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introduction

Tnterest in mandatory supply management or guota programs
for milk has been develeoping in many regions of the U.8. over
the last vear or wo. Producer cooperatives, other farm
organizations, and policy makers are debating the advantages
and disadvantages of such programs with respect to future dairy
poiicy. The debate has been spurred by fears that the follow-
ing trends will persist: burgeoning surpluses of dairy prod-
ucte relative to demand, the high costs of remcving these
products under the price support program, and declining pro-
ducer prices. Some are also concerned that our experiments
with "voluntary®™ forms of supply management like the recent
whole herd Dbuyout and milk diversion programs are merely a
bandaid approach to the industry's problems.

While so far the U.S. has only talked about quotas for
milk, several other countries have actually adopted them to
deal with the problems caused by excess production. For
example, Canada has had a national quota program for manufac-
turing milk and provincial guota programs for fluid milk since
the late 1960's. More recently, the EBEuropean Community (EC)
adopted a community-wide mandatory supply management policy in
March, 1984 primarily to control the tremendous cost of their
dairy program. Some U.S5. advocates of mandatory supply manage-
ment point to other countries’ quota systems as fsuccess
stories! that cculd be repeated here. However, the mechanics
and implications of gquota programs in other countries are not
well understood by many individuals interested in the dairy
industry.

The adoption of a national guocta program for the U.S5.
dairy industry would be a significant departure from current
dairy policy, which does not interfere with farm level decision
making.l Because guota programs exist in several countries,
their experiences can add a practical dimension to the discus=-
sion of +the pros and cons of a national supply management
program for the U.5. With that in mind, the purposes of this
paper are twofold. The fivst is to provide the reader with a

1pe will become apparent in this paper, one of the most
important distinctions between quota programg and current
policy is that producticn decisions are restricted by the size
of each producers quotas. Production in excess of one's quota
allotment is generally subject To a significant price penalty
. in order to discourage eXcess production. Therefore, the
production control dimension of mandatory supply management
programs are more restrictive from an individual farmer's
perspective than current policy, which does not dictate how
much cone can produce.




basic understanding of +the mechanics of the Canadian and “EC
programs. The second objective is to ewamine some of the
advantages and disadvantages experienced by farmers, procege
sors, consumers, and other groups under these brograms, Under-
standing the components and implications of existing quota
programs will put the reader in a better position to judge the
relative merits of = mandatory supply management plan for the
U.S. dairy industry.

Ihe Canadian Ouota Program

In Canada, milk utilized in manifacturing dairy products
(industrial milk) is regulated by a national quota program and
milk used in fluid products is subject to separate provincial
quotas. Because industrial milk is sold nationally and inter-
nationally, it is regulated on a national basis. By contrast,
fluid milk, by law, can only be marketed within each province
and is consequently subject to provisions defined by provincial
quota programs. Canada opted for the current national quota
program in 1270 and some of the provincial fluid quota Programs
were instituted prior to 1970.

The National Queota Program for Iindustrial Milk

Three government agencies are directly involved in the
administration of the national quota program. The cCanadian
Milk Supply Management Committes (CMS8MC) 1is in charge of
determining the level of national industrial milk production
and allocation of this level to the individual provinces. The
Canadian Dalry Commission {CDC} is principally responsible for
setting prices and levies for "within-quota® and "over~gquota®
milk sales. Provincial marketing boards and departments of
agriculturs are responsible for administering the national
program within their provinces. These provincial agencies
perform the following functions: allocate the pProvince's share
of the national guota amony individual dairy producers, act as
the sole buver of milk from farmers, allocate the quantities of
milk to all processors, and establish rules for buying and
selling guotas. :

