 pounds per person. Most of
these losses were replacements by lower
cost margarine.

NONFAT DRY MILK

When milk is run through a separator
and its fat removed for buttermaking, the
skim milk remains. Some of this may find
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" ents

either as fresh
Most of

a market in fluid form,
skim milk or condensed skim milk.
it, however, is dried.

Nonfat dried milk powder is one of
three products purchased by the CCC under
the dairy price support program, In fact,
it's usually been the largest component of
purchases made under that program.

In 1981, CCC purchases of NFDM totaled
851 million pounds compared to 352 million
pounds for butter and 563 million pounds
for cheddar cheese.

THE DRYDOWN

Several different processes are used in
making nonfat dry milk powder. Most of it
however, is produced by what is called the
spray process, Fluid skim milk is fed
into an evaporator where heaters remove
much of its water, increasing its solids
content from approximately 8.75% up to
about 447%Z. This condensed skim milk is
then heated and sprayed under pressure
into the top of a drying chamber. Hot
filtered air, running about 350 degrees,
is dinjected into the chamber and pulls
much of the remaining moisture from the
nonfat milk as it falls down through the
chamber. The water vapor is exhausted at
the top of the drying chamber as the dry
powder drops to its floor. An automatic
arm, continually sweeping across the floor
of that chamber, dumps the dried powder
into a conveyor which, in turn, moves it
into a pipeline from where it is conveyed
by forced filtered air to the bagging
room, Automatic fillers, scales and bag-
sewing machines make easy its packaging
into 50 pound paper bags.

HIGH OR LOW

Two varieties of nonfat dry milk can be
produced =~ high heat or low heat. High
heat powder reacts with protein constitu-
during baking and gives crusts a
desirable, uniformly brown color.

Low heat powder results when the con-
densed skim is heated to only 160 - 170
degrees F before being sprayed. This
powder is wused in making ice cream and
cottage cheese and is sold at retail for
household use. Until the advent of in-
stant nonfat dry milk, these sales were
very limited because consumers had diffi-
culty dissolving the powder i1in water.
This difficulty was remedied by the



introduction of the instant kind, To pro-
duce this, most manufacturers make a
slurry of powder and water, re-drying this
under controlled conditions so that the
particles agglomerate or form clusters.
These easily disperse in water.

NFDM has scores of uses in the food
trade, Its water absorptive capacity
makes it a useful addition in meat prod-
ucts such as sausages or franks. Instant
foods, cocoa or chocclate drinks, ice
cream and frozen desserts, bakery prod-
ucts, even cat and dog foods, often con-
tain nonfat milk solids. Because the milk
protein, casein, has some of the same
characteristics that make NFDM desirable
for both food and industrial use (but is
much less expensive), many fear its unlim-
ited importation will seriously damage our
domestic NFDM market. We produce no
casein domestically - all is imported.

Nonfat dry milk is net the only milk
powder produced. (Nor for that matter, is
all nonfat milk dried. It's frequently
used in both fluid and condensed form for
beverage and food purposes). Whole milk,
buttermilk and whey are also dried. But
NFDM heavily outweight all other cate-
gories of dry milk products.

CHEESE

Cheeses are almost infinite in variety.
Cheddar cheese was named after a town in
Fngland. Limburger cheese was first made
in Limburg, Belgium. Brie originated in
the Pays de Brie, a dairy yegion just
gsouth and east of Paris, France. Edam
cheese got it's name from a little village
in Holland. ({(Edam is the only spheriecal
cheese in the world. It is made in balls
weighing about four pounds each. Some-
times mnamed the cannon-ball" cheese,
tradition has it that Edams first were
made round so their thirteenth century
Dutch exporters could roll the cheese down
the streets to the wharves).

Gouda (proncunced Khow-da by the Dutch)
is made from whole milk. Old-time cheese
makers found that when Gouda curds were
removed from their round wmolds, they
weren't firm enough to stay round and so
collapsed into the familiar convex wheel
shape. Today Gouda is sold in wheels
~weighing up to 12 pounds, and as Baby
Goudas, weighing as little as 10 ounces.
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New York din 1851.

EATING HER CURDS AND WHEY

Whatever its name or shape, cheese is
the solid part of milk, called "curd,"
which is separated from the liquid part
called 'whey," by heat, microorganisms,
enzymes or any combination thereof. From
this basic process come all the varied and
delicious cheeses of the world.

All cheese~making begins with a large
vat of warmed milk to which beneficial,
acid-producing bacteria, and rennet, an
enzyme, are added, These two substances
curdle the milk, causing the milk sclids,
the ecurd, to coagulate and separate from
the liquid, or whey. €urd is the basic
stuff of cheese, whether it's cottage,
Colby or Camembert. The different ways in
which curd is coagulated and is treated
after it forms, as well as the type of
milk wused, create the wunique tastes,
texture and aromas of different cheeses.

The first cheese probably was similar
to what we know today as cottage cheese.
It may have been discovered as much as
9,000 years ago when one of the first
humans to domesticate mammals left a bowl
of milk in the sun. It turned sour and
thickened, and then the liquid evaporated,
leaving the curd behind.

Cottage cheese is a "fresh" cheese
that's not aged or cured and is highly
perishable. Aged cheese developed when
ancient peoples began storing drained and
pressed curds in cool caves. They found
that the flavor dimproved, and the cheese
kept much longer.

Names that distinguish aged cheeses are
often the names of places where they were
first made: Colby, a type of Cheddar,
from Colby Township, Wisconsin; Parmesan,
a hard cheese for grating and cooking,
from the area around the city of Parma in
northern Italy; Swiss, from Switzerland,
obviously. But Swiss is called Emmentaler
by the natives, from the wvalley of the
Fmme River where that cheese was first
developed. The {irst cheese factory in
the United States was established in Rome,
But, alas, who ever
heard of Rome cheese?

CLASSIFICATION

There are so many varieties of cheese,
each with its distinctive flavor, body and



texture, that it's difficult to categorize
them neatly. However, certain varieties
of natural cheese might be placed in group
headings like these:

American - This group includes the
specific varieties, Cheddar, Colby, granu-

lar, stirred curd, washed curd, Monterey
(Jack), and accounts for more than one
half of all U.S. production. Cheddar

cheese is the single most heavily consumed
variety of cheese in the nation.

Italian = The group includes the vari-
eties mozzarella, Ricotta, Provolone,
Parmesan and Romano. Mozzarella is far
and away the leader of this group. (Pizza
eaters make it so).

Other - Swiss Cheese, Cream Cheese,
Blue, Brick, Limberger, Muenster, Neuf-
chatel. Swiss and Cream Cheese are the
class leaders here.
the block", but a close cousin of mozza-
rella, is string cheese. It takes its
name from the cobweb~like texture it
assumes when peeled from a larger chunk,
The unusual texture results when mozza-
rella curds are machine stretched, ex-
truded into long ropes and dropped into
salt brine. Its growing popularity re-
flects its adaptability; kids like it, and
like peanuts or pretzels, it seems to go
with a cold drink.)

A great deal of natural cheese is of
course further ™manufactured" into pas-
teurized and processed cheese products,
such as cheese foods, cheese spreads and
cold pack. (It takes about 9/10 of a
pound of natural cheese to produce a pound
of processed cheese. To produce a pound
of processed cheese food spread, or a cold
packed cheese food, only about 0.65 pounds
of natural cheese is required.)

Cheesge production is  widespread
throughout all the dairy states, but is
heavily concentrated in the Worth Central
area (Minnesota, Wisconsin). Cheese is
packed several ways, including 40 pound
blocks. A great deal of it is in bulk
{500 pound barrels and 640 pound blocks)
and goes elsewhere for re-packaging., A
recent study showed American cheese was
aged at the plant an average of 20 to 50
days, with an average of 180 days for hard
Italian-type and 60 days for Swiss,

{Almost a "pnew kid on
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CHEDDAR MAKING

It would be impossible to describe here
the manufacture of all the hundreds of
different kinds of cheese. Instead we
will focus on Cheddar, the most important
of all the American type cheeses. Cheddar
cheese alone makes up 45% of total United
States cheese production. Other American
cheese are made with modifications of the
process we describe here,

Like many other varieties, Cheddar
cheese received its name from the place
where it originated: The word "ched-
daring" is used to describe a step in the
cheesemaking process which involved turn-
ing and piling blocks of the warm curd in
the cheese vat.

SETTING ~ The first step in cheddar pro-

duction is to "set" the milk. The equip-
ment involved is a large stainless steel
vat with an agitator. Warm milk is pumped
in and agitated. A starter culture {of
lactic acid-producing bacteria} is added,
initiating a fermenting process which, in
turn, converts part of the lactose in the
milk into lactic acid. This ripening pro-
cess continues for 30 minutes to an hour,

with heat supplied by steam passing
through the jacket of the wvat. When the
acidity vreaches a certain level, the

cheesemaker adds an enzyme called rennet,
which c¢an be found naturally din the
stomach of calves. The rennet, assisted
by the lactic acid, coagulates the milk
into a homogenous mass of curd. About 3
ounces of rennet will coagulate 1,000
pounds of milk in about 20 minutes.

CUTTING AND COQKING -~ The curd is next cut

with ecurd knives. These consist of a
series of wvertical or horizontal wires
fixed at regular intervals into a frame.
Pulling both vertical and horizontal wire
knives through the wvat, from one end to
another, and then across from side to
side, cuts the curd into uniformly sized
cubes. This greatly increases its surface
area and allows uniform cooking. In tra-
ditional Swiss cheese production, the curd
is cut with a "Swiss harp" - a wire device
that looks like a large egg slicer.

The curd is "cooked" to contract the
curd particles and enable them to attain
proper body and acidity. Cooking is ac-
complished by heating the curds and whey




to about 100 degrees F. During cooking
the particles of curd are kept floating in
the whey by gentle stirring with mechani-
cal agitators and hand-held stainless
steel rakes.

TRENCHING AND STACKING - After the cooking
is completed, a valve in the vat is opened
and the curds and whey are pumped into a
draining and finishing wvat. After most of
the whey has drained off, the curds are
trenched"” or pushed to either side of the
vat, so that the particles of curd mat and
adhere to each other. Trenching turns the
curd into a cohesive, spongy mass and
releases still more whey which drains
through the trench in the middle of the
finishing wvat.

CHEDDARING -~ The curd bed is then cut into
blocks 7-10 inches wide, These slabs or
blocks of cheese are turned at 10-15
minute intervals for 2 hours, and are next
stacked and restacked on top of each
other. The pressure of stacking causes
still more matting of the cheese and ex-
pels still more whey. This is the process
called cheddaring.

MILLING AND PRESSING -~ After the blocks
have reached the desired consistency and
moisture level, they are "milled" by feed-
ing them through a device that cuts them
into small cubes. The cheese is now ready
for salting. Salting cheese improves its
flavor, texture, and appearance} -but more
importantly, stops lactic acid fermenta-
tion after an optimum level has been
reached, It also suppresses the growth of
certain organisms which can spoil cheese,
Two to three pounds of salt are added for
each 100 pounds of curd. An agitator
stirs the curd to distribute it evenly.

The cheddar is now ready for pressing.
The miiled and salted curds are placed in
round hoops or blecks, or in 500-pound
barrels, to be pressed. The hoops are
lined with a cheesecloth called "the ban-
dage." This remains on the cheese. Com-
monly the cheese remains in the press
under a constant pressure of 40 to 60
p.s.i. for anywhere from 6 to 24 hours.
This force drives any remaining whey out
of the cheese,

After leaving the press, the hoops are
removed and the wheels of Cheddar are
placed on shelves or on stainless steel
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making process is curing.

drying carts for 24-48 hours to allow
their surface to dry. The wheels are then
lowered into a wvat of hot pliable wax.
The bandage impregnated wax cover provides
a good protective coating for the cheddar
wheel. Blocks are not dipped but are
packaged in material such as "cello-foil"
wrapper {(cellophane and foil laminated
together) or are vacuum-packed in poly-
ethylene bags.

CURING -~ The final step in the Cheddar
The cheddar is
aged or ripened by placing it in a temper-
ature and moisture controlled storage for
anywhere from a couple of months up to 2
years, depending on the degree of sharp-
ness desired. Vigilance is required to
assure that the cheese is sold at the peak
of flavor before any deterioration sets
in,

While mechanization and automation have
been incorporated into cheese manufactur-~
ing as they have inte the production of
most every other product, all cheesemaking
methods, even those utilizing a continuous
process, employ the same basic steps des-
cribed here.

Cheddar making is an exacting process.
But it must be worth it. Americans are
eating more and more of it. In fact, in
1979, cheddar made up 757 of the 9.6
pounds of American-type cheese the average
person consumed in the U.S. that year. 1In
the single decade from '69 to '79, our
national cheese consumption jumped 60%,
Recent consumption of natural cheese
(1981) has run about 18 pounds per person.

DRIED WHEY

By any of several measures, cheese is
our number one manufactured dairy product.
For every 10 pounds of cheese we make, we
start with 100 pounds of milk. So where
did all the rest of that milk go? After
all, 100 minus 10 still leaves 90! Well,
it went out the bottom of the cheese wvat -
as a greenish yellow liquid called whey.

Although whey isn’t likely to be found
on the grocer's shelf or to be purchased
for household consumption, it is used as
an ingredient in many formulated £foods.
Dried whey is often used in ice cream, in
processed cheese foods and spreads, in the
fortification of fluid milk products and
in the baking, candy and meat processing

dAndustries.



SOME LIKE IT SWEET

Whey 1is categorized as "acid" or
"sweet" depending on the amount of lactic
acid in the product as its dried. Whey of
relatively low acidity is derived mainly
from Cheddar, Swiss and Mozarella cheeses.
It's called "sweet-type" whey, Whey de-
rived from cottage cheese has a high acid-
ity and is called "acid-type" whey. Some
Italian-type cheeses yield whey with an
acidity between the two extremes.

Although some whey 1s condensed and
sold, drying it into a powder is the most
common processing method today and is the
process we will describe here. Increasing
prices for dried skim milk have improved
the relative marketing position of dry
whey. Additionally, dried whey by-pro-
ducts, such as delactosed, demineralized
or deproteinated whey, are also on the
market, as is lactose derived from whey.

THE FIRST STEPS

Often whey is dried at the cheese plant
where it was produced; but sometimes it's

sent on to a specialized drying plant. 1In
either case, the whey handling process
begins at the cheese plant. As the whey

is drained from the cheese vat, it passes
through a "fines saver" to save any small
particles of curd that might drain out
with the whey. 1It's then sent through a
fat separator to collect any butterfat
that didn't go into the cheese. (This
whey cream can be churned to produce whey
butter).

So we've taken out the curd, we've
taken out the fat. Now we have to take
out the water. We do that by evaporation.
Incoming whey has a solids content of
about 6.5% (The liquid whey, in holding
or 1in transit, must be protected from
bacterial growth by either heating or
refrigeration).

FROM WET TO DRY

Commercial whey drying involves several
steps. The incoming whey (6.5% solids) is
often passed through a primary evaporator
which removes enough water to bump its
solids content up to 40 - 42%. This solu-
tion is then sent on to a secondary or
"finishing" evaporator which produces a
condensed whey that runs about 52-53%
solids.
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Next this high sclid solution is pumped
into a crystallization vat where it's held
for about 8 hours to permit its lactose to
crystalize. Crystallization produces a
non-hygroscopic product, so called because
it won't absorb water., After crystalliza-
tion, the whey concentrate is sprayed into
a dryer to remove its remaining moisture
(down to about 5%).

To effect drying, the whey concentrate

- 1s atomized as it's sprayed into the top

of an inverted comical dryer. Heated air
moving past the falling whey particles
suck out their moisture. The dried par-
ticles fall to the bottom of the dryer
and are conveyed by jets of air to the
powder-bagging room. Any very fine parti-
cles that may separate out from the air
exhaust are pumped back and blown in at
the top of the dryer where they adhere to
other particles. Saving these fine par-
ticles not only increases total yield, but
also gives the whey powder some instan-
tizing ability.

COTTAGE CHEESE

Its been called the food of a thousand
uses, If you wonder why, just thumb
through the pages of the next homemakers
magazine you come across. Look at the
pictures, check out the menu suggestions.
Dimes to donuts, I'1l bet you'll find
cottage cheese there - used in any of a
thousand ways - perhaps combined with all
kinds of fruits and vegetables in refresh-
ing salads that can be either main dishes
or desserts., In an age of diet conscious-
ness, here's a dairy product that's a
dieter's delight - easy to fix, tasty,
nutritious, readily digested, high in pro-
tein, but surprisingly low in calories.
Maybe that's why cottage cheese consump-
tion has risen substantially in the United
States since the end of World War II.

Cottage cheese, occasionally called pot
cheese or Dutch cheese, is a soft uncured
cheese made from skim milk (or from recon~
stituted nonfat dry milk solids). It con-
tains about 20% milk solids.

In olden times, cottage cheese was most
often made by farmers (which included al-

most everybody in those days) and in fact,

takes its name from the simple cottages in
which they lived. The milk was heated in
large pots which lent their name to cot-
tage cheese's slightly drier and more
acidic cousin, farmer's or pot cheese.




SIZING IT UP

Two types of cottage cheese can usually
be found in the supermarket dairy coocler
- large-curd and small-curd. The more
popular large-curd type is made by adding
rennet to skim milk, .cutting the curds
into large cubes
thoroughly to reduce. its acid flavor. The
rennet speeds curdling, keeps the curd
from breaking up easily, and shortens the
cheese-making process. Because these
large particles of curd resemble kernels
of popped corn, In some parts of the
country this type of cottage cheese is
occasionally called popcorn cheese,

Small-curd cottage cheese 1is also
called country-style or farm style cheese.
This is a more acid product. Small-curd
cottage cheese 1is especlally good for
salads since it holds its shape so well.
Although the method of making small-curd
differs from that of large-curd, to some
extent, it's the size of the curd knives
that determines the size of curds which
result. For fine curd, % inch knives are
usually used.

PASS THE CRFAM, PLEASE

Usually some cream is mixed with the
cheese curd before its marketed to give it
additional moisture and flavor. (It also
gives it more calories). Federal labeling
standards say to be called creamed cottage
cheese, a product must contain 4 percent
or more of butterfat. Flavoring materials
such as pimentos, peppers, or olives are
also often added before marketing.

Cottage cheese can be made in the home
as well as the factory. In home produc~
tion, about 1 pound of cheese can be made
from 1 gallon of skim milk; at the plant
12 to 15 pounds of curd is obtained from
100 pounds of milk. "Creaming" it moves

those yield figures up, with 14 to 18
pounds of creamed cottage cheese the
result,

THE LONG AND SHORT OF IT

Cottage cheese is made by both "short-
setting”" and ™long-setting” techniques,
depending on the amount of lactic acid
uged, the temperature levels involved and
the coagulation time allowed. 1In both
methods, milk is pasteurized and cooled to
the setting temperature, Lactie starter

and washing the curd.
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is added; rennet may be added; and the
milk is held at the setting temperature
until it curdles.

The curd is ready to cut when it's firm
but not hard or brittle. It's cut into
cubes and the curd is then heated, with
careful stirring. The temperature to
which the curd is heated and the length of
the heating period depend on the charac-
teristics of the curd and the acidity of
the whey. When the curd has attained the
proper firmness, the whey is drained off
and the curd washed, first with ceol tap
water, then with ice water, The water is
drained off and when the curd is firm and
dry, it's salted.

COTTAGE IS DIFFERENT

From both a production and a marketing
standpoint, cottage cheese differs sub-
stantially from most "hard" manufactured
dairy products. For that matter, it's
quite unlike most soft products too. Imn
many ways it most resembles fluid milk,
In comparison to cured cheeses, it 1is
guite perishable, and from a marketing
standpoint is produced only as the market
can absorb it. Cottage cheese production
is closely related to sales, not only
because of its relatively short shelf
life, but also because of the small number
of wholesale outlets for the product. It
cannot be used, as can butter or cheese,
on '"the balancing wheel”. The product is
not suitable as a means of absorbing ir-
regular, seasonal or weekend supplies. 1In
fact, just the opposite! A firm special-
izing in cottage cheese usually needs to
find an outlet for extra skim milk.

Because of both 1ts bulk and its per-—
ishability, most cottage cheese is manu-
factured, as most fluid milk is processed,
in plants which are regional in nature.
In fact, the majority of cottage cheese
production takes place in fluid milk
plants. Not surprisingly, most U.S5. cot-
tage cheese is made from milk, the cost of
which to the manufacturer who made it, was
established by a federal milk order.

GEOGRAPHY AND ECONOMICS

Although cottage cheese . sales have
risen substantially in the last 40 years,
wide wvariations in wuse exist both geo-
graphically and between different income
and socioeconomic groups. For example, a



USDA study indicated a 1% increase in cot-"

tage cheese consumption for each 10% in-
crease in consumer income.

New York is the nation's leading cot-
tage cheese producing state (it also leads
in the production of its first cousin -
cream cheese, another uncured, unripeﬁed
cheese.

YOGURT

Name your flavor! Chances are it will
be strawberry, raspberry or blueberry. At
least these have proven to be the three
top sellers in the flavered yogurt line.
But it might be any one of a countless
number of more exotic flavors on the mar-
ket today - like banana, strawberry, peach
melba or spiced apple. At any rate,
here's a product that's come a good way
from that time way back in ancient history
when some brave soul first ventured a
taste of the curds which developed in
goats milk after it had been stored warm
in some gourds.