Approximately two-thirds of all milk produced in Canada is
regulated by the national quota bprogram for industrial milk.
The CMEMC determines the national gquota annually by estimating
the supply of milk necessary to satisfy domestic consumption
and exports plus a small reserve to balance the usual shortages
and surpluses in production that occur among provinces, After
setting the total quota, which has remained relatively constant
since 1980, the CMSMC allocates portions of it (called Market
Share Quotas or MSQ's) to each province. When the pProgram was
instituted in 1970, each province's share was based on its
historical percentage of national milk production. Because



MSQ's cannot be exchanged between provinces, large milk pro-
ducing regions like onptario and Quebsc were guaranteed larger
shares of the manufacturing milk market than provinces with
historically smaller shares of national production. Determin-
ing each region's duota allocation has perhaps been the most
politically sensitive task faced by the eMsMe and it vemains  a
source of inter-reglonal rension among provinces.

once the national gquota is in place, marketing boards or
departments of agriculture base each fTarmer's quota on the
individual's historical share of +the province's milk product-
ion. The guota entitles the farmer to recelive the within-guota
price for all milk sold uvp to the level of the guota. This
level is set by the marketing board or department of agricul-
ture on an annual basis.

canada uses a two-tiered pricing system for industrial
milk--one price for milk sold within the guota and another
price for milk sold over the guota. To illustrate, conslder
the following price calculations, which are actual flgures fox
the farm price of industrial milk in the 1985-86 marketing vear
{(see Table 1) .2 First, a base price called the nguaranteed
market price" is calculated. This price is calculated by a
formula that welghts the cost of milk production by 45 percent,
the Consumer Price Index by 35 percent, and & #"Judgmental
factor?® (currently fixed at $5.00 per hundredweight) by 20
percent relative to how general conditions have changed since
1975. HNext, a processcy margin is deducted to allow for the
fact that the market guavantee price is for butter and nonfat
dry milk rather than raw milk.4 Similar to the price support

2rpor example, in 1982 British columbia withdrew from  the
national program because their request for additional guota was
not granted by the CMSMC. British Columbia reentered the
program in 1984 when the CMSMC finally agreed to increase their
M8Q. Such inter~regional tensions are difficult to avold under
a system like this because expanding one region's guota
necessarily means decreasing another region's share of total
production.

31l prices used in this paper are expressad in Canadian
dollars unless otherwise noted.

4ppis is virtually identical to the npake allowance" used

in determining product prices paid by the Commodity Credit
Corporation for putter, cheese, and nonfat dry milk under the
U.S. price support program. The wake allowance O¥ processor
margin, in theory, represents the cost of menufacturing cheese,
putter, ox nonfat dry milk excluding raw milk. Therefore, the
(Footnote Continued)




Table 1. Formula Used by the Canadian Dairy Commission in
Establishing Within~Quota and Over-Quota Industrial
Milk Prices.*

.—_,u..—.._—_..-v..-.n——mm_m-___—.—-m._-m.“—uqu—“mm—mm__—m__m-——m__—-—.-.—n--—_._-“-..—-_..._m_

Canadian $/Hundredweight

Factor Within Quota Over-Quota

Guaranteed Market Price 20.00 20.00
minus Processor Margin 2.52 2.52
eguals Producer's Market Return 17.48 17.48
plus Direct Income Payment 2.66 2.66
equals Gross Target Price 20.14 20.14
less Marketing Costs 1.21 1.21
aquals Net Target Price Before

Quota Levy -18.23 18.93
less Ouota Levy 2.27 16.76
equals Nel Farm Price 16.66 2,17

Approximate U.S8. Equivalent 12.30 . 1.60

.,.__.-.-.,.mm_hmmmmm“-ﬂmw_mm-nm—-mm_.-am-.__n,__.mm..._—.u--—-nu-——-—.._m--——_..._.—n-_-—__—.

* These numbers are taken from Jesse and Cropp (1986), who used
Dairy Facts and Figqures at a Glance, Dairy Farmers of Canada,
Ontarioc, November 1985, as their source.




for milk used in the U.5., the producer’'s market return is a
target price to bhe paid by processors for raw wmilk used in
nanufacturing butter and nonfat dry wmilk. Third, @& direct
income subsidy, not reflected in the prices paid by processors,
is paid to farmers.> The resulting price i the gross target
price for industrial milk. The net target price is equal to
the gross target price minus hauling, promotion, and adminis-
trative marketing costs. Up to this point, there is no differ-
ence between the within-guota and over-quota price for indus-
tyrial milk. The net farn price for industrial milk sold up to
the guota is egual £o the net target price {18.93) minus the
within-quota levy {$2.27). The net farm price for industrial
nilk sold above the quota 18 equal to the net target price
($18.93) ninus the over-guota levy ($16.76) . compared to the
manufacturing milk price in the U.5%. {(the Minnesota-Wisconsin
price) for 1985, the canadian price for within-guota milk
($16.66 CAN, Or #12.30 U.S.) was about $1.00 per hundredweight
higher and the price for over~gquota milk ($2.17 CaN, $1.60
U.58.) was about 56,70 peyr hundredweight lowel.

The dramatic differences in net farm prices shown in
rable 1 illustrate that +he over-gquota levy is the principal
mechanism for discouraging production of industrial milk in
eycess of the total guota. gince 1980, the over-guota levy has
increased 109%, from apout $8.00 to $16.76 per hundredweight.
This increase was implemented in reaction to eXcess production
experienced by canada during the 1980's. Thus, contrary to
what some claim, guota prograns are not always effective in
eliminating surpluses of dairy products.

The Provincial oucts Programs for rFluid Milk

Milk used in fiuid products, which represents about
one-third of Canadian production, is regulated via individual

(Footnote continusd)

price support for nilk is really @& target price that the
goverrmment uses to indirectly support raw milk prices by buying
these preoducts Irom manufacturers at prices equal to the price

support plus the make allowance.

5rhe subsidy is added onto the price here in order to
illustrate the true price received by daliry farmers for
within-quota industrial milk. The reason the CDC tries to keep
the price of industrial milk relatively low is because the
demand for manufacturing products iz more price responsive than
the demand for fluid nmilk. That 1s, an increase in the price
of cheese, for exanple, will cause a larger decrease in the
quantity demanded than an eqgquivalent increase in the price of
filuid milk.




provincial guotas, The milk marketing board (or department of
agriculture) gets sanitary regquirements, quality standards, ang
prices for fluigd milk. a1l Provinces are self-sufficient ip
Supplying their markets with fluig milk. The discussion that
follows uses +he Ontario program as an illustration of the
mechanics of a provincial plan.

The Ontario Milk Marketing Board (OMMB) wag established
under the Canadian Milk Act of 1gg5, The OMMB is made up of
dairy farmers in Ontario and is cbmpletely financed by al1
Eroducers., Policy decisions are made by a Board of Directors,
comrposed of thirteen elected dairy farmers, who Serve four-year
terms.

Uniike industriat milk quotas, the oMMB allocates fluig
quotas to farmers on a daily basis to assure an adequate daily
SUpply of fresh fluid milk. Fluid quota holders are required
to supply at least go percent of their dquota on g monthly
basis., If they fail +o do this, producers forfeit some of
their guota to the OMME. The total amount of the fluig quota
and the allocation of Shares to producers is determined by the
CMMB. In order to hold a fiuig quota, a farmer must produce
fluid grade milk ana must hold MSQ so that milk sold in excess
of the fluid quota is manufactured inteo dairy products, In
1985, 96 percent of milk produceg in Ontario was under fluig
quota,

that takes into account changes (from a 1570-1972 base Period)
in the costs of  production and general economic conditions,
The cost of Production indices used in adjusting fluig Prices
are the farm input price index, which ise welighted by 2¢ per-
cent, and the feed price index, which is weighted by 10 per-
cent. Changes in general economie conditions are measured in
the fluid price formula by the wholesale price index (30
bercent), average weakly earnings of industrial workers in
Ontario (15 Percent), and fluig sales as g percentage of a1j]
milk sales (25 percent) .