That "brave soul" found its tart taste
pleasing, and thus yogurt was born! The
new product was to become an important
part of the diet of Southeastern Asia
tribes, Today it's merits have been
widely recognized and it now contributes
to the dietary well-being of people in
every corner of the globe,

ITS GOOD FOR YOU

In Armenia, they call it matzoon; in
Iraq, roba; in Saudi Argbia, laben raib,
Whatever they c¢all it,..it's an excellent
source of calcium, phosphorous, protein
and vitamins and is a superb cooking in-
gredient. Tt owes its unique flavor and
its nutritional properties to the fermen-
tation of the lactic acid in the milk., 1In
many parts of the world, sheep, goat,
camel and yak milk vyogurt are highly
prized.

YOGURT IS IN

Although yogurt production accounts for
but a small part of total Class II use in
the U,S., the product has made giant
strides, considering it was not produced
commercially in this country until the
1940s (in Massachusetts). As must be the
case in the production of all dairy prod-
ucts, the yogurt production process is
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interlaced with strict quality control
tests of ingredient and finished product
quality, flavor, Dbacteria counts and
weights. That process begins when the
fresh milk is received at the plant and is
tested for milk solids and fat content,
bacterial count and antibiotics.
If the milk is acceptable,
production process begins. Before it's
completed, the milk will have been stan-
dardized to 3.5% butterfat, 1its solids
content increased, it will have been pas-
teurized, then  superheated; flavors,
fruits and sugar, if any, will be added,
and it will be cooled, innoculated, pack-
aged, incubated and cooled again.

the yogurt

FROM MILK TO YOGURT

Let's follow a shipment of milk as it
flows along the production line, to end up
in a cup or a pint or a quart container as
yogurt. After testing the newly received
milk, a yogurt maker first standardizes it
to appreximately 3.5%7 butterfat, then for-
tifies it with nonfat dry milk solids up
to about a 15-16% solids content. The
milk is then homogenized, pasteurized and
superheated at 190°F for 10 minutes.

Unless plain yogurt is desired, the
milk is pumped into vats and any flavor-
ings and sugar are added to the product at
this point. The mixture is then cooled to
120°F and held in the vats at that temper-
ature for up to 15 minutes, The yogurt
maker then carefully innoculates the warm
milk with two strains of active bacteria
culture, After inmoculation, the mix is
quickly pumped into the mechanical filling
machines which automatically £ill and cap
the containers of yogurt. A fruit base is
added, when desired, by the same machine.

After packaging, the product is moved
to an incubation room (held at a toasty
110-120°F and a mnot too moist 30-35%
humidity). Two and a half to three hours
in there and the yogurt will "set" to its
familiar consistency. After setting, the
yvogurt is moved to the refrigerator room
where it must stay for at least 12 hours.

The fermentation which occurred in the
production process gives yogurt its keep-
ing quality., Most yogurt enjoys a three
week shelf life. If preservatives are
added and the product refrigerated below
40°F, shelf life is extended to 30 to 60
days.




CHAPTER VIII, CHANGES IN MARKETS AND MARKETING
PART 1 - “ASSEMBLY”

OUR ASSEMBLY "LINE"

More than a half century age, a young
inventor and mechanic shook the very foun-
dations of the industrial world by intro-
ducing a revolutionary new concept he
called "an assembly line." as Henry Ford's
Model T's came rolling by the thousands
from his assembly line (they came in every
color as long as it was black), it sig-
naled the start of a new age. America had
begun its love affair with the motorcar.

In some ways our milk assembly system
is almost as unique to the market place as
Henry Ford's assembly line was to the
factory. The same components are involved
- roads, trucks, refrigeration - as are
involved with many other products. But
because milk is perishable, because it's
produced daily and is alsoc used daily, its
assembly system is peculiarly its own.

Our pattern of milk assembly has been a
constantly evolving one.
the pattern was shaped by, and limited to,
the range of horse and wagon hauling.
Later patterns followed the rail lines
feeding out from big-city markets., As
trucks took over and roads improved, the
pattern changed again. The new configura-
tion permitted dairymen to choose from a
far wider cheoice of outlets, while milk
buyers, no longer tied to the path of the
railroads, could select from a much larger
number of producers. As a result, many
country plants which served only as col-
lection points for transshipment of milk
to city buyers, closed dowmn,

BULK TANKS BRING CHANGE

The advent of the farm bulk tank sig-
naled still another era in milk assembly
and brought further shrinkage in the num-
ber of country receiving stations.

The rate of changeover from cans to
bulk tank was influenced by the number and
ownership of country plants. Some dealers
were reluctant to liquidate country plants
in which they had large investments,
Other milk buyers encouraged the shift to
bulk, many times subsidizing it by paying
premiums to dairymen.

Now that the shift to bulk is essen-
tially complete, have we finally arrived

In earlier days, .
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at a pattern that will last, one that will
be with us for years to come?

Not 1likely, because evolution never
stops. In fact, in just the past couple
of years, we've experienced some major
changes in the structure of milk assembly
in Order 2. In that short time, we've
moved from having a very small proportion
of milk direct~hauled to city markets to a
much larger proportion. Reload stations,
where milk is transferred from farm—
tankers to over-the-road tankers, have
closed up all over the place. Big semi's,
tankers holding as much as 6,000 gallons,
are picking up milk right at the milkhouse
and delivering it directly to New York
City.

Still other milk is now pumped directly
from farm tankers inte over—the-road
tankers. All this eliminates the need for
many handling facilities. Just a few
years ago there were several reload plants
within 100 miles of New York City. Now
there are only a few in the whole milk-
shed, Some processing plants mnow do
double duty =~ reloading as well as bot-
tling and manufacturing.

IMPLICATIONS FOR DAIRYMEN

This change in our assembly pattern and
the economics that brought it about should
not be ignored by a dairyman, because it
directly affects him,

Let's look at some of the implicationms.
To begin with, bigger trucks mean heavier
loads. Heavier loads require better
roads, better bridges, and better drive-
ways too. Will all milk move from farms
in big tankers a few years hence? If so,
does your farm fit into this assembly
pattern?

Any truck costs more nowadays, but the
big ones cost a bundle. So their owners
like to run them more hours per day to cut
their fixed costs per hours. It's hard to
justify an investment of $100,000 for a
6,000~gallon tanker if you're only going
to use it 8 hours a day. So it's probable
that in the future your milk may be picked
up at any hour, nighttime as well as day-
time.

Scheduling of farm milk pickups will
become tighter. Trucks arrive closer to




milking times. Keeping a big tanker wait-
ing until milking is finished costs some-
body more than it did when the milk was
collected in a smaller farm bulk-milk
truck,

Scheduling pickups closer to milking
hours, even interrupting milking to unload
the farm tank, has some quality implica-
tions, too. That milk may not have had a
chance to cool down to the required 45
degrees or less. This didn't matter quite
as much when the milk was picked up by
farm tankers traveling relatively short
distances to upstate plants where the milk
was immediately recooled. But when it's
loaded into an over—-the-road tanker, addi-
tional cooling may be 200 or more miles
‘away.

FUTURE SHOCK

The future may bring even more striking
changes in milk assembly, changes in both
its structure and its operation. In re-
cent years many of the big commercial
trucking outfits have backed out of the
milk hauling business. After pumping out
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‘their load in the city, milk tankers have

to deadhead back up-country,
hauls. No two-way payloads. In recent
times other alternatives have appeared
more attractive to some of the big truck-
ers. As their milk tankers wore out, they
did not buy more. "Gypsies," mnonunion
independents who can operate their trucks
more hours and at lower costs, have been
replacing them. This may not be so bad;
at least its net effect has been to moder-
ate increasing hauling costs.

Order 2 has more competing components
in its assembly system than exist in most
other market order areas. In some mar-
kets, a majority of milk is assembled by a
single unit, usually the cooperative. In
fact, in most markets, that's one of the
principal functions of a co-op - to coor-
dinate the milk assembly system. In con-
trast, Order 2 has nearly 100 handlers,
approximately 25% of which are co-ops,
buying milk from individual farmers and
involved in its assembly system.

How much overlap could be avoided, how
much efficiency could be gained if all
nmilk was assembled by one unit?

no two-way



CHapTER VIII,
PART II

CHANGING PRODUCT USE

When Satchel Paige, the renown baseball
player, still actively participating in
the game at the half-century mark, was
queried as to how he had been able to
maintain his considerable pitching skills
at such an advanced age, he responded with
this philosophy, "Never look back; someone
may be gaining on you."

Though we may not at all times agree
with Satchel's advice, it does have merit
for those of us in the milk business.
Though locking backward at "what will be."
It may be better for us to look at "what
is" and then scan the horizen to see what
may emerge.

All kinds of things produce change, and
many kinds of change can start a trend.
New technology, new information, new atti-
tudes, new conditions, like pebbles in a
pool, ripple through our economy, bringing
waves, large or small, to everything they
reach. So let's take a look at one new
thing in the dairy business and try to
figure how big a wave it may produce.

FAT CONSCIOUS CONSUMERS

That "new thing" is the changing pat-
tern of product use, In the marketplace,
the seller who hopes to stay in the busi-
ness of selling, had better provide what
the buyer wants.

A dairyman, whether he recognizes it or
not, is selling, not to just a single
party, but to miilions upon millions of
different parties. What he is able to
sell is no more than the sum of the col-
lective choices of all those different
buyers. 1ts a wise seller who recognizes
that those choices are influenced by many
things - not just obvious kinds of things
like advertising or price or alternative
products for sale, but alsoc by fads and
fashions, by cultural changes and social
trends.

Dairymen need to be alert to those
influences and their implications., Some-
times they have been! They quickly recog-
nized for example, thzt consumers were
becoming fat conscious. That they were
buying less whole milk and low-fat milk.
They noted that Class I sales in Order 2
were slipping a hit.
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CHANGES IN MARKETS AND MARKETING
- “CHANGING PRODUCT USE”

But did they look at these changes
close enough? Did they break the surface
to see what lay below? Did they Ilook
beyond Class I sales to study what's been
happening with Class II milk that goes
into manufactured products? _

If they did, they would have found that
here in New York over the past few years
we've been manufacturing dairy products at
record~breaking rates. Class II use has
been climbing briskly upward.

Is this only a by~product of the sharp-
ly increased production we've experienced?
Or of the weakness in our Class T sales?
Obviously, any milk produced in excess of
Class I requirements has to go into
Class IT and be turned into some less
perishable product, something that can be
stored awhile, like butter and powder or
hard cheese. After all, that's what "bal-
ancing” is all about!

But is that what's really going on?
Let's take a closer look. Where's the
Class II milk in this market really going?
Check with the people who tally the num-
bers and they can tell you where it's
going. It's going into cheese! Sure,
some of the increase has been in hard
cheese, but the biggest jump has come in
the production of soft cheeses.

In the last decade ('71-~'8l) the pro-
duction of New York State Cheddar shot up
38%. but what really ran wild was New
York production of Italian and other soft
cheeses, climbing 120% and 250% respec-
tively, And we looked at the figures for
the last 3 or 4 years, a period during
which some new soft cheese plants opened
in New York State, the figures might be
even more dramatic, That's where a lot of
our Class II milk has been going!

Low-fat cottage cheese also became a
big favorite. From 1971 to 1981, New
Yorkers increased their use of this prod-
uet by 162%. (For reasons, some of them
conjectural, New York and other parts of
the Northeast are much stronger users of
both cottage cheese and sour cream than is
the rest of the country).

How about other Class II products?
During the same time span, the production
of canned milk and nonfat dry milk in New
York State slipped a bit, while butter and
ice cream production were lucky to hold
their own.




So what? What difference does it make
what Class 1l products we make as long as
we can market that Class II? Why do we
care what the consumer buys or what we
manufacture?

Well, we should care. Today we are
using a much greater amount of our
Class IT milk for perishable and semi-
perishabie products. The marketing of
these "soft" or "hard" products. The way
we utilize our Class II milk, the products
we manufacture, also has implications for
dairymen.

WHY US?
But first, why has this change oc-
curred? Most likely it's part of a trend,

one brought about by changing cultural
patterns and changing social conditions.
Yogurt, sour cream, cottage cheese are
"in™. Cheeseburgers, pizza, cheese
‘casseroles, cheese party dips, are all
Ilin. 1

But isn't this trend countrywide?
Sure! All over America we're eating more
of the products mentioned. So that's only
part of the answer. The other reason we
in Order 2 are using so much of our
Class IT milk to make these products is
because we have a lot of specialized man-
ufacturing plants located here that can
make them. They're here because we also
have a lot of Class II milk here.

These plants are modern, efficient, and
competitive. They are market-oriented.
They buy more only when and if they can
sell more, They're not in the business of
producing for storage. (In other market
order areas, more of the Class IT milk is
processed in city processing plants rather
than in specialized plants.) )

In contrast to our special product
plants, our Order 2 butter-powder plants
are not as competitive as those of Minne-
sota and Wiscomsin (with exceptions, of
course). They could be, but many of them
are highly seasonal operations, producing
10 times as much in the flush as in the
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short season. It's hard to be competitive
in the butter—powder business (and compete
with plants in other orders). Unless we
can avoid that seasonal varilation. (It's
like buying a 10-ton truck when most of
the time all we need is a wheelbarrow.)
And because most of our butter-powder
plants are not profitable, we haven't kept
any more of them around than we had to.

CHANGE IN CLASS II USE

We in Order 2 have changed the way we
use our Class II milk, moving it out of
butter-powder and into "soft" products and
cheese. A higher part of our Class II
milk is now being used for products that
are almost totally market oriented, that
in the long run will be purchased by han-
dlers only in relation to handlers' prod-
uct sales, (In the short run, during "the
flush,"” when their "raw material" is less
expensive, handlers may build up their
inventory considerably. In doing so, they
help balance the market.)

Milk purchased for perishable product
manufacturing is much like milk purchased
for fluid use. Its storage period is
short, and consumption doesn't vary mark-
edly in the short run. With around 40% of
our milk going into fluid use and 90% of
the balance going to these other market-
oriented products, we end up with an in-
dustry that is selling products, 95% of
which are market-oriented. Only 5% of our
total milk supply is now in butter-powder.

This is different from what it was back
before we were making so much yogurt,
cottage cheese, sour cream, and cheddar.
Our sales of cream cheese and Neufchatel
(a soft, high-moisture cheese of French
origin) nearly doubled in just the last 10
years,

Such a trend makes one wonder how a
sudden glut of extra milk would be handled
in a market like ours. It also makes you
hope that the changing whims of the Ameri-
can consumer don't suddenly shift away
from the newfound favorites.



CHAPTER VIII.

CHANGES IN MARKETS AND MARKETING

PART III -~ “"A FUTURE LOOK"

A LOOK FORWARD

Get in on a growth industry!
good advice for anyone starting a business
or investing in the future of one already
established. In our lifetime we've wit-
nessed some real growth industries devel-
op, computers and electronics, for in-
stance, In that same period other indus-
tries stabilized, and some declined. Which
way is the dairy industry going?

Probably meost analysts would classify
the dalry industry as "a mature industry
with a relatively stable demand." But
within that framework of stability, dra-
matic changes have occurred and are now
occurring, with others yet to come.

For instance, milk used to make cheese
has doubled in the last 16 years because
of all those cheeseburgers and pizzas the
kids are eating and all those cottage
cheese lunches weight-conscious Americans
fancy. Among those dairy products that
have become "in" foods, that have found
special favor with health~conscious Ameri-
cans, yogurt deserves special mention.

CHANGING USE

But during our lifetime, we've also
seen sales of other dairy products slip.
We've watched the substitution of marga-
rine for butter. Opponents of the marga-
rine fought the good fight, but lost it
anyway.

Low-fat milk replaced regular milk on
many American tables. In fact, with all
the substitutions of low-fat for high-fat
products, some now argue that we should
use both butterfat and nonfat solids (pro-
tein) to measure our sales, .

However it is measured, what's impor-
tant - the bottom line - is that over the
long haul we've increased sales of total
dairy products, But this dincrease has
been sustained by an increasing popula-
tion, not by any ability to sell more to
each person. We've sold more of certain
dairy products, mostly low-fat items and
cheeses. But it's the 63 million people
who have been added to our population, not

any increase in per capita sales, that
has bailed out our industry. In the
last quarter century, while capita

per

That's
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consumption dropped 25%, our total market
increased 227%.

So, the burning question for the future
is whether population growth will continue
and whether it can offset any further
decline in per capita consumption. The
U.S. birth rate has dropped from a postwar
high of 27 births per 1,000 population to
a current rate of only 14.8 per 1,000,

POPULATION CHANGES

Population changes affect our milk
market in two ways. First, of course, is
the total number of people available to
drink milk or to eat ice cream. Equally
important is the changing age distribution
of that number, With a stagnant birth
rate, the part of our population that is
young declines., And the young are the
backbone of the fluid milk market. The
older we get the less milk we drink. (A
shifting age distribution impacts on
others besides the dairy dindustry. Just
ask college admissions officers or Social
Security administrators.)

On the positive side, if today's young
families decide to have three children,
instead of the two that they have been
having, our birth rate and total number of
births could rise dramatically, because
all those children born in the post-war
"baby boom" are now in their prime child-
bearing vears,

Analysts who dissue stock vreports on
industries try to look across the entire
spectrum of things that might impact on
the health of that industry. Our popu-
lation and food preferences {demand) are
only a small part of that spectrum. We
also need to look at the supply and the
system that moves that supply to market.

THE FUTURE SUPPLY

Let's take supply first., The number of
dairy farms in this country has decreased

dramatically. In the last 25 years we've
dropped from 602,000 dairy farms to
300,000 farms. However, during the same

period we've doubled both individual herd
size and production per cow. And with a
national average of only 12,316 pounds of
milk per cow, we've still a ways to go.



Dairymen have had front row seats for

witnessing the change that has occurred in
milk production. In fact, they've been
right in the middle of the game. But
sometimes they fail to appreciate the
extent to which the rest of the milk mar-
keting system has also undergone change.
Dairy co-ops, for example, have dropped
from more than 2,000 in 1950 to only 631
in 1975. (During that period, however,
they increased the total amount of milk
they marketed.)

Like farms, firms that are "in the milk
business" are fewer and larger. If you
read the papers, you know that some big
names in business have dropped out., In
fact, during the last 30 years, the number
of fluid processing plants has dropped
from 8,200 to 1,100, It's tough for a
fluid plant to stay competitive today if
it doesn't process a pretty good volume.
In fact, processing cost per dquart is
sliced in half in the larpger plants. Here
in the Northeast, 15 to 20 million pounds
of milk per month seems to be about the
minimum for achieving good economy of
scale.

NUMBERS DOWN, SIZE UP

Those fluid plants that remain, partic-
ularly here in the Northeast, represent
the survival of the fittest. They are
aggressive, well-managed, and competitive,
In upstate New York just 8 firms account
for 60 percent of all the fluid milk pro-
cessed. Ten plants in New York City pro-
cess most of the milk there. And, unless
the anti-trust people object, this trend
hasn't ended yet.

Other kinds of dairy product plants
have followed suit. Butter sales have
dropped, of course, but butter plants have
dropped out even faster. Today we have
only a third the number of butter plants
we had 10 years ago. Cheese plants are
fewer, but fortunately they're a lot big-
ger. .{In ‘the past decade, total cheese
production increased one-third., Here in
the Northeast, it doubled. We make really
good cheese!l) _

Change has occurred all through the
marketing chain. Changes occurring at the
point of purchase are equal to any of
those back up the line. Would you believe
that today one-fifth of all the fluid milk
in this country is processed by food
chains? And even if they don't process
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" labels.

their own, supermarkets are still buyers
who can "wag the dog," because they con-
trol the shelf space and they set the
prices. They often use their own private
Quite a contrast to the days when
milk was home delivered.

CHANGE IN COSTS

We've looked at some trends occurring
in the marketing chain. Trend is kind of
a harmless sounding word. So let's talk
cost. Cost is the kind of word that can
get your attention. As costs for trucks,
labor, and fuel continue to climb, trans-
portation costs become more important than
ever. Transportation costs have been
particularly burdensome to those co-0ps
here in New York who took responsibility
for the cost of hauling their members'
milk,

Intermarket transportation differen-—
tials, which were established 10 years
ago, also no longer reflect current costs.

Transportation is but a single cost,
albeit a most important one in a fuel-
short world. All costs will increase in
years to come -~ we take that for granted.
But what we have to watch is the changing
relationship between costs. Whe would
have believed a few years ago that what
happened in Saudi Arabia would affect the
price of milk in New York?

If a security analyst had studied this
business as we have done, he might be
ready to issue an analysis. Here is how
it might read:

Whole milk and fat consumption per
person is trending downward. Low-fat
items and cheeses will continue to in-—
crease. Food stores will capture most of
the fluid milk sales, use more private
labels, and do more of their own process-
ing. Total numbers of processors will
decrease. Health and legal restrictions
to the flow of bulk and packaged milk from
region tc region will decrease, and great-
er movement will occur. Higher labor and
utility costs may force processors out of
New York City. Federal orders will con-
tinue to consolidate and may drop to only
35 by 1995. Co-ops, though plagued cur-
rently by financial difficulties, will
continue as an important segment of the
marketing system. They will decline in
number, but increase in size. Dairy farms
will do likewise,

Tell me, would you buy some stock in
this industry?