The price miik handlers must pay for milk used in fluiq
pProducts is typically about $4 to $5 per hundredweight higher
than industriajl milk, However, since the oMMB aliocates nmore
fluid quota than ig necessary to supply the market, a classi-
fied price system is used for determining pProducer prices.
While fluid milxk handlers pay the higher fluig class prices for
the raw milk they purchase, dairy farmers receive a blend or
uniform price, which is a weighted average of the fluig and the
industrial milk prices (the weights on each price are the
utilization percentage for fluid ang industrial miix products),
For example, Suppose that the fluig price ig $19, the indus-
trial price is $i5, and 65 bercent of the totaj fluid quota
milk is processed into fluid milk products. 1In this case, the
farmer's blend Price for his fluid quota is $17.80 [($19 x -65)



+ ($15 x .3331]. The blend price [O¥ £iuid milk is typically
just under $2 per hundredweight higher than the industrial milk
price.

Table 2 presents a simple example of the impact of this
program on farm revenue for tWo different production scenarios.
consider a dalry producer with the following gquota allocation,
prices, and production costsa: :

Fluid Quota = 1,000 out. §
Blend Price = $18.00/0wWh.

Msg = 1,000 cwlt. ;
Within-Quota Price = $16.66/cwt.

over-Quota Price = $2.17/cwt.
cost of Milk production = §1l2/cwt.

case 1 - the farmer produces 1,000 cwht., more than his
fluid and industrial guotas. In this case, net revenue from
fluid sales is 56,000 ($18,000m$12,006), net revenue from
within-industrial-gquota sales is $4,660 ($16,660w$12,000), and
net revenue from overwindustrialmqucta sales 1is -$9,830
($2,170w$12,ﬂ@@)3 Bescause the over-guota price is so much
jower than the gquota prices, the total net revenue in this case
is only $830.

Ccase IT - the farner produces exactly his total gquota
allocation. In this case, net revenue from fluid and within-
industrial-guota sales is the same as case I. However, because
+he farmer is staying within his guota on 211 milk sales, his
net revenue in this case 1s %0 instead of ~$9.830. His total
net revenue, therefore, is 510,660,

Thegse two scenarios illustrate rhe significant economic
incentive a farmer has o produce and market milk within his
quota. 1In most instances, a farmer wishing to expand sales is
better off huying additional quota rather than gelling the
extra production at the over-MSQ price. This decision depends
upon the jevel of the over-guota penalty, the price of indus-

trial and fluid milk, and the cost of production.

Ouota Transfers

In Ontario and Quebec, guotas can pe transferred to
another party in three ways. Quotas can he transferred to
inmediate Ffamily members, sold as part of a whole farm sale, O
pought and sold in the guota gxchange. About 65 percent of all
quota transfers in recent years have been within the family, 30
percent througn the guota exchange, and 5 percent exchanged




Table 2,
Canadian Program.

A Simple Example of Farm

Level Revenue

Under the

...__._._.._......-__m,.-a—w_.-.-‘...-.,,_-—.-._.m...w..-...wa_—._...,-:m..,.-—.-_.‘_._—w....——_a_-_u,._m_.—-w...e——-..u.-.,....—.—.——._..._,_

Farmer produces

3,000 hundredweight.

Milk Sales

Gross Revenue

Fluid Sales $18,000
Within-Msg $16, 660
Over-Msg 52,170

Total $36,830
Case TII.

Milk Sales

Farmer produces eXactly at his

tion, 2,000 hundredweight.

Gross Revenue

Fluid Sales $18,000
Within-MSQ $16,660
OvernMSQ 50

Total $34,660

$12,000
$12,000

$12,000

$36, 000

quota

Total Costs

Total costs

$12,000
$12,000

$0

$24,000

allocation,

Net Revenne

$6,000
$4,660

-$9,830

5830

total quota alloca-

Net Revenue

$6,000
$4,660

50

$10,660

“mmmw"mwnﬂBmmu-n.ﬂﬂ—.“m-‘m‘nmdp-vhmm_l-q-_lﬂn-—_i__qnl_lwmlﬂm‘lnlnwn—ﬂ-_l—-—-—m_ﬂl---.-n———m-&-



with farm sales. If guotas are either bought and sold in the
guota exchange O in a farm sale, then the government taxes i5
percent of the total gquota. For exanple, in a nonfamily
rransfer of 100,000 pounds of guota, the government acguires
15,000 pounds. The resuliting azsessments are used to provide
guotas for new entering farmers and/or to reallocate additional
guota among gxisting farmers.

Quotas ars vaiuaple assgets because af the substantial
difference between the guota and over-guota prices. In a guota
exchange, the price of quotas depends upon 1) the difference
petween the gquota and pver-gquota price, 2y the supply of
quotas, and 3) rhe demand for guotas. obvicusly, gquotas will
be more valuable asg the Jgap between the guota and over-guota
prices widens. Farmers wishing to expand should be willing to
pay up to the penalty rate less the marginal cost of additional
production for extra guota. also, since the government does
not intervene to f£ix the price of guoctas, the supply and demand
of these certificates will affect the price of guotas. Like
any commodity, lower supply and/or greater demand causes upward
pressure on guota prices.

Table 3 shows the estimated values for fiuid and indus-

trial milk guotas in ontario and Quebec for 19280 and 1983. It.
ig elear from this table that quotas are valuable assets 1in
these provinces. 1IN ontaric, for example, the average price of

a fluid gquota in 1983 was over 2,500 per cow, OF worth $82,000
for a 32~cow herd. Added to fhe industrial milk quota value of
$52,000 for a 32~C0W nerd, the average farm's total guota in
1983 represented an aszet worth three and one-half times the
value of cash receiplts.

The Buropnean community Quota Progranm

Pricr te 1984, the EC Was sxperiencing a costly milk
surplus problem. Between 19075 and 1884, production of milk
increased on average by 2.5 percent each year, while consump-
rion remained relatively constant. By 1983, milk production
was 20 percent higher than compunity consumption plus exports.
As a result, the EC adopted a temporaky (s-year) quota plan in
March, 1984 for the ten sovereign country menbers.

The program is hased on a “guaranteed threshold® for milk
supply and a fauper-levy"” applied to all nilk sold above this
thresheld., The guaranteed threshold is an anmnount of milk
reguired to satisfy EC consunption and exports. The supexr-levy
ig used to discourage rhe sale of milk in excess of this
community~wide guota.
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the guaranteed threshold for milk marketings is equal to
total deliveries in 1981 plus 1 percent of this total.®  The
guaranteed total guantity of milk for the Commpunity is about
516 billion pounds of milk for each vyear the program is in
operation. This quantity is allocated to each member country
in proportion to their share of the EC'S marketings in 1981,
The three exceptions to this ave Treland and Italy which were
allowad to use 1983 as rhely base, and Gresce, which was given
105 percent of theilr 1983 deliveries as their guavanteed base.
The guarantesd total for the ten countries are shown in
Table 4.

Fach country is responsible for allocating its allotment
to producers (Or plants) in the lform of "reference guantities.”
Refersnce guantities (RG's) are ginply farm O plant-level
marketing rights that entitle farmers or milk handlers the
right to sell or buy a specified awmount of milk without penalty
over a l2-month periocd. Member countries are given two choices
for determining RQ's: farm level or plant level RQ. The first
formula allocates RQ directly to dairy farmers based on ‘their
historical share of the country's milk narketings (usually
1983) . Under this formula, farmers receive the target price
for all milk seld within their RO. ¥For milk sold above R the
farmer receives only 25 percent of the target price. Unlike
canada or the U.8., there is only one price for ravw milk
regardless of whether i+ is used in fluid ov manufacturing
dairy products. The second formula allocates RQ to milk
handlers based on their nistorical proportion of the gountry's
total purchases of raw milk. The buyer pays the target price
to farmers for all milk purchased within his or her RQ. For
milk bought over the RQ, the nandler ig reguired to pay the
government 100 percent of the target price. Handlers pass this
liability down in the form of lower prices paid to farmers who
have increased their plant deliveries. The money collected by
the government from hoth formulas is used to pay for the cost
of surplus disposal.