CHAPTER IX,

PRICE VS, COST

How much do you get for your milk? Not
enough, I'11 bet you'll answer.

How much does your neighbor get for his
milk? The same price you get? How come?
Is his milk worth exactly the same as
yours?

Or put the question another way. Can a
milk buyer afford to pay the same for your
milk as for your neighbor's? 1Is every
dairyman's milk worth the same amount? Or
can a dealer buy some milk "cheaper" than
other milk?

Both dealers and dairymen, buyers and
sellers, know that dealers don't have any
choice as to how much they pay. Federal
market orders establish minimum prices,
which must be paid for all milk. And when
there's plenty of milk around, dealers
know that they're not likely to have to
pay, and dairymen know that they're not
likely to treceive, any premium above that
minimum,

So all milk's worth the same. Right?
Wrong. All milk's not worth the same,
Some milk is "a better buy" than other
milk. We have to recognize that sometimes
there's a difference between "price" and
"cost". And since there's nothing in the
market order "reg's" that says dealers
have to buy anybody's milk (only that if
they do buy it, they have to pay the mini-
mum price), isn't it to be expected that
milk buyers should try to buy milk where
they can get it at the lowest cost?
That's just good business. You do the
same thing on your farm - you try to get
the best return for every dollar you
spend.

COST CONSIDERATIONS

What are some of the things that can
make one dairyman's milk a better buy than
another dairyman's?

F. Volume

More milk per pickup means lower pickup
cost. The lower its pickup cost the
"better buy" the milk becomes. Sure, it
takes a 1little longer to pump 10,000
pounds than it does to pump 1,000. But
that little bit of difference in pumping
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IMPROVING THE MARKETABILITY OF YOUR MILK

time is small. All other chores are the
same. Large or small, it costs about the
same to agitate, to sample, to connect, to
disconnect. These costs are "fixed".

Stop charges compensate for part
these costs. The greatest wvariable
all, however, is that it takes 10 times
many stops to pick up the same amount
milk. - More stops means more miles
drive, more hours of labor, more wages to
pay, more checks to write, more tests to
be made, more records to keep, more farms
for the sanitarian to wvisit. And when
large volume stops permit a farm tanker to
pick up two loads per day instead of one,
the fixed costs of running that tanker are
cut in half,

of
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2. Location of Farm

A preferred location is on a good road
near other high-volume producers. Less
accessible farms, those on poor or unpaved
roads with steep or difficult hills, iso-
lated from other producers, are apt to
mean higher cost milk,

3. Quality of Milk

Every milk buyer wants to put out the
best product he can. Buyers are in a
tough competitive business. Nor can they
afford to keep sending their field
inspectors back to a farm to ensure that

they pget that top product - milk with
minimum bacteria counts, low sediment
tests, low leucocyte readings, no

off-flavors; milk that's absoclutely free
of antibiotics and is produced on farms
with no problem making a high IMS rating.
Poor quality producers are producers of
higher cost milk, And when milk's
plentiful (as it is now), who needs that
kind of milk?

A little bit of antibiotic can raise
havoc with a tankload (or a silo) of milk.
It can kill the bacteria and destroy the
fermentation that turns milk into cheese.
When milk is "concentrated," (as in milk
powder manufacturing), antibiotics are
also "concentrated," and the end product
may be rejected. No milk buyer can afford
that.

Nor can they afford to lose their IMS
(Interstate Milk Shippers) rating. They
have too much riding on it.



IMS ratings are published several times
a vear, this publication lists dealers in
this country who have rated supplies, in
other words, who have IMS's "seal of
approval”, If a dealer's name is not in
the book, it means he hasn't made the
rating, and it means he's become
ineligible for some markets, markets that
he may not be able to replace even at a
lower price. So dairy farms that don't
score 90 are considered by dealers as
sources of high cost milk. What dealer
needs the hassle of trying to shape up
producers who consistently pull down his
rating? He can buy his milk at less cost
from high-scoring farmers.

4, Convenilence
Time is money and always has been. But
it seems to be getting more so all the

time. A milkhouse at the end of a long or
tortucus driveway, difficult of access,
‘requiring the maneuvering skill of a

Richard Petty, may take more time (wages
aren't getting any lower) than a dealer
considers justified. And a soft-bottom
driveway that hangs up a tamker for a
couple of hours may convince the dealer
that milk from that farm costs altogether
too much,

5, Seasonality

Every dealer would like a producer who
makes the most milk when milk is short and
the least when milk is plentiful, TIn the
best of all worlds, a dealer would ask for
a uniform year-round supply. The closer
dealers can tailor supply to needs, the
lower will be their cost. A producer
whose seasonal pattern is such that it
fits into the pattern of the dealers’
needs will be an attractive source of milk
and a lower cost one, too.

6. Composition of Milk

Not all milk's the same. Different
lots of milk contain varying amounts of
butterfat and varying amounts of solids
other than fat, namely, protein and min-
erals. You've probably heard mention of
component ~ pricing. Many milk buyers,

whose in the manufacturing business, have

more than a passing interest in the com-
ponents of the milk they buy, because its
composition affects their profit and loss.
They are interested in product yields, how
many pounds of salable products (like
cheese) they can get out of water, they're
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not interested in buying any of that.)
They can afford to pay more for milk that
yields more. (Did you know that 100
pounds of Wisconsin-Minnesota milk will
produce a greater yield of cheddar than an
equal amount of New York milk? All the
reasons for this higher product yield are
not totally understood but are being
studied. Fortunately, New York cheddar is
good "goods" and commands a price premium,
which compensates for the difference in

‘yield.)

7. Area

The area where a farm is located af-
fects the value of the milk it produces.
If your dairy is located in an area where
there's not other dairy farms, who's going
to have the facilities to handle your
milk? Or if you're located in a one-
outlet area, your milk had better conform
to what that outlet wants. If you're in
an area where all the milk is picked up by
one hauler, you'd better be selling to an
outlet where that hauler hauls.

8. The Absence of 'Hassle"

Do you buy your farm supplies or equip-
ment from someone who's hard to deal with,
who's uncooperative, who just loves to
give you a hard time? I doubt it. You
buy from a supplier who's friendly, co-
operative, helpful, who tries to under-
stand your problems, and, if he can't help
solve them, at least tries to not make
them any worse, Milk buyers are a lot
like you. Their problems may be differ-
ent, but you can bet they have some. And
dimes to donuts, I'11 bet they appreciate
the guy who doesn't make any any worse.
One way or another, they'll end up be-
lieving that such a dairyman supplies
"less expensive" milk. And undoubtedly
they'll be right.

SOME MILK WORTH MORE

So how about it? Is your milk, which
is priced the same as your neighbors,
worth just the same, is it worth more, or
is it worth less? Is your milk "a good
buy" or is it expensive?

Like it or not, as far
concerned, some producers
sirable than others. Some
more than other milk., The criteria we've
just discussed make it so. On the basis
of those criteria, some dairymen have lost

as a buyer is
are more de-
milk is worth



their markets,
the future.

Sure, other things can cause loss of a
market outlet. When a dealer loses some
of his outlets, chances are good that some
of his producers will lose theirs. And
sometimes dealers go under.

But these are conditions beyond your
control. But many of the others are not!
So occasionally ask yourself, am I a de-
sirable producer? Is my milk low-cost
wilk? If not, how can I help make it so?

QUALITY COUNTS

Everyone likes quality products. No-
body likes shoddy goods. Any manufacturer
or merchandiser stresses the quality of
the product sold because consumers are
interested in quality, and, if the quality
of the product is really good, repeat
sales are more frequent,

It's certainly no different with milk.
The higher the quality of milk, the more
will be sold. Quality assurance is a
vital key in successful milk marketing.

There's no middle ground with milk.
either tastes good or it doesn't.

It
Sell
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Others may lose markets in .

some milk that's sour or rancid or off-

flavor, and chances are, you'll end up
kissing that customer goodbye.

Certainly not all quality breakdowns
occur on the farm. They can happen at any
point between you and the consumer - in
the bottling plant, on the truck, in the
store, at the school.

But everything starts at the farm. If
we're going to sell a good product, a
quality product, it has to begin with you.,
Milk can never be improved after it leaves
your farm. The best that can be hoped for
is to maintain the milk as good as you
produced it. '

MILK REGULATION

In earlier days, quality, as far as
milk was concerned, was simply a ques-
tion of preventing the transmission of
disease-producing organisms. That's why,
very early in the game, local, state and
federal governments began surveillance of
sanitary conditions in the milk industry.
In fact, way back in 1856, the state of
Massachusetts passed a law concerning the
sale of adulterated milk. Congress got
into the act in 1893 with legislation
designed to help prevent communicable

diseases. New York City developed a set
of milk regulations in 1896. The result
of this vigilance has been a continued
decline in the occurrence of milk-borne
diseases, In fact, there has been no
known case of pasteurized milk-borne
diseases of any consequence for years.

Despite this, the dairy industry has
tended to rely in great part on bacteria
counts, sediment tests and environment
inspections to measure quality. Con~
sumers, on the other hand, aren't at all
concerned about these. They're already
satisfied that the milk they buy is safe.
Their only concerns are: How does the
milk taste? How long will it keep?

A while back a Cornell food scien-
tist checked the milk and milk drinking
habits of children in over 1,000 New York

schools., When milk tasted good, 90% of
the kids drank it. When it was off-
flavor, only 60%Z of them did. Nutritional

considerations aside, that 30% loss adds
up to a whale of a lot of milk not. going
to market.

TRADE~OFFS INVOLVED
It seems somewhat incongruous that in

an era when we're making great strides in
our cooling and milk handling equipment,

we may in fact be falling backward in
meeting the consumer's definition of
quality. What's happening is that we have

ended up trading one problem for another.
Rapid cooling, closed systems, pipelines
and bulk tanks have given us lower bac-
teria counts, But the mechanical handling
of the milk has resulted in milk much more
likely to become rancid. By one estimate,
nearly 50% of all the milk in New York
City had a rancid taste.

A rancid flavor is characterized by a
sharp, wunclean, astringent taste that
lingers in the mouth after the milk is
drunk, It's caused primarily by the
breakdown of the membranes that surround
the fat globules in milk. Mechanical
handling of the raw milk is the single
most important factor in breaking apart
these membranes., Pasteurization will halt
it but can't eliminate off-flavor already
there,

AGITATION A PROBLEM

Any time milk is excessively agitated,
it's ripe for rancidity. High-level



pipelines, lines with obstruction or
risers in them, 1lines with improper
slopes, air leaks that occur in a line or
in its valves or inlet ports, “milk-
starved" centrifugal pumps, over-—agitation
in the tank, all these contribute to the
problem,

The problem is certainly not limited to
the farm. Milk sloshing back and forth in
a pickup tanker, pump-overs that occur in
the assembly process, excessive agitation
in plant pipelines or equipment, delayed
pasteurization, these too are culprits.

Another trade-off we picked up with our
highly efficient, modern milking systems
involves the complexity of keeping them
clean. Often the more scophisticated the
system, the harder the job. CIP (Clean in
Place) systems have taken away the daily
drudgery of cleaning, but they've intro-
duced some other problems. Much of this
CIP equipment can't be completely cleaned
in place. Pumps and gasketed lines need
periodic cleaning. How often? It depends
on the conditions, the water quality, and
the cleaners. Perhaps twice a year is
enough. Maybe once a week is needed. But
whatever, we know that some systems have
never been apart since installation.

LONG SHELF LIFE NEEDED

No longer can we expect milk to be con-
sumed the same week it's produced. Most
dairies are 1looking for a l4-~day shelf
life. Some say they need 21 days under
today's marketing conditions. At any
rate, shelf life that was OK in the past
is not OK today. It follows then that
bacteria counts that were acceptable in
the past are also not good enough today.
With the quick cooling we have nowadays,
there's no reason anyone can't produce raw
milk with a plate count of less than
10,000; yet many aren't., Some farms with-
out CIP are washing their utensils only
once a day, trying to slip by with just a
rinse between. Many of the high counts
that occur can be traced to practices like
this.

There's a trade-off with bulk ccoling,
too. Certainly, it's a great advancement,
head and shoulders above our old can cool-
ing. But it's encouraged a whole new type
of bacteria, some cold-loving "critters'.
They are now able to grow because others,
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the warm~loving kind, aren't around to
compete with them. Unfortunately, where
it took several million of "the warm ones"
to produce an off-flavor in milk, just a
few thousand of '"the cold ones" can do
that dirty deed. It could be that we'll
have to develop a whole new set of bac-
terial standards.

Still other quality problems cry for
attention. Problems that occur when milk
from mastitis—treated cows is not excluded
for a sufficient time should be obvious to
all. But obvious or not, it still occurs.
And sometimes cleaning residues in wash
water become incorporated in the milk sup-
ply. TImproperly installed or improperly
maintained pipelines may be part of the
reason. CIP systems that do not complete-
1y rid themselves of cleaning and sani-
tizing solutions don't help, either.

IF NOT, WHY NOT?

Why, when so much is known about milk
quality, isn't it better? Perhaps it's
because historically there have been few
incentives for improving the quality of
milk., Every producer has been paid the
same, irrespective of the quality of the
particular supply. What's more, farm in-
spection has never really been performance
oriented. Sometimes it’s even penalized a
person who is producing the best product.
And during milk short periods, competition
for the available supply was such that
poor quality milk was seldom excluded,
Admittedly, the effect of quality on milk
consumption has always been difficult to
measure. Many other things, calories,
cholesterol, competition from soft drinks,
can be used to explain away a 20% decline
in per capita fluid milk consumption in 20
years.

QUALITY ASSURANCE

But anyway you slice it, poor quality
is bound to be a factor. Its causes are
known., Its correction is possible. Qual-~
ity control is not enough. Quality as-
surance is what is needed, Otherwise, per
capita consumption will continue to slip.
We may end up rearing a nation of nonmilk
drinkers. And any way you slice it,
that's not good milk marketing!



CHAPTER X,

OUR U.S., DAIRY INDUSTRY AND WORLD TRADE!

At first glance, the concept of free
trade sounds great! You produce what
you're able to more efficiently than I,
and in turn I'll produce those items I
turn out more efficiently than you. Then
we'll get together and trade 'em!

Great idea, isn't it? Production of
goods will shift to areas where they can
be produced more efficiently - and every-

one benefits. Right?
Well, it sounds good - but it "taint
necessarily so!"™ For instance, suppose

your country becomes totally dependent on
me for bread. What's to keep me from
raising my price? After all, you've gome
out of the business of growing wheat!
You've lost the know-how it takes! You
don't have the farm equipment to plant or
harvest it, or the mills to mill the flour

or the bakeries to bake the breadi So
when it comes to your daily bread, I've
got you over a barrel}

An exaggeration, obviously! But the

example does serve to point out that in-
ternational trade is never quite as simple
as it sounds! It is, instead, a highly-
complex, multi-faceted set of practices
which have i{impacts and dimplications not
always apparent to the casual viewer.

RULES GOVERN TRADE!

A look at U.S. trade in dairy products
may demonstrate why certain "ground rules'
that establish and control trading ar-
rangements have developed over time and
undoubtedly, in one form or another, will
continue to exist. TIn fact, the first
such "ground rule'" was authorized by Con-
gress back in the 1790's, when a duty of 4
cents per pound was Jlevied on imported
cheese, Perhaps the levy was designed
more to raise funds for an infant nation
than to protect its fledgling dairy indus-
try. Be that as it may, this piece of
legislation was the first of many directed
towards establishing the rules by which we
engaged with others in trading dairy prod-
ucts.,

Currently, the major legisglative
"ground rule" affecting the importation of
dairy products into this country is Sec-
tion 22 of the Agricultural Adjustment Act

~ fact,
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(amended 1948), This section directs that
our import policies must not jeopardize
the operations of our dairy price support
program. Stop and think about 1t - if
there were no quotas to limit the amount
of dairy products coming into this coun-
try, might not our government end up sup-
porting - not only U.S. milk prices - but
world dairy product prices?

SURPLUSES CRFATE PRESSURES

Milk production thas bheen climbing
around the world and in many countries
surpluses exist, The continent of Europe
is the world's leading milk producer. 1In
fact, her dairy farmers have produced
nearly three times as much milk as we do.
In the process they account for more than
40 percent of all the milk produced on
this planet!

The ten countries that are members of
the European Economic Community produce
nearly two-thirds of the European total.

Price support incentives in the EEC
have been high enough to stimulate milk
production far above domestic needs. In
Europe has been making much more
milk than she uses. Her price support
program, which is in good part respomsible
for the surplus, has cost the EEC about 4
billion dollars a year, an amount equal to
about 20 percent of the value of all the
milk produced.

Not only here and in Europe, but in
most important dairy countries, price sup-
ports are used to put a floor under farm
milk prices. Often, countries export
their surplus dairy products at prices
lower than those which prevail domestical~
ly. In other words, the exports are sub~
sidized, Australia and ¥Yew Zealand arve
exceptions - they have no dairy price sup-
ports, Of course they do have a few other
things going for them! With pasture-based
milk production, with low overhead and low
production costs, and with relatively low
milk prices, these countries are able to
pay heavy transportation costs and still
compete even-steven in world markets!

Some countries have paid subsidies
directly to their exporters. With this
advantage, the exporter may be able to
undersell U,S5, domestic manufacturers.
Our United States Treasury Department is



respensible for guarding against dailry
products shipped here under subsidies
which permit them to be sold at prices
below our own. When and if these direct
subsidies are discovered, the President is
supposed to impose "countervailing duties”
to offset that unfair advantage. Counter-
vailing duties have never been applied,
but the threat of their wuse has often
forced the removal of export subsidies!

Without subsidies, few countries (ex-
cept for New Zealand and Australia) can
compete in our U.S. dairy product markets.
It should be noted, however, that even if
direct subsidies can be prevented indirect
subsidies to a country's dairy industry
are mighty difficult to didentify and al-
mest impossible to quantify!

QOceania (Australia and New Zealand} can
compete effectively in most world markets
without subsidies. New Zealand, in par-
ticular, relies on her exports of dairy
products as a source of foreign exchange.
Fortunately for us, both of these coun-
tries have limited potential for expansion
~ at least under current price relation-
ships. Expansion would require the aban-
donment of extensive low-cost milk produc-
tion based on grass and movement to more
intensive, higher cost production based on
concentrates! This would change
relative competitive status, So, unless
present price relationships change, it's
likely that any increase in production
Australia and New Zealand experience will
be utilized by internal population growth.

EFFECTS OF PRICE SUPPORTS

While our nation 1s committed to en-
couraging all kinds of internatiomal
trade, we cannot - at least during pericds
when our government is buying butter, non-
fat dry milk or American-type cheese at
price support levels above world prices
for these products - avoid sharp restric-
tions on imports! These restrictions take
the form of quotas, tariffs and duties.

Since only three kinds of dairy prod-
ucts are purchased under our United States
price support program, what about other
dairy products the U,S, government doesn't
support? Should these be subject to im-
port quotas?  The answer hinges on the
extent to which the product can be sub-
stituted for one that is being purchased
under the price support program. Can one
replace the other?
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their .

The same criterion applies when com-
paring imports of different quality. For
example, we have imposed no gquotas on cer-
tain high quality or unusual cheese prod-
ucts delivered here at prices high enough
that they were not competitive with or
substitutable for our own. Above an es-
tablished price the product was exempt
from quota! Called "price break" quotas,
these were first applied in 1968 to pre-

vent the dimportation of lower quality
products for wuse in making processed
cheese, which in turn displaced outlets

for domestically produced Swiss and Swiss-

type cheeses.
EVOLUTION

The history of our dailry quota program
is replete with change! The items subject
to quota, as well as the amounts permitted
under each quota, have varled from time to
time. The total determined quota is pro-
rated among eligible applicants. Any
amounts not utilized by a country cannot
be filled by another country. Strangely,
when the first quotas were established in
the early 40's, they were intended, not so
much to shut out imports, as to aid the
war effort by limiting imports from coun-
tries that were themselves short of dairy
products. In those war years, butter and
butteroil were the principle items subject
to the embargo.

However in 1951, when support purchases
jumped, other items came under control -
Cheddar, Italian, Edam, Gouda and Blue
Mcld cheese, for example. In 1953, dried
cream, dried whole milk, dried skim milk,
dried buttermilk and wmalted milk came
under the gun. In 1957, butteroil, which
had earlier been removed from the list,
was added back,

EVADING QUOTAS

Those who administer the quota programs
(Section 22) have had to guard against
evasions. By altering the composition of
a product, exporters have been able to
evade its legal definition and, in the
process, escape its quota limitations. In
1966 for instance, at a time when EEC milk
production and surpluses climbed sharply,
our dairy product imports alsc rose sig-
nificantly. Exporters were sending us a
number of products that, while not legally
subject to quota, could be substituted for



those that were! These included Colby
cheese, which was substituted for Cheddar
in the production of processed American
cheese, butterfat-sugar mixtures, frozen
cream and chocolate crumb, all non-quota,
were being imported for use in manufac-
turing ice cream. As a result the Com-
modity Credit Corporation ended up buying
more and more dairy products under the
price support program! So once again, the
list of quota items had to be changed.