Unlike Canada, guotag cannot be bought or anld in the EC.
Quotas can only be transferred in two mannelss 1) to family
members and 2} as part of a dairy farm sale. Fach country may
decide whethar or not to rax  some of the guota on such trans-
fers., If a country does acgquire some of ¢#he guota when trans-
fers are made, then i+ adds it to the Bnational reseyve.” The
naticnal reserve is used by the government to deal with special
cases that freguently arise, such as farmers who have success«
fully argued for additional guota.

6There are also similar guota arrangements for producers
selling dirsctly to consumers. Tn this case, their guotas are
also edqual to +rheir 1981 sales plus 1 percent.
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The target price for nilk is frozen at its 1984 level
(27.43 ECU/100 kg of wmilk or, based on exchange rates for
July 14, 1986, about $11.56 per hundredweight in U.S. currency)
for the duration of the program. Because the target price 1is
frozen and farmers have to reduce their marketings, the EC plan
ig principally aimed at veducing government dalry expenditure
rather than enhancing income.

There are two other supply management programs used in
several countries of the EC. Germany, France, Italy, and the
United Kingdom adopted a type of whole herd buyout program
aimed at vetiring small and older farmers from dairying.
Although each program differs, the basic idea is to offer some
payment plan Ffrom the government in ewxchange for the agreement
te ceasze wmilk pr&ductlcn permanently. In addition, the entire
Community uses a Yco-responsibility" levy to help pay for the
quota program. This levy is egual to 3 percent of all milk
marketings.

Differences Between the Capasdian and BEC Programs

There are several major differences between the Canadian

and EC guota programs. These differences are briefly sum~
marized in Table 5. The Ffivst difference has to do with the
principdl objectives of the program. In Canada, the main

objectives appear to be price enhancement as well as supply
control. On the other hand, the main objective of the EC guota
program is to reduce QQernmenL costs. Thisz is evident from
the fact that the target price was not increased to offset
losses in revenue due o milk marketing reductions wmandated
from the program. Another difference 1is the duration of each
policy The Canadlan program is a permanent policy that has
been in operation for over 16 years. The EC quota System is a
temporary measure that is scheduled to be reviewed in 19%0. HNo
one really knows whether the program will be continued or
renewed at the end of this five-year period.

The two programs alsc differ in the type of milk covered
and the agents rveceiving the guotas. In Canada, the gquota
system is actually two separate programs, a naticenal program
for manufacturing milk and individual provincial programs for

fluid wmilk. The EC plan makes no distinction between fluid and

manufacturing milk. A1l users of raw milk, be they fluid
processors or cheese makers, pay the saune price for this
commodity. All guota holders in Canada are dalry farmers. in

Burope, depending on the country, milk handlers may bhe issued
quotas instead of producers. In the case where buyers receive
RQ's, penalties for over-guota purchases are passed down to
farmers that have increased milk deliveries.

If the Buropean and Canadian quota systems have anything
in common, it is the very high penalties paid for selling millk
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above the guota. For the 1985-86 marketing year, Canada’s
penalty is almost 90 percent of the target price and Europe's
penalty is 75 percent of the target price for milk. Another
similarity is that Dboth Canada and the EC use levies on all
milk sales so that farmers share the cost of dalry prograns.
Eurcpe employs a 3 percent co-responsibility levy so that
farmers share in the cost of these programs. In Canada, farmers
selling milk within their MSQ wmust pay a levy ($2.27/cwt.} on
their milk deliveries to help pay for program costs and surplus
disposal.