"New" dairy products are constantly
being created - so '"new'" quotas have had
to be established. For instance, a new
product identified as "ice cream" entered
the United States for the first time in
1970. However it wasn't the kind of ice
cream we know and like - the kind we enjoy
in ice cream comnes. It was instead a
product loaded with wmilk solids, but
carrying less than so percent butterfat.
Therefore it was not subject to the exist-
ing quotas,

In 1979 also, "animal feed" was im-
ported for the first time. This product
contained 65 to 90 percent milk solids-
not—-fat derived from dried casein and
dried whey and also included animal fats
such as tallow, lard and milkfat. Because
of its casein derivation, it was classi-
fied as a "chemical" product rather than a
dairy product and was not subject to
quota. (While casein has been subject to
quota for short periods, currently it is
not and thus may enter this country free
of duty or limit! It does so, however,
accompanied by strenuous protests from our
U.S. dairy industry.)

Oceasionally, quota limits have been
evaded by "transshipping'. For example
the EEC pays a subsidy on butter and
cheese shipped to Canada. Suppose a
Canadian importer-exporter bought some of
these subsidized European products, re-
packed them, and shipped them into the
United States wunder the Canadian quota
rather than the quota of the country of
original origin. This would be a trans-
shipment.

ESTABLISHING QUOTAS

Quotas, tariffs, and duties on dairy
products coming into this country are es-
tablished by a procedure which starts with
a recommendation by the Secretary of Agri-
culture to the President, who in turn
directs the International Trade Commission
to conduct hearings. Additionally, the
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recommendations of an Advisory Council for
trade negotiations may be brought into the
policymaking process. Ultimately, the
President calls the shots, as long as they
fall within the framework of existing
trade legislation.

The authority vested in the President
was dramatically illustrated in 1973 and
1974, when, for the first time, imports
were used to lower domestic prices of milk
and dairy products. Some may recall this
period as one in which U.S. milk supplies
were inadequate to meet consumer needs,
while at the same time EEC and other
dairy~producing countries were reeling
under the weight of large excess stocks,
If you check the record, you'll note that
in 1973 U.S. milk production had fallen
4.5 billion pounds from a year earlier,
In response, temporary increases in quota
were made by presidential proclamation on
eight different occasions over a 15-month
period.

During the latter part of that period,
under the spur of rapidly accelerating
prices, U.S. dairymen started pouring more
milk into the market. An increase in
cheese imports inearly '74, coming at a
time when our own production was not only
on the rise, but was hitting its seasonal
peak, proved to be the proverbial "extra
straw"! Crash! From their peak in March,
cheese prices plummeted 20 cents a pound
by the end of June! Milk prices fell
nearly $2.00 per hundredweight during the-
same period. Conclusion - not only the
amount, but the timing of imports can be
criticall

U.5. COMMITMENT

For the past 25 years the United States
has pursued a policy of encouraging
greater freedom of trade in agricultural
products. This has not always been with-
out some concerns voiced by the farm seg-
ment of our dairy industry.

When the domestic milk supply is exces-
sive, our dairy industry doesn't mneed a
lot more coming in. Even when supply is
more 1in balance with demand, additional
imports may still be at the expense of
domestic production. That's why dairy
leaders objected mightily to a proposal
presented to the Senate Agriculture Com-
mittee a few years ago. This proposal
suggested that the U.S. would benefit
greatly from free trade in agricultural




products. In particular it argued that we
would gain greatly from liberalization of
trade in feed grains and livestock because
of the comparative advantage we enjoy in
the production of both.

It's authors suggested that with free
trade, U.S. exports would soar billions of
dollars and our net trade balance would
gain almost in lock step. The report also
assumed that free trade would result in
billions of pounds increase in dairy im-—
ports, much of it from Oceania and the
EEC, that U.S. miik prices would fall and
that U.S. milk production would be dis-
couraged.

U.8. dairy industry leaders took vigor-
ous exception to that report. They held
that when it came to milk production, the
EEC did not enjoy a competitive advantage
over the U.,S. - and that their exporters
could not profitably market additional
dairy products here without subsidy! They
also argued that once U.S. production had
declined to the peoint where we became de-
pendent on Europe for imports, European
subsidies would disappear. This, over
time, would result in higher rather than
lower consumer prices! (In passing, many
dairy farm leaders alsoc pointed out that
not every dairy farm could be changed over
to the production of feed grains, oil
crops or meat animals!)

U.S.D.A. TRADE STUDY

Well, who was right? Perhaps a 1974
USDA trade study may provide some clues.
The study analyzed the impact of three

possible courses of action - first, con-
tinuation of our current practice on
imports (operating wunder Section 22);

second, opening up U.S. markets and per-
mitting unlimited imports (despite what
other countries might or might not do in
exchange); and finally, negotiating world-
wide free trade in dairy products. (The
study assumed that with free trade, price
supports would cost too much and would
have to be abandoned.)

The conclusions reached by USDA agreed
with those who held that Australia and New
Zealand had a comparative advantage over
us and could profitably supply our U,S.
markets with butter, nonfat dry milk and
cheese. However, the USDA researchers saw
limited potential for expansion at ex-
pected price relationships and pointed out
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.many countries,

that most expansion would be consumed by
increasing population on those countries.

However, the Common Market was a dif-
ferent story. The USDA concluded that the
EEC could not compete in our markets with-
out subsidies,

Even when milk production is on the
short side, the question of whether addi-
tional imports might be in the national
interest 1is not a clearcut one. Many
trade—-offs are involved = trade-offs among
dairy farmers, among other farmers, among
processors and consumers! Our dairy im-
port quotas exist primarily to protect our
price support program. If we eliminated
quotas, chances are climbing costs would
dictate that we limit or eliminate our own
price supports. Consumers might enjoy
lower dairy product prices but would do so
cnly at the expense of some rather harsh
adjustments by U.S. farmers and dairy pro-
cessors. Using imports to gain a drop in
consumer prices which might be short-lived
would in turn make us more dependent on
foreign supplies. This would open us up
to the risk and uncertainty associated
with the questionable dependability of
these sources,

GATT

Within the context of the legislative
"eround rules” which control trade our
government has sought (at least it has
since the mid-thirties) to expand exports
by establishing trading arrangements with
In earlier times these
arrangements were two-way trade agreements
- made on an individual country-teo-country
basis (called vreciprocal or bilateral
trade agreements), Sometimes these were
then extended to the two participants’
other trading partners.

Following World War II, however, our
trade expansion efforts moved from bi-
lateral to multilateral negotiatioms.

In 1947 we were one of 22 nations who
gathered in Geneva, Switzerland and sub-
scribed to a code of conduct in trade mat-
ters called GATT (General Agreement on
Tariffs and Trade). GATT has since become
a permanent international agency responsi-
ble for implementing that code of conduct.

In 1947, d4in the first multilateral
trade negotiations, an extensive series
of tariff reductions were carried out.
Though some of the bargaining was bi-
lateral, all of the results were made



multilateral by extending the trading con-
cessions to all other mnembers under a
"most favored nation" clause that is a
central feature of GATT.

SIX SESSIONS

S5ix GAIT negotiating sessions have oc-
curred since that 1947 beginning. Each of
these has attempted to promote expanded
international commerce by negotiating mu-
tually advantageous reductions in trade
barriers. The sixth in the series of ne-
gotiations - referred to as the Kennedy
round - stands out as one involving the
deepest tariff cuts.

Durings its 35-year life, the number of
countries participating in GATT has more
than quadrupled. In fact, ninety nations
participated in the last GATT negotiation
which was convened in Tokyo and brought
forth an agreement initialed in Geneva in
1979,

Besides elimination of tariff barriers,
negotiators attempt to eliminate other
forms of trade restrictions. Agricultural
products are especially vulnerable to
these non-tariff barriers - things such as
quotas, export subsidies, packaging and
labeling standards, government procurement
practices, import Ilicensing requirements
and excessive sanitary regulations. Be-
cause of the success of previous negotia-
tions in reducing tariffs, those non-
tariff barriers to trade took on greater
importance in the last bargaining session.

U.5. AND ITS FARMERS BENEFIT

The U.S. policy of trade expansion,
inaugurated in the thirties with recipro~
cal trade agreements and continued since
World War II in the multilateral framework
of GATT,
and American agriculture,.

Today agriculture accounts for more
than one dollar out of every five we earn
in exports., In fact, we export the har-
vest of one out of every three of our

American acres. U.S$. agriculture is, in
large measure, export dependent, For sev-
eral commedities the proportion of our

domestic production that is exported ex-
ceeds twenty or thirty percent. With
wheat, it's in excess of fifty percent!
American agriculture will alsoc benefit
in the future from expansion of exports,
The foreign market, unlike our domestic

has been good for both America
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one, shows potential for significant
growth. Rapid population growth, coupled
with a rather limited capacity for in-
creasing food supply, makes many of these
foreign markets look particularly attrac-
tive in the years ahead.

The nation as a whole also benefits
from a policy of expanding agricultural
exports. U.S. agricultural exports pay
over half our bill for imported oil.
Agricultural exports help keep our dollar
strong.

Conversely, trade restrictions can be
injuriocus both to American agriculture and
to the nation as a whole, History has
shown that restrictions we've imposed have
produced retaliation, loss of export op-
portunities and higher costs to domestic
buyers.

It was this kind of awareness that our
trade representatives carried with them
into the last GATT negotiations, While
the U.S5, is not without its trade restric-
tions, it does maintain a relatively low
level of tariff protection against farm
imports. Therefore it had less to offer
in exchange for concessions by others.
Within the agricultural sector, our Geneva
negotiators sought concessions on our feed
grains, oilseeds, poultry, tobacco, cotton
and citrus. In exchange they made some
concessions on dairy imports.

THE 1979 TRADE AGREEMENT

In the spring of 1979, after six years
of bargaining, our U.S. trade representa-
tives checked out of their Geneva lodg-
ings, wrapped up the new trade package
they had negotiated and brought it home
for our inspection,

They presented it first to Congress,
which had a ninety-day legislative period
during which it could exercise its veto
power., Congress passed it with flying
colors and sent it on to the executive
branch. 1In the oval office, on July 26 of
that year, President Carter signed into
law the Multilateral Trade Agreement Act
of 1979, Provisions of that act became
effective January 1, 1980.

What was in it anyhow? Well, some
things which modestly enhanced the favor-
able trade system which U.S. agriculture
already enjoyed.

It was estimated that the 1979 agree-~
ments negotiated with Japan, the EEC and
Canada added about 439 million dollars to



our agricultural export income, Agree-
ments signed with 30 other countries
tallied another 24 million, for a grand
total of 463 million dollars,

There were other pluses in that pack-
age. For instance; tariff levels on some
of our major agricultural exports were
"bound" against future increases. Addi-
tionally, some improvements negotiated in
regards toc non~tariff trade barriers es-
tablished wvaluable precedents for the
future,

TRADE-OFFS

Naturally in order to get, our negotia-
tors had to give. The value of the con-
cessions they made (in quota and tariff
reductions) were estimated to run about
$106 million. Stacking the value of in-
creased imports they gave against the
value of increased exports we received, we
came out ahead to the tune of about 400
million 1979 deollars.

0.K., that's great! But what was the
package on dairy products? That's what
we're most interested in,

So let's loock at that 1979 package -
particularly the dairy part of it. At
first glance it would scare the hide right
off you! Because the new agreement estab-
lished a quota on cheese almost twice as
large as the one previously in effect.
The new quota ceiling was 245 million
pounds - 117 million pounds larger than
the previous treaty. If you like percent-
ages, that was an increase of 91 percent
over the old quota ceiling of 128 milildion.

But hold on a minute. Look a little
deeper! When you do, maybe you'll con-
clude it was not quite as drastic as it
first appeared. That's because ''price
break” imports were totally eliminated,
The cheeses which previously came in under
those provisions now had to be included as
part of the quota count. 1Imn 1978, 108
million pounds arrived in our market under
that price break umbrella. So when this
was subtracted, the net effect of the new
quota was not 108 million pounds, but only
9 million - or an increase of 4 percent,
not 91 percent,

But "wait", said the pact's opponents.
Figures can be deceiving! We maintain
that the 9 million pound figure you used
understates the impact of the new arrange-
ment., After all, how can you assume that
the 108 million pounds of non-quota cheese
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(that price break kind) will continue to
come in each year? Suppose we suffer a
recession. Money may be tight. American
consumers may not be willing to pay enough
for those products to bid them above their
price break limits, So there could be a
reversal in the growth trend those price
break products have experienced in recent
years.

However, mnow that they've been put
under quota, they no longer have to meet
those price floors that were established
under the old system, So maybe we better
go back to that 128 million pound base and
assume that the true impact of the new
treaty can fall anywhere from the 9
million pound figure all the way up to the
117 million pounds actual quota increase.

PROS AND CONS

The treaty's proponents, on the other
hand, countered that in the future '"price
break" products would be under quota, and
therefore "capped". In other words, under
the new treaty the amounts which could be
imported were established and could not
expand without limit, as they could under

the previous treaty (whenever prices
warranted).
Opponents, on the other hand, argued

that price break cheeses only came in when
U.S. prices were high and U.S. dairymen
didn't need to be protected, Put those
under quota, they said, and it would also
allow them in when U.S., prices were low
and protection from imports was needed.
Certainly the kind of cheese that was
imported was a factor. There's a market
here for certain cheeses we don't even
produce - or that we turn out in inade-
quate amounts to meet market demand.
Obviously imports of those types weren't
much of a problem, However, when
American-type cheese was imported, it was
in direct competition with that made by
our producers. (About 2 billion pounds of
American cheese was produced in the U.S.

in 1978, of which three-fourths was
cheddar,) :

Those who favored the pact said -
"Look, with this package we'll know ex-
actly where we stand - exactly what our
quotas will be! No more of those un-
knowns. Don't forget those increased

cheese imports we've been getting the last
few years have been mostly price-break
products, They're under quota now! So



we're establishing an absolute ceiling on
imports - except for maybe a little spe-
cialized sheep and goat milk cheese, which
doesn't amount to much anyway. And that
ceiling can't be changed .over the next
three years unless it gets Congressional
approval. The President himself can't
even use his Section 22 emergency powers
to bring in more cheese during that
period!l"

Another major argument was that the
price impact was small and well worth the
concessions it bought.

And so it went - pro and con! Few deny
that increased quotas would ecut milk
prices. The argument was only over how
much! '
SAFEGUARDS

Our dairy leaders, mindful of the dam-
age which could be wrought by unfair com-
petition, were successful in including a
number of safeguards in the new trade act.
In contrast to the countervailing duty law
which was the exclusive protective device
in the old act, (the implementation of
which was often extremely time consuming)
a new protective process used a maximum of
65 days. Vioclators had only 15 days in
which to end any illegal pricing practice.
If they did not cease and desist within
that time, either their product would be
banned from the U.S. or <countervailing
duties would be assessed against it. With
those new procedures presumably the door
could be closed before all the damage was
done.

The legislation provided that the sub-
sidy practices of foreign countries and
the prices established here by foreign
cheese exporters were to be continuously

monitored by the Secretary of Agriculture.

He was to assure that the price of our
domestically-produced cheese was not un-
fairly undercut.

INTERPRETATION

What did all this mean to U.S. dairy-
men? The answer you got depended on who
you were talking to! Certainly, increas-
ing cheese quotas (by 9 million or 108
million pounds - or any other amount for
that matter) was bound to have some effect
on U.S5, cheese prices. And since cheese
prices affect prices paid for manufactur-
ing milk in the Minnesota-Wisconsin area,
they also affect the M-W price. The M-W
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price in turn affects Class I and 1II
prices all over the country. Everyone
agreed on that! The only point where they
differed was the extent to which prices
would be affected,

Some USDA economists estimated that the
potential increase in imports could de-
press farm milk prices about 5.4 cents per
cwt. They assumed the cheddar price would
be far enough above the support level so
that a downward adjustment would occur.
Using 1978 milk production as a basis, the
cost of those trade concessions to U.S.
dairy farmers was estimated at about $66
million. This represented about % of 1
percent of the farm value of the milk pro-
duced in that year.

And s0 it went with the 1979 GATT
agreement, the pros and cons, this re-
action and that, illustrating omnce again
how very complex can be the consequences
of what at first glance appears to be rel-
atively minor adjustments in the trade
arrangements of but a single commodity,
It dillustrates that the achievement of a
more "liberal" system of international
trade in agricultural products is beset
by many problems. And the benefits of
freer trade are often unevenly distributed
throughout the agriecultural sector.

Our negotiators made concessions on
dairy product imports in exchange for con-
cessions other countries made to them.
While primarily citrus, grains and oilseed
exports were what the commodities favored,
the impact was felt throughout the total
export package.

TRADE IS A TWO-WAY STREET!

Both the common market and the market
of Japan are among the most protected in

the world. To get any concessions, our
negotiators had to give some. But then
trade is always a two-way street! If

Americans are to arise to the sounds of
SONY alarms, put on suits cut from British
woolens by Hong Kong tallors, drive to
work in VW Rabbits fueled by petroleum
from Arabian wells, drink Brazilian coffee
during morning breaks and stop for lun-
cheon sandwiches made from Danish ham when
the hands of their Swiss watches point to
12 - then obviously we'd better sell some
American products overseas!

And if we don't sell enough, as was the
case too often in recent years, we wind up
with a negative trade balance! Anytime



what we buy in foreign markets exceeds
what we sell, our balance of payments is
negative, -and our dollar tends to weaken.

Our trade representatives, bargaining
with their counterparts around the tables
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trade picture, dairymen had to live with
larger shipments of other country's
cheese,

In the final analysis, trade packages
are always the end product of many differ-

in Geneva, undoubtedly held out for the
~best deal they could negotiate. At the
same time, they recognized that not every-
one could get everything they'd like! Our
country's economy is made up of many di-
verse, and often conflicting interests.

In 1978, mostly for the benefit of
citrus, feed grain and oilseed producers,
and to benefit the overall agricultural

ent trade-offs. How any particular pack-
age is viewed depends in good part on who
is doing the viewing. Eventually it seems
to come down to a matter of whose ox is
gored. The last time the dairyman's ox
took a few bruises! Just how badly they
hurt or even if they hurt at all, was not
easy to measure., Too many other variables
existed that clouded the picture.

-3.5. dalry trads,
milk-aguivalent, fat-solids besls

imporis
Year and Ship-
quarters Cheese Other Exporis menis'
Million pounds
1980
1at 224 142 108 135
2ng 321 a8 88 139
3rd 489 18 75 142
4th 832 47 89 146
Yoar? 1,866 243 370 582
1981
1st 308 28 85 162
2nd 393 77 628 138
3rd 451 127 706 155
4th 809 68 1,777 131
Yoar? 1,860 370 3,008 586
1882
tat 359 62 1,658 163
2nd 439 126 238 167
3rd 538 43 582 122
4th 792 117 846 183
Year? 2,128 348 3935 802
1983
15t 812 21 500 137

170 U.B. territories. “May nol add because of rounding.

importa, exporte, and shipments of dalry produsts, 1 p78-82'

Imports Exports Shipments?
Year
: Percani of Percent of Percent of
Quantity production Guantity production Quantity production
Million Parcent Miltion Percent Mitlion Percenr
pounds pounds pounds
1975 1,669 1.4 550 5 498 4
1976 1,943 1.6 502 4 520 4
1977 1,868 1.6 458 4 827 4
1978 2310 1.9 368 3 602 5
1979 2,305 1.8 362 3 620 5
1980% 2,109 18 a70 3 562 4
19813 2,329 1.8 3,008 2.3 586 4
1982°8 2,477 i.B 3,835 29 602 4

Tilk-gquivalant, fat-solids basis. ¥¥o U.S. territories. “Praliminary.



CHAPTER XI,

INDUSTRY CHALLENGES

PART I - “THE PROBLEM OF SEASONALITY”

NOT A ROYAL FLUSH

In some parts of this state, people
claim they have only two seasons - winter
and August.

Those involved in the milk marketing
business are apt to reply they also have
but two seasons =~ the spring "flush" and
the rest of the year.

They're talking about seasonality, re-
ferring to the great variations that occur
in our milk supply. The spring flush
comes to market in April, May, and June.
More often than not, it's followed by
tight supplies in the fall.

The basic problem is that the amount of
milk produced isn't in step with the
amount consumed. The amount of milk we
drink runs nearly even year-round. And
when variations do occur, when school'’s
out, for instance, they usually counter
those that occur in production - all of
which makes the problem even worse.

However, the real problems of season-
ality are not with fluid milk (Class I).
We can handle those, because, comparative-
ly speaking, Class I use is pretty con-
stant. Nor can we blame it on all of the
Class II milk supply, because a good many
of the products we make from Class II
milk, particularly the more perishable
products like cottage cheese, yogurt, and
Italian cheese, have consumption patterns
much 1ike that of fluid milk. Most of
these perishable dairy products are pro-
duced to meet specific month-to-month de-
mands, Like fluid products, these don't
vary much from one month to another.
(Probably our good New York cheddar falls
in that same category.)

But the rest of our Class II, the part
that's left over after both fluid and per-
ishable product needs have been met,
that's the heart of the problem. And
that's what we really mean when we talk
about the problem of seasonality. We mean
the big job that's involved in taking all
that excess milk that's produced in April,
May, and June and converting it into some
kind of storable dairy product so that it
won't be wasted,

Obviously the job gets done. But at
what cost? Cost is what seasonality is
really all about.
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EXCESS THE PROBLEM

Suppose you had to build a barn, buy
the equipment, and hire the men to take
care of ten times as many cows in April,
May, and June as you could keep the rest
of the year. You wouldn't be very happy
about it,

Yet, that's what we're asking our dairy
industry to do. Because the great bulk of
our seasonal excess has to be converted
into butter and powder. Many years,
butter-powder production in Order 2 in the
flush months runs ten times that of the
short season.

- Obviously such a "feast or famine" pro-
duction pattern creates all kinds of prob-
lems. Our marketing system has to main-
tain excess capacity in trucks, storage
facilities, and plants for 9 or 10 months
a year, just to have enough capacity for 2
or 3 months in the spring. These facil-~
ities are mostly underutilized the rest of
the vear.

A COSTLY PROPOSITION

Obviously, this costs money, plenty of
it., Some studies have shown that unit
operating costs for butter-powder plants
have varied by 100% or more from the high-~
volume to the low-volume months, In other
words, it costs twice as much to make a
pound of butter when a plant is under-
utilized. (Sometimes, even three times as
much.)

How in the world can a butter-powder
plant here in the Northeast operating
under conditions like this, ever compete
with a midwestern plant, operating near
capacity? The answer 1s simple. It
can't. As a consequence, a financial bur-
den falls on those cooperatives and other
handlers who help to clear this milk from
the market by making it into butter-
powder.

The seasonality of milk production is
responsible for the widely fluctuating
market conditions from flush season to
short season. The headaches it creates
for those involved in scurrying around
trying to find some place to put homeless
milk require several king-sized aspirins
to relieve, Milk often has to be sent



long distances to available outlets, al-
ways at considerable cost, sometimes at
substantial loss.

And overtime wages have to be paid,
keeping overtaxed facilities running round
the clock.

One of the unrealized costs of season-
ality is that in some years, a shortage of
milk in the short season may limit both
the production of perishable manufactured
products and development of new markets
for them in this area.

NY-NJ SEASONALITY

When it comes to seasonality, the pro-
ducers in the NY-NJ order have it in
spaces, Among the Northeast orders, NY-NJ
is the leader of the costly seasonality
parade. New England and our two western
New York State orders come next in line.
Order 4 (Philadelphia-Washington) beats
them both.
can't compare with the Southern Michigan
Order where producers have been successful
in holding their seasonality variation to
about 2%. When you can cut it that close,
it's not very hard to keep your plants
running full ecapacity year-round. You
don't have to have standby facilities just
to handle the flush., Think what a differ-
ence that would make in New York.

But why are we still talking about
geasonality? We've had a seasonal incen-
tive program in our order for years.
Hasn't that corrected the problem?

No, it hasn't. Adwmittedly, our season-
ality is better than it used to be. Back
in "the good old days", seasonality wasn't
one of the things that was so good. In
fact, many farms didn't produce any milk
at all in the winter. All the cows were

dried off. (That's why winter milk prices
were sometimes double those of the
spring.)

PROGRESSING

We've made a lot of progress since
those "good old days." But seasonality is
far from corrected. Those seasonal price
incentives in our Northeast orders - the
Louisville takeouts and paybacks - haven't
been sufficient to encourage more rapid
adjustment in production patterns. And
the way inflation has been, the fixed in-
centive amounts spelled out in the order
don't mean as much as they used to. When
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But even their god showing |

milk was $4.00, 40¢ represented 10% of the
entire milk check., Today it's less than a
third of that.

What's more, some producers don't even
know they are operating under a seasonal
price incentive program nor understand the
reason for it. Maybe it's because the
two-month lag in our Class I price formula
has masked the incentive itself., Often
the change-in-price signals that producers
have received just haven't been great
enough to encourage more often production
patterns.

Furthermore, up until the time when the
start of the marketing year for the price
support program was changed from April 1
to October 1, if supports were "raised,”
they were always raised on April 1. This
price jump right at the beginning of the
flush season didn't do anything to dis-
courage flush season producers. It served
as a signal to "go," when what really was
needed was a signal to “slow."

All these have acted as disincentives,
encouraging responses to counter to the
ones desired. Sometimes, in fact, the
Class I price has been over the M-W price
by 90¢ more in the flush months than in
the short months., So producers have not
been acting irrationally as far as the
price signals they've received.

Certainly in the past, producers with
highly seasonal production patterns have
not had any problem maintaining a market.
Co-ops have assured their members an out-
let, irrespective of what their seasonal
production pattern might be. In the past,
at any rate, co-ops continually sought new
members. Handlers, too, searched for
additional producers as their plants in-
creased in capacity.

VARIABLES INVOLVED

When it comes to seasonality, though
collectively all of wus are probably
guilty, some of us are a lot more guilty
than others, Seasonality varies among
producers, and it varies among regions.
As a group, producers with large herds are
less seasonal than those with small ones. .
Producers whose cows are in free stalls
are less seasonal than those who use stan-
chion barns. Producers who feed vyear-
round from out of storage are less sea-
sonal than those who use pasture.

Northern New York has a higher season-
ality than central New York; central New



York more than western New York or the
Mohawk Valley. All of them are more sea-
sonal than southeastern Pennsylvania.

But, though there is variation occur-
ring between one group of producers and
another, the greatest variation occurs not
between groups, but between individuals.
It's the same old story - 20% of the farm~
ers causing 80% of the problem.

Some dairymen have fairly uniform pro-
duction patterns. They produce about as
much in the spring as they do in the fall,
Others may show only a modest increase in
the flush. But a few send 2 to 2% times
as much milk to market March through June
as they do August through September,

The seasonality figures we hear tend to
mask the true extent of the problem, Per-
haps the 18 to 20% seasonal production
increase we experience in Order 2 sounds
rather modest. But when you translate
that into its effect upon the residual
milk supply, that is, milk left over after
fluid, soft, and semiperishable product
needs have been met, the percentages are
quite different. As far as the residual
milk is concerned, the ratio between the
flush season supply and that of the short
months may be as much as 5 to 1. This is
the real crux of the problem,

INCENTIVE PROGRAMS

You may ask, if seasonality causes so
much trouble, what can be done about it?

Several different approaches have been
used at different times and in different
places in an attempt to flatten out pro-
duction patterns, in other words, to do
something about it.
plans was to pay less for Class I milk
during the flush months. Though it was a
simple program to administer, this ap~
proach has been discarded by all orders.
The reason was that each time Class I
prices changed, dealers had to change
their wholesale and retail prices. Conse-
quently stoare prices went down in the
spring, up in the fall. Consumers were
annoyed everytime they went up, but didn't
seem to notice when they went dowm.

The Louisville plan (it takes its name
from the order in which it originated)
is now used in all 7 federal orders, in-
cluding the New York-New Jersey and New
England orders, as well as both New York
‘State orders {Rochester and Niagara fron=-
tier). 1In all these northeastern orders,

One of the earliest
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the take-out from the pool (as well as the
take-out from the blend) is 20¢ in March,
30¢ in April, and 40¢ in May and June,
Twenty-five percent of money is paid back
in August, 30%Z in September and October,
and 157 plus accumulated interest in
November, This kind of takeout-payback
program is sometimes called a fall premium
plan.

LOUISVILLE DEFENDED

Even though the Louisville plan has not
brought our northeastern production pat-
terns fully into line with the pattern of
our Class I and soft product sales, it
still has many defenders.

Most of them contend that the Louis-
ville plan can work and will work if the
amount of the Louisville incentive is
great enough. They argue that inflation,
the two-month lag in the M-W prices, and
its corresponding effect on Class I
prices, as well as the timing of price
support increases, have so masked the in-
centive that producers have been totally
insulated from the effects of it,

Make the incentive big enough, they
say, and then you'll see some results.
Some have suggested that the amount of the
takeout be increased., Others would Ilike
to see the takeouts put on a percentage
basis so that they'd automatically change
each time milk prices changed.

BASE~EXCESS PLAN

A third type of seasonal incentive sys-
tem used to encourage farmers to tailor
their production more closely to Class I
needs is known as the base-excess plan.
Its title is unfortunate. Because of the
similarity of words, too many producers
confuse it with the Class I base plan.
The Class I base plan is a quota program.
It's not a seasonal incentive plan, but
rather a supply-control program. It's
designed to limit how much total milk is
made, and not just when it's made.

Base-excess plans on the other hand,
like all other seasonal incentive pro-
grams, don't try to control how much is
produced; they only attempt to alter when
it's produced.

Base-excess plans have been around
quite awhile. They were used in Baltimore
as early as 1919 and Philadelphia a year
later. Eight federal orders now use them.




One of our northeastern orders, the Middle
Atlantic Order 4 (Philadelphia-Baltimore-
Washington), is among the eight.

Like the Louisville plan, base-excess
plans affect neither the prices handlers
pay or the retail price of a bottle of
milk. They affect only the return to in-
dividual producers. It's a two-price
system., Producers recelve one price for
all milk that does not exceed their base.
They receive a lower price for all milk
they ship in excess cf their base.

The amount of base each producer is
allotted is determined by his or her ship-
ments during a specified delivery period.
The delivery period chosen falls din to
late summer and fall months, when produc-
tion is lowest. This is called the base-
forming period.

TWO PRICES

The earned base is then applied to all
or only a part of the subsequent
months. In the months during which it is
in effect, producers receive a higher
price for all the milk up to their base
and the lower excess price for all their
deliveries that are over base. The lower
excess price in orders with two classes of
milk is the Class IT price. In orders
that have three categories of classifica-
tion, the excess price is the Class II1
price.

Dairymen who ship a greater percentage
of their milk in the fall base-forming
months are establishing a greater claim on
the market’s Class I sales than those
dairymen who ship a greater percentage in
the spring flush months.

Base-excess plans relate an individual
producer’s price directly to his produc-
tion pattern. So the price received is
tied to one'’s own efforts! This rewards
those dairymen who deliver about as much
milk in the fall as they do in subsequent
months, It penalizes spring producers,
giving them the excess Class IL (or
Class III) price on a larger percentage of
their annual production.

However, there's not much incentive for
a producer to adjust beyond the point of
even production, delivering more milk in
the fall than in the following spring
simply results 1in earning base that's
never used. So there's no added payoff in
acting as a counterbalance for other
- dairymen's spring-time deficiencies. (In
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contrast, the Louisville plan pays pro-
ducers extra for all their fall production
and penalizes them for all their spring
production.)

The amount of the incentive under a
base-excess program is limited to the dif-
ference between Class I and Class II
prices (or Class IIL where applicable),.
Over time, this margin has narrowed, thus
reducing the amount of the incentive.
Inflation has had a similar impact on the
Louisville plan. However, in contrast to
base-excess plans, this can be corrected
by amending the order to increase the
amount of the takeouts,

EFFECT ON DATIRYMEN

The impact of both the Louisville plan
and the base-excess plan on an individual
dairyman depends on how he performs in
relation to &all other producers. Under
the base-excess plan, those who ship the
same proportion of base and excess milk as
the whole market does aren't affected at
all, They will receive the same annual
return as if nc plan had been in effect.
But the more a producer deviates from the
marketwide average, the more he's going to
be affected. Producers who ship less ex-
cess milk than the marketwide average will
gain, Those who ship more excess milk
than the marketwide average will lose.
The greater the deviation, the greater the
gain or loss,

Neither the Louisville nor the base-
excess plan changes the total money in the
pool (except as over time it may bring
about shifts in seasonal production pat-
terns). The plans only change how it's
distributed to individual dairymen.

The base~excess plan, like the Louis-
ville plan, does not limit the amount of
milk a producer can ship, But it does
penalize him for producing contrary to
market needs.,

PROS AND CONS

Base-excess plans are more difficult to
administer, requiring more elaborate
record keeping and accounting systems than
takeout-payback plans. They may alsoc be
more restrictive in regard to mnew ptro-
ducers entering a market, and expansion or
production adjustments by present pro-
ducers, and in intermarket responses to
price differences, On the other hand,



since under a base-excess plan producers
receive two different prices for the milk
they sell, they are more aware that a sea-
sonal incentive exists and may try to get
their own production In tune with market
needs,

A weakness of the base-excess program
can show up in those years in which Mother
Nature has been particularly bountiful,
Outstanding crop conditions resulting in
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high quality forage and heavily loaded -

grain bins, can stimulate fall production

above "the norm." This, in turn, in-
creases earned base for the following
year. Producers then may produce up to

the higher base. The result is increased
production which the market must absorb.

CAUSES OF PROBLEM
The reasons for seasonality are well
known. Blame it all on Mother Nature,.

There's just a natural tendency for a cow
to freshen in the spring, produce the most
when pastures are green and lush, than
taper off in the hot summer months as
flies become pesky, pastures dry up, and
her lactation progresses. In generations
past, dairy herds were all "dried-up" come
winter. :

Only to the degree that we have been
able to depart from Mother Nature's sched-
ule have we been successful in attaining
uniform year-round production. Obviously
this required a bit of doing - more labor
and management skill, more planning and
supervision, more knowledge of breeding
and feeding, as well as procuring the
physical plant, the feed storages, and the
housing and equipment to permit it. (But
Mother Nature's pretty sneaky. We start
with those fall freshening heifers; and
before you know it, she has them turned
back into spring freshening cows.)

However, despite Mother Nature, many
dairymen have been successful in leveling
out seasonality - more and more all the
time - as they've moved to year-round,
out-of-storage feeding and Thave de-
emphasized the use of pasture. _

Over time, the degree of seasonality in

most markets has declined, both in those.

markets with seasonal incentive programs
and in those without them. But the shift

has been greater where plans have been in-

use.

It's hard to tell which plan is best.
Some markets with Louisville plans are
more seasonal than other markets with
base~excess plans, and vice versa. Not
many, but a few markets with no plans are
less seasonal than others that have them.

Obviously, local production conditions
and management practices have as much
effect on seasonality as anything else.
In southern markets, for instance, fall
and winter milk production may be "easier"
to attain than spring and summer produc-
tion. In northern markets, just the oppo-
site holds,

BENEFITS OF CHANGE

Certainly, though, if the economic in-
centives (or the penalties) are great
enough, New York dairymen will figure out
a way to get the job done.

The benefits will be substantial, The
risk of lost markets in the high produc-
tion months will be reduced. Handlers
will be better able to compete for outlets
with those handlers in less seasonal
markets. Cooperatives will have lower
costs in "clearing" markets and providing
outlets for producers’ milk. Except in
"over-production” periods, when there's
plenty of milk around at all times, han-
dlers will be better able to develop new
markets for perishable manufactured prod-
ucts, markets that could not previously be
developed because of a shortage of milk in
the fall months.

Producers will be the ultimate winners.
They'll get more money for their milk when
the pattern of their sales more nearly
coincides with the pattern of demand.

Of course, even "perfection" has it's
problems (remember the serpent 1in the
Garden of Eden). Even if we did attain
"perfect” seasconality within a 12-month
period, with each month's needs, we'd
still have problems from omne year to
another. '"Good" years and "bad" years,
given the unpredictability of Mother
Nature, are almost inevitable. So in low
production years, we'd be short of milk.
And since our manufacturing plants would
already be operating at full capacity,
what would we do with the excess milk when
a high production year came along?

Now that's the kind of problem we'd
like to have to worry about!




‘ CHAPTER XI,

INDUSTRY CHALLENGES

PART II ~ “THE CASEIN CASE"

"A LOOK AT SOME CLUES
IN THE CASEIN CASE"

Milk is a remarkable product. It can
assume many forms. Some forms we drink -
whole milk, skim milk, buttermilk, Some
forms we eat - ice cream, yogurt, cheese.

But oftimes milk, or at least some of
the components of milk, take on forms we'd
never ever recognize, Who, for instance
would expect to find milk in a comb, or a
button or a billiard ball? But one might
- because one of the components of milk
{called casein) 1s often used in the manu-
facture of a hard {ivory-like product
called casein plastic, In fact, casein
{(or a modified casein product) is used in
scores of industries, in the cosmetic,
paint, paper, pharmaceutical, printing,
lumber, textile, wine and wax industries,
among others. The major uses of casein
are: 1) paper «coating, 2) adhesives,
3) plastices, 4) man-made fibers, and
5) food.

Hold on there! How about that number
five, food? Yes, casein has wmany food
uses, It's used in filled milk, imitatiomn
cheese, coffee whiteners, instant break-
fasts, cereals, szusages, whipped top=-
pings, and ice ream mixes, to name just a
few.

In fact most of the current concerns in
"the casein case" arise in great part due
to its importation for food. Because
while dindustrial use of casein is de-
clining, its use in human foods is in-
creasing. A half dozen years ago, USDA
estimated that 36 percent of the casein in
the U.S8. was used in human foods, 35 per-
cent in animal feeds and the rest, 29 per-
cent in industrial wuse. , Today, many
believe that 50 percent is a more realis-
tic figure for human food use.

NO U.5., CASEIN INDUSTRY

casein in the United
States is dimported. Virtually none is
manufactured domestically. Prior to World
War II, the U.S. was among the world's
largest producers of casein, But what a
turn-around only a few decades can bring.
Today we have become the world's largest
importer of casein. Economic incentives

Most, if not all,
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for manufacturing it domestically have
been allowed to wither. USDA does not
support the price of casein (nor does it
limit its importation).

Rather it supports the price of nonfat
dry milk, Milk protein values, therefore,
have become "tied to" the support level
for nonfat dry milk. Mostly bhecause of
the influence of this support system, milk
protein converted to nonfat dry milk has
yvielded its manufacturers more than it
would were it made into nonprice-supported
casein., As a result, our domestic casein
industry has fallen by the way.

The casein case cannot be based, as
some of the more emotional rhetoric might
suggest, on the premise that casein is a
"bad" product and that we should therefore

stop dimporting it. Casein 1is a good
product; maybe its only our emphasis
that's wrong! Perhaps we should direct
it towards ©building a domestic casein

industry.

But hold up a minute! Aren't we get-
ting ahead of ourselves? If we're going
to discuss "the casein case" intelligent-
ly, hadn't we better define what casein is
and discuss how it comes to be.

CASFIN COMES FROM MILK

Perhaps the best way to describe it is
to start with its source - the milk it-
self. As every dairyman knows, milk con-
sists of both solids and water. Part of
the solids 1s butterfat. When the fat is
separated out, the skim (or fat-free) milk
which remains will typically contain about
90.5 percent water, 9.5 percent solids.

The solids include carbochydrates, pro-
teins, minerals and a trace of the fat
(about % of one percent) which was not
removed.

The carbohydrate of milk (milk sugar)
is called lactose and amounts to 5.1 per-
cent of the fat-free fluid. Minerals,
several in number, the most important from
a dietary standpoint being calcium, con-
stitute 0.7 percent of the skim milk. The
rest of the solids, representing about 3.6
percent of the whole, are the milk pro-
teins. Casein represents about 75 percent
of the milk proteins, with most of the
balance being whey protein (albumin),




(Milk proteilns account for about 25 per-
cent of the total protein in our American
diet.) As used in the fcod dindustry,
casein is nearly always converted to a
form called sodium caseinate. .

CASEIN DEFINED

If we were to look up a dicticnary def-
inition, we would. find casein defined as a
group of at least three wmiilk proteins
which comprises up to 3 percent of normal
cow's milk, These proteins can be found
in about every dairy product. {Butter has
very small amounts.) This group of pro-
teins (casein) is the chief constituent of
cheese. The .proteins are coagulated for
cheesemaking by acid or vrennet, or they
can be precipitated from the milk by heat-
ing with an acid and by the natural action
of lactic acid which develops as milk
sours.

If we were to use a chemists die-
tionary, we'd alsoc discover that casein
exists in milk as a calcium caseinate -
calcium phosphate complex - one which can
be disassociated by the addition of acid
to produce a watery gel-like curd, This
curd is casein. The curd is "finished" by
pressing, drying and grinding.

CASEIN IMPORTS CLIMB

Although the U.S. is not dinvolved in
casein production, many other countries
are. And to an ever-increasing extent
they've been looking to the States for a
market, As Al Smith often suggested,
let's "look at the record.” Casein im-
ports increased an average of only 16 per-
cent between the dacade of the '60s and
*70s, but they have jumped dramatically in
the years since. Unlike every other dairy
product except lactose, casein imports are
not subject to quota! The Food and Drug
Administration, in fact, considers casein
(sodium caseinate) a chemical derived from
milk rather than a dairy product. The
chemical definition may be due to the fact
that, at least until vrecent vears,
casein’s primary use was industrial. (Be-
cause it's considered a chemical, control
of it falls under the jurisdiction of the
Department of Commerce rather than the
Department of Agriculture.)

0f even greater concern than the actual
level of imports is the change in the
pattern of their use ~ the switch from
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industrial use to food use. As this
change has occurred, dairy producers have
viewed it with alarm. The reason is two-
fold. First, foreign casein displaces
domestic nonfat dry milk (of which we have
plenty) in many foods; and second, casein
is the basic building block for wmaking
many so-called nunon-dairy or imitation
dairy products. {In a strict sense, the
term "non-dairy" applied to many of these
products may be a misnomer. For example,

sodium caseinate, derived from milk, is
used in such 'non-dairy"” products as
imitation sour cream, coffee whitener,

imitation eggnog. chocolate drink, frozen
desserts and whipped topping.)

ELIMINATED DOMESTYIC MANUFACTURE

In a 1981 hearing, the U.S. House Sub-
committee on Dairy and Poultry heard tes-
timony on "The Casein Case". Dairy
leaders testified that casein imports had
cut markets for nonfat milk and had almost
eliminated the potential for developing a
casein dindustry of our own. . One hundred
pounds of fluid skim milk, they stated,
can be used to manufacture about three
pounds of dried casein, or if processed in
another way, about nine pounds of nonfat
dry milk, (During 1980, 150 million
pounds of casein were imported. That
doesn't mean we actually lost a market for
450 million pounds of nonfat milk. Most
likely, nonfat dry milk would not have
been used in most of the industrial prod-
ucts currently using casein. Nonfat dry
milk lacks some important properties which
permit casein to be used in many indus-
trial products.)