There are two final differences between programs. While
guotas may be bought and sold in Canada, in the EC they can
only be transferred either through farm sales or given to
family members. Quotas are still valuable assets in Europe,
but no estimates on thelr wvalue are currently available.
Another difference has to do with additional programs Lo manage
milk supplies. In Burcpe, several other measures are taken in
some countries. As was mentioned, several countries use a type
of whole herd buyout program aimed at retiring small and older
farmers from production. There are no eguivalent wvoluntary
supply management programs in Canada.

Advantages and Disadvantages of Quotas

As is the case with any policy, there are advantages and
disadvantages of quota programs. Most of the pros and cons of
mandatory supply management have to do with eguity and effi-
ciency implications. The following is a list of some of the
strengths and weaknesses of such prograns.

Advantages

1. Much of the cost of surplus milk production is transferred
to those farmers causing the problem. If a farmer stays
within his base, then she or he is rewarded by a "fair"
price. Farmers producing above thelr gquotas must pay

stiff penalties on this surplus. As has already been
stressed, these penalties are in the neighborhood of 80
percent of the price supports in Canada and the EC. This

is a sharp contrast with the U.5. price support program
where penalties are not used.

2. Quotas provide a wmechanism (the over-guota levy or pen-
alty)} to discourage excess production. It is important to
note, however, that there are forms of voluntary supply
management that alse provide these mechanisns. For
example, the U.3. whole herd buyout program offered
producers a chance to guit farming for 5 years by paying
them to slaughter or export their dairy cattle. The Milk
Diversion Program also reduced milk production by paying
participants to cut back on their marketings.
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Because prices are generally Thigher (or not lower) under
quota programs as compared to other policies, quotas may
increass the chances of survival for the small farmer.
For example, a recent report by the Office of Technology
Assessment concliuded that the probability of a 52-cow
Minnesota dairy farm surviving with current policy over
the next 10 years is 74 percent. Under a guota program,
which the report assumed would increase farm prices and
reduce production, the chance of survival is estimated to
be 892 percent.

Alterpatively, gucotas may actually speed up the process of
of farm exit from the industry, which has the positive
effect of reducing total supplies and raising prices.
This iz due to the fact that guotas may have effects
similar to that of a whole herd buyout program. Because
guotas become valuable assets in their own, some farmers
may chooge to sell them and retire from dairy farming.
Although mandatory supply management programs may have
conflicting effects on farm survival, the Canadian experi-
ence shows That the dominant effect may be ko encourage an
exodus by some producers. Canadian gquotas have caused a
larger exodus from dairy farming than would have otherwise
been the case. for example, between 1970 and 1985 (the
vears that the national program has been in place), the
number of dairy farms in Canada fell 64 percent. This
G@mpares toe 8 BY percent decline in U.S. dairy farms for
the same peviod.

If designed properly, gucotas oould be a relatively inex-
pensive or avan a saﬁquupport ng policy. A self-suffi-
cient guota program which would not cost taxpayers any-
thing could be designed. However, in practice the price
effect of quota programs must be balanced against polltlm
cal considevations r@garﬂlwg increases in consumer prices.
For example, Canada beidizes industrial milk prices by
paying farmers 32066 ﬁ@r hundredweight in order to keep
consumer prices down while still enhancing farm income.
In Fact, th dairy %uaﬁldiea are the largest share of all
agriculture subsidies in Canada. This suggests that guota
programs arve not always budget savers compared with other
alternatives.