However, when it comes to food and feed
it's another story. Casein can be used to
replace nonfat dry milk din wmany foods,
including scups, processed meats and bak-
ery products. Casein 1is particulariy
attractive because it contains 85 percent
protein compared to 36 percent protein in
nonfat dry milk.

A QUESTION OF COST

Since casein's available at favorable
prices, many of the nation‘s feed manufac-
turers import it for use in calf milk
replacers and other animal feeds. Again,
if prices were comparable (which they're
not), nonfat dry milk and whey powder,
both domestically produced, might be



interchanged for some of this
casein.

(Like casein, dried whey can frequently
‘be used as a substitute for nonfat dry
milk. And again like casein, dried whey
is available at a wmuch lower price - cur-
rently [1982] about 18¢ per pound for whey
in comparison to 94¢ per pound for nonfat
dried milk,
itself ~ one we'll get to later.
now, let's go back to casein.)

The crux of the crisis in the '"Casein
Case" - the reason for all the attenmtion
it's getting - lies with its use in cheese
analogues, commonly referred to as imita~
tion cheese. U.S5. production of cheese
analogues 1s dincreasing by leaps and
bounds. Some reports indicate that al-

imported

Right

ready it may equal 5 percent of U.S.
natural cheese production. The makers of
cheese analogues used dImported casein

because it's a good source of cheesemaking
protein and it's lower din cost. Since
almost one quarter of all U.S, milk is
used in cheese, anything which jeopardizes
that market threatens the entire U,S,
dairy industry. The fundamental issue is
one of economics! Imported casein is
available at about one third the price of
domestic fresh milk components. This
means possible price savings of 25 to 50
percent.

IMITATTONS MASKED

If you compare real cheese and imita-
tion cheese you'd find they loock alike -
but there's a difference in taste. But
mix the imitation with real cheese, or put
it in well-flavored foods 1ike pizza,
ravioli, macaroni and cheese, or a cas-
serole - and its not only tough, it's
almost impossible to tell the difference!

So it's not surprising that U.S. dairy
farm leaders are concerned! They fear
further rapid increases in production of
imitation cheese may occur because of the
potential for cost savings. As imitation
cheese sales displace natural cheese
sales, markets for domestically-produced
milk are lost!

Logically, one might ask "since we do
not make any casein and since we're losing
markets to imported casein, why not get
back in the <casein-making business?
Again, the answer is one of economics.
Not only is it more profitable to import
casein than to use domestic nonfat dry

But dried whey is a story in
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milk, but in the present situation, it's
also more profitable to import casein than
it is to manufacture it ourselves,

Much of the reason for this lies with
the huge dairy surpluses which exist in
many countries, The European Economic
Community has had a dairy surplus running
over 15 percent, costing them over §4
billion each year -~ an amount equal to
about 20 percent of the total farm milk
income in those countries. The EEC Com-
mission has accumulated a "dairy glut" of
billions of pounds. Casein imports to the
U.S., not limited by any quota restric-
tions, are a logical avenue for unloading
some of those surpluses,

N.Z. BIG EXPORTER

New Zealand, which historically has
looked to Britain to find a home for its
butter and cheese, lost much of that
market when England jolined the common
market alliance. Dependent upon the dairy
industry for much of its overseas income,
New Zealand processes some 85 percent of
the milk it produces for export. Two
strengths of the New Zealand dairy indus-
try are its ability to manufacture a
diverse range of products and the flexi-
bility to quickly modify the mix of its
products as changing conditions warrant.
There are over a hundred processing fac-
tories in New Zealand operated by about 70
cooperatives, Seventy-five percent of all
the milk produced in that country is re-
ceived by cooperatives which have a capac-
ity to manufacture casein or its deriva-
tives. So, when markets for cheese and
powder are mnot available, or when the
prices are unfavorable, New Zealand can
(and does) shift to production of a high
quality casein, much of which ends up in
the U.S.

IMPORTS THREATEN PRICE SUPPORTS

Since it's currently more profitable to
import casein than to make it, and since
it's more profitable to import casein than
to use domestic nonfat dry milk, it fol-
lows then, that in times of surplus, USDA
has to purchase additional dairy products
under its dairy price support program be-
cause of the increased use of imported
casein. That's why U.S. dairy farm
leaders argue that unrestricted imports
jeopardize our price support system and



insist that casein should be made subject
to quota.

Critics of quotas, on the other hand,

argue that the problem is not low prices
for imported casein, but rather unrealis-
tically high support prices for nonfat dry
milk. They contend that, were the price
of nonfat dry milk lowered to a competi-
tive level, its use would increase and
price support purchases of "displaced"
nonfat dry milk would no longer be burden-
sone,
The problem with that argument, dailry-
men counter, is that if we were to lower
support prices for nonfat dry milk enough
to compete with casein, to compensate we'd
have to raise the support price of butter-
fat so high we'd end up pricing ourselves
out of that market (and the government
would end up buying virtually all of it) -
or else we'd have to drop the support
price for farm milk so low that it would
be ruinous to many inflation-squeezed
dairy farmers.

ALTERNATE SOLUTIONS PROPOSED
Dairy leaders themselves don't agree on

just what to do aboutr casein. Some call
for a zero quota on all casein imported in
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the U.S. for food or animal feed use,
Others, cognizant of long-established
precedents and certain political real-
ities, contend this is unrealistic. If a
quota were to be established on casein for
food and animal feed, but no quota was
placed on casein for industrial use, what,
they ask, would prevent the so-called in-
dustrial casein from finding its way into
food and feed markets? Furthermore, they
continue, how will dairymen themselves
react to the higher cost of calf milk re-
places which will result 1if we totally
shut the door on feed-use casein? Those
of the latter persuasions suggest that a
1lid be put on casein imports equivalent to
some average of recent years, rather than
having a zero quota established.

UNANIMITY ON OBJECTIVE

There are no easy answers. But,
there’s one thing vou can bet on! While
different dairymen may disagree on the
best approach to take, they all agree on
the objective itself.

It's finding a solutiom to the problem
posed by imported casein. Because, until
they find that solution, they can't close
the book on "The Casein Case™.



CHarTER XI.

INDUSTRY CHALLENGES

PART 111 - “IMITATIONS, SUBSTITUTES AND LABELS”

Say cheesel Go a step further - say
four billion pounds of cheese. When you
do, you'll be quoting our annual United
States cheese production ~ give or take a
few hundred thousand pounds.

Anyway you slice it (or even if you
don't) that's a whale of & lot of cheese,
In fact, it requires one~fourth of all the
milk produced in this country to make itl

So anything which threatens our cheese
market cuts at the very core of our dairy
industry. Unfortunately, such a threat is
already here. It takes the form of imita-
tion cheese, Make no mistake about it -
this is a real challenge to our U.S. dairy
industry.

Most observers agree that cheese made
from casein, technically referred to as
cheese analogue, but more commonly called
imitation cheese, can't compare with “the
real McCoy" in taste. But it sure can in
price! Using imported casein, which costs
only a third as much as the fresh milk
components, manufacturers of dimitations
turn them out at 20 to 50 percent savings
over the natural products.

ESTIMATES ONLY

Unfortunately, there's no completely
accurate way to measure the amount of
cheese products being made from imported
casein. Manufacturers of these products
don't have to report how many pounds they
make, as mnatural cheese manufacturers
must, However, dairy economists generally
agree that the imitations have captured
in the range of 2 to 5 percent of United
States natural cheese production. That
translates into 80 to 200 million pounds
of cheese annually, And unless dimports
of casein are limited, or its price in-
creases, further vrapid expansion can be
expected in the quantity of cheese made
from imported ingredients.

Casein-based imitation products are
most often used as a component part of
prepared foods, both in the home and in
restaurants, Blended half-and~half with
natural cheese, they have been used fre-
quently in institutional cookery. The
imitations received a quick boost in 1974
when USDA approved the use of 'cheese
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alternate in sachool lunch

programs.

products

MOZZARELLA SALES AFFECTED

Cheese is produced in some 18 different
natural types. {(Variations of these
natural types due to differences in
styles, shapes, sizes and added flavors or
ingredients can be almost infinite in num-
ber}. The single type of cheese which is
receiving the strongest competition from
imitation products is mozzarella. Many
pizza manufacturers are now using up to 50
percent imitation mozzarella. BSome manu-
facturers of pizza (and other Mexican and
Italian foods} use 100 percent imitation
cheese, These manufacturers recognize
that cheese loses its identity in many
strongly flavored foods, and that they can
"get by" with an imitation product costing
much less than the natural product.

The purchase or consumption of an imi-
tation cheese prodact is not really a mat~
ter of consumer choice, Order a cheese-
burger at a fast food restaurant, choose
the macaroni and cheese special in your
college dining hall, or pick a pepperoni
pizza ocut of the frozen food case of your
neighborhood supermarket, and chances are
- unless you happen to be in the dairy
business - the question of imitations will
never come to mind.

While mozzarella and other Italian-type
cheeses are under the heaviest fire, other
types of cheese also face competition,
Today some major national cheese firms are
pumping a pile of research dellars into
thé development of cheese substitutes.

FOOD FABRICATORS

Cheese is mnet the only food product
subject to imitation. In fact, fabrica-
tion of foods is a mighty big business in
these United States. But perhaps to an
extent greater than with any other class
of food, dairy products have been subject
to replacement efforts by food development
groups. Dollars, diets, convenience,
shelf life -~ all have been cited as cause
for the scientific search for dairy sub-
stitutes, The search has not been in



vain! Out of the fabricated food labora-
tories have come some notable successes.
Fat (butterfat) was the first in the fire,
when oleo sliced into our butter market.
Next ersatz cream products came alcng. By
1975, coffee whiteners and vegetable~-fat
whipped toppings had attained 50 percent
of the half-and-half, coffee cream and
whipping cream market.

Right now, cheese 1s receiving
heaviest fire. Will milk be next!

the
There
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have been several attempts to market imi-

tation or filled milk in the past., In
fact, there are at present. (Currently, a
filled milk product - a product containing
sodium caseinate and coconut fat [labeled
Dairy Bell] is being marketed in several
Southern cities. Another "manufactured”
milk called Meadow Gold is being merchan-
dized here in the Northeast,

SUBSTITUTE FAT AND PROTEIN

The whole concept of simulated dairy
products hinges on replacing butterfat
with inexpensive vegetable fat, and/or
replacing expensive milk protein with some
less expensive substitute. So far, there
has been no wholly adequate substitute for
butterfat in making a good tasting filled
milk., To date, the simulated milks using
vegetable fat have been deficient in
flavor, although their structural charac-
teristics resemble the actual product. 1In
selecting a replacement fat, manufacturers
look for ome that is inexpensive, milk din
flavor and one which possesses the phys-
ical attributes of butter,

Just as there is no fully adequate sub-
stitute for milk fat, so also is there no
satisfactory substitute for the protein
fraction of the nonfat milk solids, The
lactose in milk can be replaced by corn
syrup; a nutritionally satisfactory min-
eral mix can be compounded; and vitamins
can be added., But the only completely
satisfactory protein to use in construct-
ing a simulated dairy product is milk
ptotein.

Fresh skim milk is the best source of
milk protein for the production of imita-
tion milk, but it offers no cost savings,
S0 manufacturers are limited to either
whey protein or casein. Whey protein,
because it has been less available, has
cost more, and has lacked certain de-
sirable physical qualities, has not often
been used. Instead, casein {in the form

of sodium caseinate) has been the protein
of choice for "building” most any imita-
tion dairy product which required a pro-~
tein cowponent, It has a pleasing milk
flavor and is readily available at a rea-
sonable price. (Sodium caseinate tends to
acquire an old or gluey flavor when held
in storage over time. So the sodium
caseinate is usually prepared from casein
shortly before it is to be used in the
substitute product.) As most dairymen
know, casein is being imported into this
country in ever-increasing quantities
free of both duty and quota.

CHEESE MARKET THREATENED

Scdium caseinate, a product derived
from milk, has been used for several years
in such "non-dairy" products as imitatiomn
or sour cream, coffee whitenmer, imitation
eggnog, chocolate drink, whipped toppings
and frozen desserts, But today, it's
threatening the wvery heartbeat of our
dairy product industry. When substitutes
cut into cheese sales, they're going for
the jugular. Cheese after all, is our
number one manufactured dairy product - a
product which provides a home for one-

 quarter of all United States milk produc-

tion. In times of surplus (like right
now) , anything which thins the market for
milk increases, in turn, the amount which
the government must buy.

Cheese is the major component under-

girding the Minnesota-Wisconsin price
series, When milk is displaced from the
natural cheese market, the Minnesota~

Wisconsin price falls., Since prices in
Federal Orders all across the country are
based on that Minnesota-Wisconsin price, a
drop in the M-W lowers, in turn, Class I
prices all across the country.

DAIRY INDUSTRY RESPONSE

What can and what should the dairy in-
dustry do to counter the economic threat
which imitations pose? Certainly they
can't wish them away! Nor can they engage
in restrictive trade practices or ban them
legislatively., After all, manufacturing
imitation products is not illegal, immoral
or dishonest. Many in the dairy industry
remember how "The Battle of 0leo" was
fought (and lost). The battle plan was to
try and legislate the problem away. Mar-
garine had to be colored or carry a color



other than vellow and was not allowed to
be called imitation butter. But the days
of the "Oleo War" are past. Hopefully we
learned something from it - learned some-
thing that can help today's dairy industry
meet the challenge of the marketplace.

We must meet the threat of imitations,
How can we do it? 1In several ways: 1) by
limiting imports, 2) by accurate labeling,
3) by consistently producing and marketing
high~quality products, 4) by skillfully
merchandising and aggressively promoting
our products; and 5) finally, by pricing
our products competitively.

1. Limiting Imports

Dairy industry leaders are pressing for
the imposition of import quotas on casein
under authority of Section 22 of the Agri-
cultural Act of 1933, Based on current
law, they argue, unrestricted importation
of casein is clearly illegal! Casein im-
ports, at a fraction of 1U.S. domestic
prices, either reduce U,8. farm milk
prices because of substitution of the im-
ported casein for domestic solids-not-fat;
or else they increase government dairy
price support ccsts to maintain farm milk
prices. Either one, industry leaders con-
tend mandates import restrictions under
Section 22.

2, Accurate Labeling

What should a fabricated dairy food
like imitation cheese be called? Some of
the " more emotional detractors of dairy
substitutes suggest that these products be
labeled as phony, artificial, chemical
imitations of the real thing. Others in
the industry, in a less strident manner,
propose that manufacturers of substitutes
for milk, cream and cheese be permitted to
label their products with any name they
choose, provided no reference is made to
the 'dairy product being simulated, and
provided no descriptions are used that
imply a dairy product origin. The Amer-
ican Cheese Institute has recommended that
a single name be established so that uni-
formity is provided among states and, in
that vein, has suggested that imitation
cheese be labeled "emerine".

A1l they're asking for, dairy leaders
contend, is enforcement of the current
law! This law, the Federal Food, Drug and
Cosmetic Act, states that food products
are considered adulterated when any valu-
able substance has been removed and re-
placed by another ingredient. Further,
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the Act deems a product misbranded if it
is offered for sale under another food's
nare, and holds that such a product is
misleadingly presented unless wording in-

dicating "imitation" is present next to
the food product.
However, since 1973 FbA (The Food and

Drug Administration), which is the agency
within the Health and Human Resources De-
partment with the legal responsibility for
defining and setting food product identi-
ties and standards, has taken the position
that only foods "nutritionally inferior"
to the products they allege to be must be
labeled "imitations". So if the FDA con-
sidered products 1likening themselves to
natural cheeses to be "putritional equiva-
lent," they have accepted the word "'sub-
stitute". Frequently, this has been their
practice with fabricated cheeses.

THE OTHER SIDE

Dairy leaders
FDA's position!
tion cheese

strenuously object to
They contend that imita-
products are, by current
statutes, adulterated and therefore are
misbranded. What's more, they add, were
substitute products branded “adulterated"
or "imitation," as FDA rules seem to stip-
ulate, there would be a more negative at-
titude toward those products by individual
consumers, A survey sponsored by the
Wisconsin ADA determined that the word
"imitation" used on a cheese label, cut in
half a consumers' willingness to purchase
the product.

The National Milk Producers Federation
went to court to compel the FDA to comply
with its own existing regulations and en-
force the current law vis-a-vis fabricated
cheeses. FDA, meanwhile, proposed stan-
dards of didentity for 13 milk and creanm
substitutes and 12 cheese substitutes. If
adopted, these would, in effect, aurhorize
the manufacture and sale of fabricated
substitutes for milk, cream and cheese
formulated to be as similar to the real
dairy product as chemically possible.

Further, these would sanction the use
of the name of the product being imitated
in the label of the substitute. (For ex-
ample, a fabricated cheddar cheese could
be called ''Cheddar Cheese Substitute".
Additionally, the proposal would establish
compositional requirements for meeting
"nutritional equivalency" with the product
simulated. A U.S, District Court recently



ruled that FDA has the discretionary power
to implement such labeling.

Most everyone agrees that the purpose
of a label should be to describe a product
accurately enough so that prospective pur-
chasers can discriminate among alternate
ltems. Right now, labels don't always
tell a complete story., For instance, a
consumer may not know whether she is buy-
ing a product containing real or artifi-
cial cheese.

Take a look at the frozen pizzas in
your supermarket, If they're labeled
“pepperoni pizza" or "sausage pizza," the
chances are good they contain artificial
cheese. The manufacturer is by-passing
labeling requirements by identifying them
as meat products,

To counter the threat of substitutes,
California milk producers developed a logo
to d1dentify products which contain real
milk. It pictured a symbolic drop of milk
surrounding the word "Real®, They made it
available for use on natural dairy prod-
ucts countrywide and this '""Real Seal" is
now actively promoted by the American
Dairy Association.,

3, Producing and Marketing Quality

If the dairy industry is to meet the
challenge - if they are to fight off the
influx of substitutes -~ they must consis-
tently produce a quality product. What's
more, they'd better ensure that it holds
its original quality as it moves down the
food marketing chain. Too often, it fails
in this task. There's altogether too much
cheese on the market that isn't top qual-
ity! The dairy industry also mneeds to
destroy the myth that imported cheese is
better than the made-in-America kind.

4, Merchandizing and Promotion
Cheese has been the glamour girl in the
dairy product parade. Certainly, some of
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the credit is due industry giants like
Kraft and Borden who went out, and to a
large extent, created a market for cheese.
In the years to come, these food companies
and others like them, may diversify their
product line and may place less emphasis
on natural cheese alone.

Some in the dairy industry, recognizing
that imitations just aren’t going to fade
away, believe the dairy industry should
get in the business itself. "Isn't it
better”, they ask, "for our industry to
reap the benefits rather than let out-
siders have that market?"

There will always be a good market for
natural cheese if it's a quality product,
aggressively merchandized. Dairymen
have a stake in seeing that job get done.
And while we've come a long way (from 7.3
pounds cheese consumption per person in
1954 up to 20 pounds per person in 1982),
we still have plenty of room for improve=-
ment.

If you don't believe it, 1look at
France. The French eat an average of 39
pounds of cheese each yeari

5. Competitive Pricing

The greater the spread between the
price of real dairy products and the price
of their substitutes, the more attractive
the production of imitations becomes.

If the economic incentive i1s great
enough and the chance of a payback good
enough to research and develop some new
products, you can bet that some company's
going to put up the money.

Like 1t or not, and most dairymen
don't, dimitations and substitutes are a
fact of life. So we better learn to live
with them, The questions we should ask
are; 'who's going to produce them,” "how
mach will be produced” and “who's going to
benefit from them?"



CHAPTER XI.

INDUSTRY CHALLENGES

PART IV - “WHICH WAY FOR WHEY”

WHEY - WHAT, WHEN, WHERE AND WHY?

Let's start with the "what"{ Probably
most of us first heard of whey at our
mother's knee as she read us the nursery
rhyme “Little Miss Muffet sat on her
tuffet, eating her curds and whey." Prob-
ably back then most of us didn't have the
foggiest notion what whey was. Could be,
in fact, that most of us aren't all that
sure today. So let's try and define it,

One definition of whey is that it's

what's left over after making cheese. And
that you can bank on! Where there's
cheese, there's whey! In fact, about 90

pounds for everyl0 pounds of cheese pro-
duced! In the cheese-making process,
practically all of the casein and much of
the fat in the milk ends up in the cheese.
The yellowish-green liquid which remains
after the cheese curd has formed is whey.
It's a product rich in lactose (or milk
sugar), in minerals and in a milk protein
called albumin. It also contains a little
fat, the amount varying according to the
type of cheese made (whey from Swiss
cheese manufacture contains more fat than
does that from cheddar). Whey is fre-
quently run through a separator before
disposal to reclaim any fat.

If you like to throw figures around
(the arithmetical kind), probably these
are as good as any to use as an average
analysis of whey - lactose (5.1%), protein
(albumin) (0.9%), minerals (0.5%) and fat
(0.3%). Nor should we forget the major
component of whey water. On the
average, whey is 937% water.

SWEET OR SOUR?

Whey can be {and is} further classified
as acid or sweet. Acid whey is the by-
product of manufacturing cultured cheeses,
such as cottage, cream cheese and Neuf-
chatel. However, cheeses which come into
being as a result of the action of remnet-
type enzymes (rather than through the
action of acids) leave a by-product liquid
with a higher pH called sweet whey. Ched-
dar and Italian type cheese-making produce
sweet whey. Nationally, the production of
sweet to acid whey enjoys a ratio of
better than 5 to 1.

“ lactose and about 10Z protein -
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All in all, some 30 billion pounds of
whey are produced in this country each
year., This whey contains 2 billion pounds
of what should be looked upen as valuable
solids. After all, rhey contain about 70%
pretty
fair nutrients in a food-short world.

However, making effective use of these
nutrients has not proved quite that
simple. Maybe not even as simple as it
once was. For times do change! Used to
be, back in the days when milk went to the
cheese factory in 10-gallon cans., pro=-
ducers would keep two sets, one for haul-
ing the milk to the plant and a second
set, usually old, rusty discards, for
hauling the whey back home to feed the
pigs! The pigs didn't mind. In fact,
they liked whey, and did well on it, pro-
viding a little grailn was added to their
diet.

But soon milk sanitarians, not without
some justification, began insisting that
milk and whey not be hauvled on the same
truck, At the same time the hog business
was undergoing change. Pork production
began to concentrate in the corn belt.
But the dairy cows remained in the North-
east and the lake states., Naturally, the
cheese plants stayed near the dairy cows.
And the whey? Well, the changing pork
production pattern produced a mighty long
haul for a product that's 93% water. Ad-
ditionally, those modern pork factories,
with their sophisticated heog rations,
didn't always lend themselves to effective
use of a liquid product that sometimes was
available only during the spring flush,

WHERE THEY WENT!

So, despite all the nutritional goodies
whey contained, it began to be looked upon
as a waste product ~ one to be rid of with
a minimuvm of fuss and bother. As a conse-
quence, the whey often flowed out the back
door of the cheese factory into the near-
est stream, Occasionally, small amounts
were used as fertilizer, Some larger
cheese plants started drying or condensing
their whey and were able to pay for the
investment required. But the required
equipment was often too expensive for
smaller plants.




Then came the era of the environ-
mentalist., Society was alerted to the
dangers of polluted air and polluted
water. In the late ‘60s, a Federal
mandate came down "no more whey in
streams." About the same time, municipal-
ities began issuing stricter regulations
about putting whey into sewer systems.

Quickly, alternative disposal methods
were studied. Some suggested that the
best approach was to spread the whey on
the land. After all, the nutrients in
whey do have some fertilizer value. How-
ever, this path was not without problems,
For one thing, the greatest amount of
whey is produced in the spring time when
weather and planting schedules interfere
with getting 1t on fields. Also, environ-
mentalists, concerned about run-off, began
looking at that practice with an increas-
ingly critical eye.

RECYCLE IT?

Other people suggested that whey be fed
back to dairy cows. They pointed out
that, although the percentage of solids in
whey is low, they're very digestible.
What's more, they added, dairy cows need a
lot of water and are usually located rea-
sonably close to cheese plants. So re-
search along this line bepgan.

Sure enough, the studies showed that
dairy cows can indeed consume large
amounts of liquid whey. 1In fact, one cow
can consume all the whey resulting from
her own production and that of three or
four of her sisters. For feeding, whey's
greatest value is as a source of energy -
a replacement for part of the grain. (100
pounds of whey are about equal to 7 pounds
of corn.) .

But feeding dairy cows whey is not all
peaches and cream. To begin with, cows
have to be trained to drink dit. Often,
their drinking water has to be removed.
What's more, once started, whey has to be
kept in front of the animals at all times.
Thirsty animals can't be allowed to gorge
themselves, particularly younger animals.
In fact, too much whey at one feeding can
become a killer. Whey is a laxative and
animals not accustomed to it often experi-
ence diarrhea. So it's necessary to limit
animals first started on whey. Addition-
ally, liquid whey is a laxative and ani-
mals not accustomed to it often experience
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diarrhea. Additionally, liquid whey is
not unattractive to fliles, And even sweet
whey will become acid after a couple of
days and can erode metal storage tanks and
feeding equipment (and even the cow's
teeth), So adding up all the pluses and
minuses, recycling whey back through dairy
cows, while it might make senseé for an
individual dairyman, didn't appear like a
final industry solution.

THE DRY LOOK

While smaller cheese plants had to
close because they were unable to find a
whey disposal solution that was both eco-
nomically feasible and satisfactory to
EPA, many larger manufacturers were able
to justify the installation of drying
equipment, Still other cheesemakers began
sending their fluid whey to specialized
whey drying plants to be processed into
dry whey powder and whey butter. Current-
ly, although some liquid whey is condensed
and sold commercially, drying has become
the most common method of processing.

The drying process begins at the cheese
vat. As the whey 1is drained out, it
passes through a "fines saver" which col-
lects and saves any curd draining out with
the whey, Next, the whey 1s pumped
through 2 separator to remove any fat.
(The whey cream can be used to make whey
butter.) Then the whey is either heated
or cooled (to prevent bacterial growth)
and is stored until ready for the evapo-
ration process which removes the water and
turns the liquid product inte a powder.

MANY USES

Dried whey has found many uses in both
human and animal feeds. 1It's used as an
ingredient in a number of foods - in ice
cream, in processed cheese foods and
spreads, in fortifying fluid milk prod-
ucts, in baking, in meat processing and in
other food products., In addition to pow-
dered and condensed whey, many other prod-
ucts made from whey have come into being.
Food scientists have learned how to de-
lactose, demineralize and deproteinate
whey and scores of new products have
resulted. (Even as long as thirty years
ago, a USDA report listed 28 different
methods of utilizing whey.)



Nevertheless, despite all its wmany
uses, whey continued to be looked upon as
the problem child of the dairy industry.
Because of its low concentration, recover-
ing the small amount of protein in whey
proved expensive. The removal techniques,
most of which involved wvacuum concentra-
tion and heat denaturation, used up con-
siderable power and required expensive,
highly-skilled labor.

Removing the lactose from whey was a
similar story. Traditionally, lactose has
been recovered by crystallization. This
required extensive vacuum evaporation of
the whey - also a highly energy consump-
tive process., As a consequence, up to
now, only 56% of the two billion pounds of
whey solid produced annually in the U,S.
have been utilized. The other 447 repre-
sents both a substantial disposal problem
as well as an economic loss.

SUPPLIES ZOOM

But that's just part of the story.
What's even worse than not recovering the
whey solids, was mnot being able to sell
those that were recovered. More whey was
being produced than commercial markets
could absorb. Ironically, dried whey has
been one of the major consumption bright
spots in our entire dairy industry. Over
the past couple of decades, per capita
consumption of dried whey has Increased
manyfold. But despite this increased de-
mand, the supply of whey has been growing
even faster. (It more than doubled in
just a decade.) Why? Because, as we said

before ‘''where there's cheese, there's
whey.” As U.S. cheese production - fueled
by ever climbing consumer demand - sky-

rocketed, whey production followed suit,
Tied as it dis directly tc cheese produc-
tion, it follows it in lockstep. Supply,
not demand, has caused our whey problem.
We've been running faster, but staying in
the same piacel!

PRICE A PROBLEM

While cheese consumption (and cheese
production) has been climbing, so have
cheese prices. But unfortunately, while
cheese was enjoying some pretty hefty
price jumps, the same wasn't true of whey
solids. Dried whey prices have lagged far
behind comparable products., In fact, the
spread between whey powder prices and the
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prices of nonfat dry milk has not only
been great, but getting greater, climb-
ing from 43¢ in 1975 to 73¢ in January
1981, An obvious reason, of course, is
that prices of nonfat dried milk are
"supported" while whey powder prices are
not. (USDA did support whey for a brief
period in 1951, but hasn't since.} Fre-
quently food grade whey powder prices have
fallen to the level of feed pgrade whey

powder -~ dnto which human grade powder
often '‘backs,” if it can't be s0ld for
food.

Depressed whey prices are the direct
consequence of excessive supplies of un-
used whey hanging over the market. Some-
times drying costs for nonhygroscopic whey
(nonhygroscopic whey 1is the kind that
won't attract water, and is therefore
easier to handle and store) have been
equal to or greater than the value of the
dried whey itself. When this occurs, the
cheese has to carry the extra cost of dry-
ing the whey either as an adjunct of
cheesemaking, if the cheese plant does its
own drying, or if it doesn’'t, in payments
to the specialized whey drying operations
which handle its liquid whey.

A BRIGHTER FUTURE?

A sad story isn't it? Well, it would
be except for some exciting technological
breakthroughs now on the horizon. These
have the potential to turn our whey situa-
tion from & total negative to a complete
positive. For instance, consider one pro-
cess called 'ultrafiltration."  What's
ultrafiltration? Perhaps the best way to
explain it is to compare it to netting
fish, When a net is thrown into a school
of fish and then drawn back towards the
boat, little fish escape through the holes
in the net while larger fish are collected
ingide it. In the ultrafiltration pro-
cess, the openings in the "net" are micro-
scopic in size, HNevertheless, it works
much the same. Little particles go
through, larger ones are held back.

Ultrafiltration makes possible sepa-
ration of whey Into its component parts.
In ultrafiltration, whey is forced at low
pressure and high volume through a mem-
brane, Now, obviously, this membrane
isn't just any old strainer pad., These
membranes are engineered so that they per-
mit the small-sized components of whey -
the 1little fish, the lactose and the




minerals - to pass through, while holding
back the proteins - which are larger in
size. A second type of membrane process-
ing known as "reverse osmosis" can be used
to concentrate whatever component has been
ultrafiltrated,

ULTRAFILTRATION

Membrane processing has been around for
awhile. But its use in the dairy industry
has grown dramatically in just the past
few years. In large part, this growth is
due to the development of improved or
"second generation™ membranes. With only
modest outlays of energy, these readily
separate whey into its component parts.

Ultrafiltration, or membrane separation
of milk into {ts various fractions, is
also a first step towards making a
lactose-free milk product. A logical next
step is to replace the lactose with some
other sugar, such as glucose. Why bother?
Well, because some people lack adequate
levels of one of the digestive enzymes
that break down lactose in the small in-
testine. As a consequence, they can expe-
rience abdominal pain or diarrhea after
drinking large quantities of milk, Milk
containing glucose instead of lactose elim-
inates this problem, and if properly
formulated has the same sweetness as regu-
lar milk,

By the use of ultrafiltration, Univer-
sity of Wisconsin scientists have devel-
oped a process for making a frozen milk
concentrate which might be marketed and
stored much 1like frozen orange juice.
Normally, lactose crystals in milk de~
stabilize the milk protein when milk is
frozen, Ultrafiltration has proved an
acceptable way to prevent this. In the
Wisconsin process, milk is separated into
two parts, one part containing the lactose
and calcium (as well as the other miner-
als); the second part containing the pro-
teins. The two parts are then concen-
trated and frozen separately before being
placed together in a can. When the milk
is thawed for use, the milk constituents
mix in their original proportions. This
process is still in a research and devel-~
opment state. As yet, no frozen milk con-
centrate is available commercially,

WHEY PROTEIN, ANYONE?

Membrane processing has different goals
~ today than it had originally. It was
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developed in an attempt to desalt sea
water and brackish water and make them
available for human use. And although
membrane precessing technology is still in
its infancy in the dairy industry, its
future looks bright! For if we have the
ability to separate out the albumin in
whey, there's no reason we cannot develop

‘a milk protein industry.

Markets for milk protein are a good
deal broader than those for skim milk pow-
der. Because of certain functional advan-
tages which whey protein enjoys, we may be
able to tailor-make whey proteim products
to enhance the nutrition, the- flavor, the
whipability or the waterbinding stability
of other foods.

Certainly, nutritionists look upon whey
protein with favor. The same can't be
said for dried whey, which they criticize
because of its high lactose (sugar) con-
tent, However, nutritionists strongly
support upgrading otherwise empty-calorie,
junk "snack" foods by adding whey protein
to them, Whey proteins can be used to
nutritionally fortify beverages, bakery
products, cereals, sausages and ice cream
mixes,

Ironically, all this new technology
which will permit us to develop a milk
protein industry will come to naught un-

less we take some other steps. What steps
are these? First, will we have to close
the door on wunlimited dimportations of

casein, since casein and whey protein (al-~
bumin) are substitutable, one for another,
in many food products (in fact, in almost
everything except cheese)? Next, will we
need to add milk protein to the list of
those dairy products supported under our
USDA price support program? (It's pretty
difficult to encourage production of a
milk protein product for sale in a free
market, one without price support props,
at a fraction of the government guarantee
price for a competitive product.) Final-
ly, must we, at least over time, gradually
"tilt" our price support formula away from
nonfat dried milk powder towards other
milk protein products which do not contain
lactose?

WHEY'S IMAGE

Another problem we must face is the
current image of whey as a "waste” or by-
product. This must change if whey pro-
teins are to take their rightful place



shoulder~to~shoulder with other dairy prod-
ucts. Whey protein must be loocked upon as
a wholesome, nutritious food ingredient
which has some other special attributes
useful to food processors.

Despite whey's promising future, there
are plenty of rocks in the road ahead!
For one thing, we have huge stocks of
dried skim milk in storage, So do the
European common market countries. (In
fact, their stocks are so large that, in
order to reduce them, they have tied their
price support funds to a complicated pro-
gram for forcing use of nonfat dry milk in
animal feeds.) But despite these road-
blocks, whatever form they take, with skim
nilk powder currently selling for about
94¢ per pound and dried whey bringing only
about 24¢ per pound, there are powerful
incentives, in addition to the special
physical properties which whey protein
enjoys, for food manufacturers to turn to
the whey products.

AND HOW ABOUT LACTOSE?

. 0f course, if we pull all the protein
out of the whey and find a use for that,
what will we do with all the lactose which
remains? Here again some exciting poten-
tials appear. Lactose is now being looked
at in a fresh 1light. For one thing,
lactose can be fermented to produce alco-
hol for an energy short world. Wouldn't
it be interesting if someday you were
fueling your cars with a product that came
from your cows?

There's no question that alcohol can be
produced from whey, It certainly can!
Every ton of whey contains 100 pounds of
lactose, and under optimum conditions,
this lactose can be converted to 5.8 gal-
lons of aleohol. The gquestion, rather, is
whether it can be produced economically,
Right now there are plants in operation,
both in this country and abroad, producing
alcchol by fermenting whey. However, most
of these plants utilize the ethanol they
produce for beverage rather than energy
purposes. (In addition to ethanol, the
beverages include lactic acid, wine and
vinegar.) This would suggest that bever-
age use produces a superior economic
return.

Currently, while the production of
ethanol from deproteined whey may make a
contribution as an energy source, it is
obviously less a solution to our energy

problem than it is to our whey disposal
problem,

A recent Cornell study which examined
the commercial feasibility of ethanol con-
version facilities in Northern New York
provides cause for optimism. The study
concluded that. the development of such
facilities using locally produced whey
and/or imported corn would be highly prof-
itable under a broad range of potential
economic and technical considerations. It
determined that under most conditions,
federal energy subsidies are not a factor
in ensuring the economic feasibility of
such facilities, and that the production
of a valuable animal feed by=-product and
the elimination of costly waste disposal
probleme further enhanced the wvalue of
such a project.

SCIENTIFIC BREAKTHROUGHS

Perhaps of greater relevance in the
long run, though, are some exciting tech-
nological advances now under scientific
scrutiny in laboratories and pilot plants
across our nation. These may cut substan-
tially the energy required to produce a
gallon of alcohol.

WHAT'S AHEAD?

The future, as always, hides behind an
impenetrable curtain, But, as always,
exciting and unknown things await! For
instance, will ultrafiltration systems be
mounted on over-the-road bulk tankers, to
separate milk proteins and fat from the
lactose, water and minerals right at the
farm, and leave the less valuable portions
to be fed back to livestock? Will oppor-
tunities arise to develop still more valu-
able by-products from undervalued milk
components?

Will the dairy industry be reluctant to
manufacture so-called '"non-dairy" food
products, such as cheese substitutes (ac-
tually made from casein, a protein of
milk}? Will others do that job?

Will the dairy industry recognize mar-
keting opportunities when they appear?
Consider for example an item sometimes
called "cow's water". Of the approximate-
ly 120 billion pounds of milk produced and
marketed in this country each year, ap-
proximately 105 billion pounds 1s water.
Cornell's Dr. Robert Zall suggests that
"milk water" might be separated from milk




by reverse osmosis and sold as a beverage
or beverage Iingredient. He believes the
state of the art is sufficiently well
developed in membrane technology that milk
water can be produced with varying amounts
of milk-mineral content. 1Isn't this, he
asks, a good way to get milk minerals into
geriatric feod products?

Right now, mineral waters are being
packaged and shipped all over the globe by
expensive air freight. French-packaged
mineral water can even be purchased in the
remote Jungles of central Africa. The
mineral content profile of the reverse
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osmosis permeate originating from whey
systems compares very favorably with com~
mercially marketed mineral waters. So why
should it not be carbonated and marketed
as a valuable food fluid?

THE WHEY TO GO!

And how about whey? Will our dairy
industry be alert to all the exciting new
possibilities awaiting what was once con-
sidered a "waste" product. We hope so!
Because in the vernacular of the '"now"
generation, that's sure the whey to go!



'CHAPTER XIT. DAIRY FARM LEGISLATION - THE PROCESS AND THE POLITICS

UNDERSTANDING THE POLITICAL PROCESS

- Politics has been defined as "the art
and science of government.” Any dairyman
who will accept that definition as wvalid
should never consider himself "too busy"
to get 1nvolved in politics. Because his
individual welfare, as well as the eco-
nomic well-being of the industry with
which he is involved, is inexorably inter-
twined with government. Directly or
indireetly, the overall health of our
dairy industry is influenced by scores of
governmental programs ranging from food
stamps to forestry. Of the many, four

stand out as affecting the profitability

of dairy farming just as certainly and
directly as does a feeding or breeding
program. these four are the programs con-
cerned with milk marketing orders, dairy
price supports, dairy imports, and coop-
eratives,

PRICE SUPPORT DEBATE

All four of these federal programs have
been under fire at one time or another,
but their critics have been especially
numerous and particularly vocal during the
last decade. During the '70s, debate on
federal marketing orders and dairy cooper-
atives was intense. Right now, most of
the attention is focused on the dairy
price support system.

Given the current and prospective costs
of that program, it's not hard to under-
stand why it remains the centerpiece of
dairy policy debate. Dairymen have a
vital stake in the ocutcome of that debate.
What goes on in Washington, in the halls
of Congress and in the Oval Office, affect
how much money a dairyman makes (or loses)
as certainly as what's going on inside his
farm fences.

Political savvy is probably more impor-
tant to dairymen than it used to be. 1In
contrast to earlier days, today's dairy
farm requires a huge capital investment.
A dairyman better be able to assess just
how any made-in-Washington decision is
likely to affect that investment., Better
still, he should know how he can influence
what that made-in-Washington decision
will be! Before he can ever hope to do
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that, he needs to acquire seme political
know=how.

THE WHY

That's the purpose of this chapter.
Call it, if you will, a primer on poli-
tics, "Polities" disn't just for poli-
ticians; dairymen zlso better learn how
government operates, If we who are
involved in dalrying are to have the
slightest hope of maintaining effective
dairy legislation, we jolly well better
learn something about how it's developed
and how it gets put into effect - who's
involved, what's involved, where decisions
are made, who calls the shots. We'd
better get to know something about how the
whole system works, in other words - some-
thing about "politics".

BACKGROUND BRIEFING

If we're to study politics, we must
begin with a bit of background. Let's use
the dairy provisions of the 1981 farm bill
as our case study. The dairy provisions
of that bill were part of a total federal
farm, food, and agricultural policy con~-
cerned with many things. "Farm policy”
is, after all, a wide-ranging creature,
and a constantly evolving one with
multiple objectives, which often conflict
one with another (i.,e., simultaneocusly
encouraging land retirement and 1land
reclamation) and which also change over
time, Farm policy, "the farm bill," is
at best a compromise one reflecting
the different desires of many groups
farmers, consumers, Congress, the Adminis—
tration. It's the end-product of a whole
series of tradeoffs, an attempt to accom-—
modate varying voices - rural and urban;
producer, industry, and environmental
groups; the interests of one commodity
group versus those of another.

Despite great divergence among the in-
dividual parts of a farm bill, the way the

parts come into being, the process by
which they're developed and put into
effact, is much the same, So, while we're

primarily concerned with the dairy pro-
visions of any new farm bill, it's well to
remember that the legislative process by



which these are developed applies across
the board.

EVERYRODY INTO THE ACT

In times past, the forces with the
greatest influence on farm policy were few
in number and easy to identify. They
included the farm organizations and a bi-
partisan group of Congressmen, mostly from
the Midwest and South, with & smattering
from other specialized commodity areas
" {(examples -~ the Wisconsin dairy area and
the Florida Citrus Belt}. But today, new
voices challenge this once comfortable
alliance between Congress, the USDA, and
agricultural interest groups.

Agriculture today is more than just a
iocal concern. Over the past few decades
it has been transformed radically and
irreversibly. Today agriculture is an
integral, highly visible part of the total
U.S5. economy. S0 mnowadays, it seems,
almost everybody wants to get into the act
of making farm and food policy. No longer
just traditional participants, but other
widely diverse groups such as foreign
policy specialists, consumer activists,
and organized labor, want to have their
say.