Guota  prograns generally reduce price uncertainty.
farmers in Canada and  the EC know with a fair degree of
certainty the price they will receive for their milk sales
over the marketing vyear. Both the EC and Canadian pro-
grams have also been szuccessful in curbing excess mnmilk
production. In the EC, for example, the gap between
production and Gun&umptiﬂn went f£rom being 48,5106 million
pounds (milk equivalent) to 26,460 million pounds between
1983,/84 and 1984/85%, a decrease of 46 percent. With
penalties as high as they are in the EC, this trend should
continue over the duration of the program.



Disadvantages

1.

one major disadvantage of mandatory quotas is that they
lead to a less economically efficient farm sector. The
most efficient farmers are more rastricted from increasing
production. This is inefficient from a societal perspec-
tive because it inhikits the lowest cost farmers from
producing more wmilk even though they have a comparative
advantage. Quotas also lock in geographical production
patterns, effectively prohibiting adjustment over time.
One might guestion whether maintaining an inefficient
regionis dairy farms in an age where transportation
technology snables milk to move freely from one region to
another is good economic policy. Finally, 1f guotas are
not transferable among regions (like the rules of duotas
in canada and the EC), changes on the demand side are
ignored. For instance, some regions mway experience
significant increases in population, but way have a small
quota allocation. In this situation, these regions will
have to import much of their wilk to satisfy demand, even
when it wmight be more efficient for them to increase
internal production.

For farmers, ons unattractive aspect of guotas is the loss
of freedom in decision making. Quotas are gquite rvestric-
tive in the sense that producers are told how much they
can and cannct produce. This is guite a departure from
current U.8. dairy policy, which places no mandatory
production restrictions on the farmer.

Another disadvantage of guotas is the political difficulty
that may arise in administering the program. The alloca-
tion of marketing rights among regions in the country has
caused political problems in Canada, as well as the EC.
1t ig very difficult to design an allocation scheme which
makes everyvone happy. If the U.S. adopted a gquota system,
how should regional shares be allocated? 8Should Wisconsin
and Delaware get a share egual to some historical base
pericd of marketings? Should guotas be transferable
between states? These are very difficult guestions to
address and inter-regional tension would in all likelihood
be a side effect of guotas.

Quotas become valuable property to the initial holders,
but they represent significant costs te new farmers or
farmers wishing to expand. The ilmportant point is that
benefits to existing farmers constitute a once-and-for-all
capital gain, paid for by future generations of dairy
farmers and consumers in the form of higher prices. Some
may consider this undesirable from a nolicy perspective.

Consuners bear the burden of these programs in the form of
higher prices. If the program is not designed properly,
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higher consumer prices could cause significant reductions
in consumption, leading to the need to reduce gquotas. But
if quotas are further reduced, prices would have to be
increased to offset the drop in farmer income. This
process could become an endless cycle unless subsidies
were paid directly to farmers in order to avoid this
vicious circle.

6. Finally, once adopted, a quota program would be very
difficult and costly to dismantie. Those owning quotas
would have to be paid to give them up. In some respects,
it is similar to the Social Security Program. The govern-
ment iz unlikely to pull the plug on the Social Security
Program without paving back people who have contributed to
it over their lives. The same analogy would hold for
those who bought their way into dairy farming by pur-
chasing quota marketing rights.

Summary

This paper has presented an overview of quota programs in
Canada and the EC. It has also examined some of the prosg and
cons of mandatory guota programs in general and in light of the
EC and Canadian experience. It is important to note that the
design of existing programs depends heavily on the culture,
economic and pelitical institutions of each nation. If the
U.S. decides to implement a quota program, the architects must
build a program viable for the U,S. economy, rather than trying
to produce a carbon copy of either the EC or Canadian systems.

Since quota programs would be a drastic departure from
current U.8., dairy policy, farmers and policy makers should
spend a good deal of time welghing the advantages against the
disadvantages of this form of supply management. There are
certain to be gainers and losers from such a policy shift.
Also, as previocusly noted, once in place, a guota program would
be nearly impossible to remove. This reinforces the argument
that quotas must be closely studied before enacted as U.S.
dairy policy.
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