Even when these new interests are well-
intentioned, intending only to bring forth
a policy in keeping with the '"public
interest," it's important to remember that
their conception of what's in the "public
interest™ may not be the same as that held
by farmers.

In learning the "game" of politics, one
of the first things we should remember is
that less than 3 percent of our population
farm, and only a few of that 3 percent are
dairy farmers. A head count like that
doesn't represent a very strong voting
bloc. We must also recognize that changes

n
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within Congress during the past decade

have created a new and less friendly atmos
phere for agriculture. Procedural reforms
in the mid-seventies affected the distribu
tion of power. More impsortant still was
the replacement of rural southern repre-
sentatives who once dominated committee
chairmanships by urban northerners. (How-
ever, in 1982 the Agricultural Committees
were still chaired by Southerners.)

AGRICULTURE'S CLOUT

Fortunately, even now, farmers are able
to exert influence beyond their numbers.

Perhaps because of tradition, or maybe
because of plain old inertia, certain
structural changes that could have diluted
agriculture’s influence have not been im-
plemented., Also, most Congressmen recog-
nize that city folk or country dweller,
everyone has a stake in agriculture.

Congress 1is also aware that agricul-
ture's paltry numbers belie its economic
impact. They know it accounts for one-
fifth of our gross national product and
also one-fifth of our total exports. In
1980, %41 billion of farm exports helped
mightily in paying for imported oil, So
even if the "farm bloc” no longer exists,
there remains a power base from which
coalitions can be formed and negotiations
made,

In learning about politics we must rec-—
ognize certain realities of the political
process., One reality is that some basic
differences exist between the House and
Senate in the way each looks at agricul-
tural legislation., Every one of the one
hundred Senators have agricultural con-
stituents in their states. However, fewer
than one-fourth of the 435 wmembers of the
House represent a district with 20 percent
or more of the voting population made up
of farm families. Given their urban con-
stituency, House members are apt to be
more concerned about retail food prices,
food quality, or food stamps, than they
are about farm prices or income. As a
consequence, the Senate sometimes passes
more "liberal" bills favoring farm pro-
ducers, knowing full well that the House,
with its more urban influence, will later
alter them.

CONGRESSTONAL HORSETRADING

To achieve any legislation, differences
among the participants in the legislative
process must be reconciled. Obviously,
farmers and consumers may be in conflict,
but even among agricultural producers
there are different views and policy
positions, For example, high grain
prices, welcomed by grain producers, may
not be greeted with equal enthusiasm by
dairymen or cattle feeders; and growers of
export crops (such as rice) may have
policy differences with growers of prod-
ucts mostly sold domestically (such as
milk).

Farmers also differ in their attitude
towards particular farm policies and



programs, sometimes based on their own
economic position, sometimes based on
their own political philosophy. For ex-

ample, farmers who have already paid for
their farms may be less willing to support
easy-money, low-interest farm loan pro-
grams than those heavily in debt, Farm
organizations, too, demonstrate divergent
policy positions. For example, contrast
the American Farm Bureau's position on
many issues with that of the American
Agricultural Movement (the sponsor of the
Washington "tractor blockade").

Trade-offs among members of Congress
are frequent. For example, in recent
years cotton state representatives opposed
a ban on food stamps for strikers in ex-
change for organized labor's support of
legislation favorable to cotton growers.
Rural Congressmen representing wheat and
feed grain producers have gained the votes
of urban representatives in exchange for
supporting minimum wage legislation. Both
the administration and party leadership
often try to influence the legislative
positions of Congressmen using "a carrot
or a stick",

THE LINEUP

Policymaking involves wmany different
people and groups. It's almost a truism
that "you can't tell the players without a
progran”. So you need to get a "program"
and study the lineup who's involved,
where he's coming from, where he stands on
the 4issue, and how he'll affect the out-
come. Let's open our program and study
the "lineup" as it existed when discus-
sions on the 1981 Farm Bill got underway.

When the 97th Congress convened in
January of that year, some long-familiar
faces were missing. Among them were
several prominent members of the Senate
Agriculture Committee, including its
former chairman, Herman Talmadge of
Georgia. 1In the rubble of its defeat the
previous November, the Democratic party
could lock to the House of Representatives
as its only major surviving seat of power,
As the 96th Congress passed into oblivion,
control of the Senate Agriculture Commit-
tee (as well as all other Senate commit-
tees) passed from Democratic to Republican
hands for the first time since the 1952
elections. As a consequence, a number of
Democratic staffers, some of whom had been
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in place for mnearly a quarter-century,
were replaced.

Even though the Democrats retained con-
trol of the House, changes in the make-up
and operation of the House Agriculture
Committee had also occurred. For one
thing, several subcommittee chairmen were
no longer around. Among them was the
chairman of the subcommittee on Dairy and
Poultry (Alvin Baldus, D-Wisconsin), who
had lost out in an election eve squeaker.
(Another Wisconsinite, Senator Gaylord
Nelson, an equally strong supporter of
dairy interests, also was defeated.)

The changes in both houses were ex-
tensive and significant, and Agriculture
did not escape them. When the Agriculture
Committees in both houses began fashioning
their new farm bill to replace the Food
and Agriculture Act of 1977, they began
with new leadership, new members, and {at
least on the Senate side) a new staff.
Senator Jesse Helms (R-N.C.) became the
new chairman of the Senate Agricultural
Committee and Representative Kika de 1la
Garza (D-Texas), the new chairman of the
House Agricultural Committee.

WHAT'S UP, DOC?

The period preceding Congressional re-
drafting of the farm bill is always willed
with debate and discussion on farm policy
among farm groups, commodity organiza-
tions, industry, and Congress. The sweep-
ing political changes of 1981 fueled that
process, adding a large element of uncer-
tainty concerning the political intents of
the new Administration and a significantly
altered Congress.

Farm bills typically reflect both cur-
rent conditions and the political philoso-
phies of key policymakers. So how about
those new policymakers? What changes
would the Reagan administration and its
new Agriculture Secretary, former Illinois
grain farmer John Block, seek to include
in that new bill? How about the Adminis-
tration's new Budget Director, David A.
Stockman, who had once termed the dairy
support program "a scandal"? What would
he recommend? How did the new Senate
Agriculture Chairman, Jesse Helms, and the
new House Chairman, Kika de la Garza, feel
about the farm bill and what it should
include? Where were the power points in
this new set-up? Who would be calling the
shots?




THE RESPONSE

Answers to thege questions weren't long
in coming. The Administration soon made
its position known. The President sub-
mitted an austerity budget which signaled
the start of a cut-and-slash assault on
Federal spending programsg, including those
for Agriculture. Budgetary restraints
were to be priority considerations in all
1981 Farm Bill deliberations. When the
Administration's first big gun in its war
against inflation was fired in March, it
was aimed directly at the dairy price sup-
port program!

The first salvo was BSenate Bill 509,
That measure called for cancellation of
the semi-annual adjustment in dairy price
supports which were scheduled for April 1,
1981, Hearings were held on the bill in
February, and it was reported out of com-
mittee (by a lopsided 14 to 2 wvote) in

early March. An attempt to tack on_an

anendment to limit casein dimports was
quickly shot down! The Senate and the
House overwhelmingly approved it, and on

March 31, 1981, the day following an at-
tempt on his life, President Reagan signed
it into law from his hospital bed. The
signing occurred just hours before the
scheduled increase was due to go into
effect, As a consequence, the support
level continued for the remainder of that
year at the same level established at the
beginning of the vear.

THE COMBATANTS

Cancellation of that April 1 adjustment
set the tone for battles yet to come. The
1981 Farm 3ill was coming up and the dairy
price support program would be a prime
target. The Dbattle participants were
several - on one side the Administration,
a Congress with a new attitude about
spending {an attitude reinforced by voters
the previous November 4) and other allies.
Among the latter were consumer groups,
such as The Community Nutrition Institute,
Common Cause, and Ralph Nader's Congress
Watch. Additionally, a coalitien of "milk
users” - food processors, restaurant and
chain store operators and others, had been
organized. This industry group - called
the Industrial Milk Users Group - said its
members "recognized the need for a strong
domestic dairy industry, but can't live
with the current situation.”
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On the other side of the battle line,
the dairy farmers' forces were arrayed.
Their troops were principally the National
Milk Producers Federation and its member
cooperatives. Some individual coopera-
tives and farm organizations {such as the
National Farmers Union) were also on the
scene, The dairy farm forces did have a
few friends in Congress.

Perhaps "battle" is too strong a meta-
phor to use to describe the situation
vis-a~vis that farm bill., However, it
does serve to emphasize that various
forces with widely divergent views were at
work, each trying to Influence the shape
of the new dairy provisions. Among them
were some who believed that the dairy
price support program as it then existed
should be completely <tevamped or else
totally scrapped. Even many dairy leaders
believed it needed substantial retooling.

MULTIFACETED SITUATION

It would be misleading were we to leave
the impression that the dairy price sup-
port part of that new Farm Bill was the
only issue of importance. Other issues
were equally vital; the politics of im~
ports, for instance. Imported casein used
to make dairy dimitations or substitutes
had increasingly displaced domestic prod-
ucts. Because of this, dairymen were
asking for imposition of Section 22 import
restraints. (Section 22 was enacted to
prevent imports of a commodity from inter-
fering with the operation of domestic
price supports.,) Alsc, Congress and the
Executive Branch's position vis-a-vis
marketing orders and cooperatives was not
to be ignored. But in the shaping of the
1981 1legislation, dairy price supports
were getting wmost of the attention.
Should you wonder why, read on!

THE SURPLUS SCENARIO

As the new dairy bill took shape, moun-
tains of butter, cheese, and dried skim
milk were piling up. Those stockpiles,
the biggest dairy surplus in almoest 20
years, were constantly growing. In 1980,
the CCC had purchased 6.5 percent of all
the milk produced in the country, spending
$1.3 billion in the process. In '81, they
expected it might cost $2 billion or more.
As of June 1 of that year, the government
stockpile of dairy products included 411



million pounds of butter, 439 million
pounds of American cheese, and 651 million
pounds of dried milk.

What's worse, the situation wasn't im-
proving. In fact, in each of the previous
25 months, national milk production had
exceeded that of the corresponding month
of the previous year. 1In March of that
year, every state in the Union {except
Alabama) increased milk production. With
weekly government purchases in the spring
of '8l accounting for around 40 percent of
total butter production, 20 percent of
American cheese production, and 60 percent
of nonfat dry milk production, the situ-
ation seemed almost out of control! That
was the climate which existed as legis-
lators and policymakers hammered out a
1981 Farm Bill to replace the Food and
Agriculture Act of 1977 (which was to ex-
pire on September 30, 1981),

A LOOK AT THE PROCESS

In our study of politics, now that
we've checked who's involved, let's look
at the process that's involved. The pro-
cess starts when we voters decide who will
represent us in Congress and serve as our
President. Presidents and their executive
agencies vary in the degree of initiative
they exercise in proposing legislation for
new or amended agricultural and food poli-
cies. Sometimes the Secretary of Agricul-
ture and his USDA research staff take the
lead in proposing or drafting new legis-
lation. Often they seek ideas from indi-~
viduals or organizations, sometimes estab-
lishing advisory groups.

Not surprisingly, any legislation that
involves money 1s closely scrutinized
by the Office of Management and Budget.
Ultimately, once the Administration's
decisions have been made, its proposals
are sent to Congress as part of the Presi-
dent's message or they may appear as a
specific proposal for legislation.

In Congress, any legislation affecting
agricultural or food policy is referred to
the House Committee on Agriculture and to

the Senate Committee on Agriculture,
Nutrition and Forestry. In recent years,
major farm bills have been introduced

first by the Senate Committee, Its chair-
man, since he bosses the staff who do
the actual bill drafting, can strongly
influence the provisions of a bill. The
Senate Committee has traditionally been
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"pro-farmer" (for example, raising the
price support floor) leaving it to the
House Committee to later develop a bill
acceptable to the Executive Branch. The
House Agriculture Committee has to be
more "realistic," taking nonfarmer views
into account as it plays the role of
compromisetr.

THE WHEN AND WHERE OF A BILL

Any member of the House or Senate can
introduce a bill. Hundreds are introduced
every year. But if it's going to be con-
sidered seriously, the bill had better be
introduced by a member of the appropriate
committee, and endorsed by its chairman.
Oftentimes, seeking additional support, a
bill's sponsor will ask other members of
the House or Senate to add their names as
co-sponsors. Merely having a large number
of co-sponsors, however, is no guarantee
of passage.

Once introduced, a bill is referred to
the appropriate committee for study and a
recommendation, Each committee (the
Senate Agriculture Committee and the House
Agriculture Committee) have subcommittees
to which the bill may be referred by the
chairman. A subcommittee can kill, amend,
or rewrite a bill or may combine it with
other legislation. Subcommittees usually
hold hearings at which witnesses may be
invited to testify, or may ask to be
heard. These provide a public forum where
witnesses can support, criticize, or sug-
gest changes in order to avoid problems
later. (Those testifying 'sometimes are
more knowledgeable about a subject than
those responsible for drafting the bill.)

Agency representatives i.e., USDA), who
have  to administer a bill if it becomes
law, may offer views about whether they

can do so effectively, and about the
potential costs and consequences of it
should it become law. Hearings seldom

kill a bill, but they may modify it and
perhaps, in the process, improve its
chances of passage.

THE MARKUP

After the hearings comes what is called
the "markup" process. At "markup" ses-
sions, committee members review each
section of a bill, debate its merits and
consjder its effects, They may change
wording or add amendments. Most markup



sesslons are open to the public. Once a
subcommittee has completed its work, pre-
paring or considering separate parts of a
major bill, these parts are combined into
a single bill by the full committee.

Differences -are vreconciled, hassles
wrung out, coalitions formed and trade-
offs agreed upon when the work of each
separate subcommittee comes back to be
combined into a single bill. Although
some members may nct like all sections of
a bill, wmost likely they respect the work
of the other subcommittees and may accept
their proposals in order to get some of
their own recommendations included in the
final wersion, (For example, dim the
previous "Farm Bill,” the Food and Agri-
cultural Ace of 1977, trade-offs cccurred
between the proponents of price supports
and the proponents of food stamps.)

Next, somebody decides when and if the
committee’s bill will come to the floor.
In the House that "somebody" is the Rules
Committee: in the Senate, it's the major-
ity leader. A4 committee can held a bill
in committee, never rveleasing it, thereby
effectively ldilling ir, Once a bill
reaches the House or Senate floor, amend-
ments can be added. Any member can at-
tempt it, but "it ain't easy" because most
amendments not previously approved in com-
mittee fail, A nember wishing to amend a
bill must first be recognized by the
Speaker of the House or by the presiding
officer of the Senate. If recognized, he
better have some pretty strong support for
his particular amendment, or else have
lined up some pretty strong opposition to
that particular bill - or the chances of
his amendment passing are pretty slim,

MONEY MATTERS

Of course there's always a little thing
called money. The President has an Office
of Management and Budget. Earlier din
1981, the OMB's program budget (at close
to $700 bilijon) had gained overwhelming
approval by both houses of Congress, It
swept through the House 253 to 176, with
more than one~fourth of the House Demo~-
crats climbing aboard the bandwagen for
the President's frugality plan. Congress
has its own budger office, which it
created a while back to keep score on
spending, While the House and Senate
Agriculture commitftees may  authorize
spending of certain amounts, the actual
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appropriations originate in the Appropri-
ations Committees of the House and Senate,
And you sure can't spend what they won't
give you.

COMPROMISING

Once a bill passes both the House and
Senate, it must be made identical before
going to the President for signature. If
differences exist, a Conference Committee,
made up of selected members of the House
and Semate Agriculture Committees, works
them out. The resulting compromise bill
goes back to each of their respective
bodies for final passage before going on
to the President. If the President signs
the legislation, it becomes the law of the
land; if he vetoes it, a two-thirds major-
ity of both houses of Congress are re~
quired to override the veto.

The 1977 Farm Bill was to expire Octo-~
ber 1. If a new Farm Bill was not passed,
the dairy support program would revert
back to that existing in the permanent
legislation established by the Agricul-
tural Act of 1949 (75 to 90 percent of
parity, no mid-year adjustment).

THE 1982 PROPOSALS

All parties to the legislative process
we've been describing were hard at work -
studying, dickering, dealing, designing a
new Farm Bill. The Administration began
it all by submitting its dairy price sup-
port proposals. They included no fancy
new ideas just a good, quick, clean
whack at the parity 1level, trimming
dollars in the process., It proposed drop~
ping "the floor™ from 75 percent of parity
to /0 percent. However, it also proposed
including "a hole” in the floor which,
under heavy supply conditions, would drop
parilty even lower. The President, who was
playing hardball in his attempts to pare
spending, had indicated he would veto
bills that exceeded budget targets. He
had been quoted as saying he intended to
stick to his spending plan in total, and
"my pen is ready”. Whether that was
rhetoric or reality, only time would telll

The Senate and House Committees also
had their ideas about price supports.
Those ideas became somewhat less liberal
as time went on. The House's proposal
incorporated a much talked about "trigger"
to establish support 1levels consistent



with a predetermined schedule. Parity
level would drop as CCC purchases climbed.
(At various times, the Natiomal Milk Pro-
ducers' TFederation, the American Farm
Bureau and USDA each had made proposals of
that kind.)

The Senate committee debated several
different proposals, Both Houses, how-
ever, soon recognized the vealities. As
far as the support program was concerned,
it could no longer be "business as usual”,
It was all too apparent that in 1981 "bus~
iness as usual®” might end up drawing more
than $2 billion out of the U.S, Treasury.
So it was "back to the drawing board"™ for
more cutting and paring.

That's the way things stood. The Ad-
ministration had a plan, the Senate had a
plan, the House had a plan. But under the
pressure of the budget guidelines, they
brought their plans closer together. A
Conference Committee was put to work on
those dairy legislative proposals. The
resulting legislation, passed by both
houses and signed by the Presldent, became
effective December 1, 1981, Not sur-
prisingly. it was quite different than the
‘original proposal. It established fixed
dollar "support levels™ for the next 3
vears.

INTERPRETING

If one of the reasons for studying the
politics of farm legislation is to be able
to make wise business management deci-
siong, we alsc need to be able to inter-
pret the meaning of politics. We need to
ask ourselves, "how will the legislation
affect my dairy farm business?” We need
to interpret how legislation passed today
will affect the price of milk or the cost
of producing it, and plan to implement the
appropriate adjustments.

LONG RUN/SHORT RUN

A dajryman doesn't have to be very old
to remember when he faced a situation akin
to that he faces today. Mountains of
dairy surpluses had accumulated. Then
something came along - a poor crop year or
huge foreign grain shipments, higher grain
prices or higher beef prices, a drought or

disastrous crop conditions in some parts.

of the world, and before you knew it, the
mountains of dairy surpluses had ercded
away. 8o, when it comes to something like
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price supports, it's dimportant that we
examine them not just in the short rum,
but also take a look and see how well they
have worked over time. Dairvmen should
involve themselves in that "look" and any
decisjions based on it.

THE LONG HAUL

In the long run, dairymen must be
represented in the political process if
they are to maintain a measure of stabil-
ity in their industry. The power struc~
ture constantly changes. Even if politi-
cally successful today, they have to stay
Yon the job" or they may suffer the con-
sequences LOMOTIOW.

Because the question is not really to-
day’s question. It's mnot just today's
farm bill! Legislative decisions affect-
ing dairymen are not just a "one-time"
thing, Such decisions will continue to be
made as long as "the cows come home."

COLLECTIVE ACTION

That's why dairymen must band together,
Individually they cam do 1little; collec-
tively they can do many things. TFor ex-
ample, they can employ a lobbyist to
influence legislation on their behalf. To

some, ''lobbyist™ may seem like a dirty
word. But Congressmen consider most
lobbyists to be well-informed, reliable

sources of information. Certainly, lobby-
ists are biased towards their particular
interest, but most are subject to certain
constraints and are careful not to over-
play their hand, lest they lose their

credibility, and with it, their future
effectiveness.,

In contrast to general farm organiza-
tions, single commodity organlzations

often find it easier to agree on a posi-
tion which their lobbyist can promote,
than can a farm organization representing
producers of several commodities. There
are several single-commodity organizations
working for dajry-related groups. Among

them are: the Natiomal Milk Producers’
Fedevation {dairy co-op financed), the
Milk Industry Foundation (handier £i-

nanced), the American Butter Instirute,
the National Cheese Institute, the Ameri-
can Dry Milk Institute and the Whey Pred-~
ucts Institute (all jointly financed by
co-ops and proprietary handlers).



In addition to membership in the
National Milk Producers'  Federation,
several individual dairy co-ops actively
involve themselves in the political game,
" not only making their individual positions
known but also, through Political Action
Committees (PAC's), financially supporting
those who support them "on the hill". As
long as dairymen and dairymen's organiza-
"tions play by the rules, they have just as
much right as anyone else to play that
game.
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DECISTON DAY

Your elected representative has but a
single vote to cast. He may not always
cast it as you would like, or as you ask
him. On many issues, there are people
with strong feelings on both sides. Your
representative must weight the views of
all these constituencies and use his judge-
ment as to the consequences of the cholces
he makes. So you may not always win. But
if you don't ever try, you haven't even
been in the game!



