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Introduction

This statement focuses on a general assessment of current dairy policy
and a discussion of the needs associated with the next generatiomn of dairy
policy. The statement does not focus on the specific concerns CT needs of
the Northeast or New York, but it does include some regional perspectives.

Dairy policy and policy making (and, to a considerable extent, agricul-
tural policy in general) has been preoccupled with the current problem of
excess supply. Although the immediate problem is serious and demands atten-
tion, the solutions that have been proposed and the focal points of the
policy debates have generally not been well oriented to long-run goals.
Therefore, we feel it is highly appropriate that the Joint Economic Com-—
mittee and others begin formalizing some strategies for the next generation
of farm policies.

Current dairy and other agricultural policies have the same fundamental
design as those that were originally inspired by the Great Depression. Ob-
viously the economic climate and economic conditions have changed dramat-
ically since then. It may well be appropriate to carefully think through
the merits of these policies and programs and to try to ascertain whether or
not they can be justified given current and expected future conditiouns.
Nevertheless, we do not attempt to deal with that issue in this paper.
Rather our statements are predicated on the general assumption that, al-
though changes in some aspeclLs of specific policies are needed, it would not
be advisable to make sweeping changes in policies or to eliminate one of
more of the various dairy programs. Iu the following discussion we attempt
to identify and comment on the major policy issues as we see them.

Policy Issues

Farm Price Supports

Current dairy price support legislatiomn dates back to the 1949 Agricul-
tural Act; however, the concept of using public policy imstruments to raise
farm prices and incomes has roots in the 1920s and 1930s. The initial aim
of New Deal dairy programs was to raise farm prices and incomes to Tequit-
able" levels as soon as possible. Whether or not 2 gshift in emphasis has
been formally codified, it is generally agreed that the justification for
current federal dairy pricing policies rests primarily on the perceived need
for and presumed benefits from promoting stability in prices and marketing
conditions. A federal program that provides an outlet for manufactured milk
products at prices and under conditions that promote orderly and stable
markets may well have long-run merits for the dairy industry and the general
public. For such a program to maintain long-run public benefits, it must be
administered in a fashion consistent with long-run supply and demand and not
be used to overtly enhance farm incomes.

This kind of program objective is feasible; however it is very diffi-
cult to achieve in the kind of highly politicized legislative enviromment
that has existed for the last several years. Recent efforts to solve the
dairy oversupply problem indicate that many people feel that the dairy price
guppert program as it is now constructed has failed and that a new approach




is needed. 1In our opimnion, current problems were not caunsed by an inherent
flaw in the design of the program; rather the program was misused and sub-
jected to political maneuverings to which it should have been protected (see
exhibit 1, pp.3-8). Of the many alternatives available, the current program
may be the best type, given the type of long~run goals we stated earlier
{see exhibits 2 and 3).

Dairy Import Quotsas

Quotas are a practical necessity when a country supports domestic
prices above world trade prices. As long as the U.S. keeps a price support
program like the one it has, 1t would be well advised to keep quotas on
dairy product dimports. Current quota levels are probably reasonable.
Bringing casein and lactose imports under quotas might be consistent with
the overall U.S. dairy quota program but may be inconsistent with the prin-
ciple of comparative advantage. At any rate, the impact of these and other
imports on the cost of the price support program and the magnitude of excess
supplies is generally over-emphasized.

Marketing Policy and Market Competition

Federal milk marketing orders, initiated in the 1930s, were originally
intended to increase farm prices and to redress the oligopsonistic behavior
of dairy processors. The former goal has been and should continve to be
de-emphasized. The relevance of the latter goal may need to be re-examined,
but we suspect that 1t remains a reasonable justification for marketing
orders (see exhibit 4},

Although the basic legislation may not need much adjustment, the spe-~
cific provisions of federal orders merit thoughtful review. For the most
part this should be possible through normal administrative channels.

One issue that has recelved considerable public attention d1e the
pricing of reconstituted milk., The importance of this topic is far less
than the attention it has received would imply. Moreover, a position inter-
mediate to that taken by USPA and the chief antagonists should be feasible
{see exhibit 5). Nevertheless, before any changes in the pricing of recon-
stituted milk were made, we would endorse a more complete review of the
strategy and philosophy behind federal order pricing in general, It is im-
portant to look at the big picture not just a small part of it.

Critics of federal orders and other dairy programs have often assumed
that the altermative to these regulations and policies 18 an unfettered,
competitive market, Unregulated dairy markets would not conform to per=-
fectly competitive stendards. As often applied in policy analysis, the per-
fectly competitive market iz not an appropriate norm. It 18 an unrealis=-
tically rigorous standard. However, we believe that regulationz can be used
to make an inherently noncompetitive market perform more like a competitive
market. Regulations of this type deserve public support,



Cooperatives

Dairy farmer cooperative are an important and growing force in the U.S.
dairy industry. In 1981 about 84 percent of all dairy farmers shipping milk
under federal milk marketing orders were members of one of the 269 dairy
cooperatives operating under federal orders nationwide. These asscciations
ranged in size from very large organizations covering several states and
many federal order wmarkets to small, local cooperatives associated with a
single processing plant. Dairy cooperatives are involved in a varisty of
activities including finding outlets for member milk, providing farmers
assistance with production problems, coordinating hauling arrangements, pro-
viding market information, and with increasing frequency, owning and oper-
ating manufacturing and processing facilities for milk and dairy products.
Many cooperatives are also involved in activities that affect non-members
and private milk dealers, such as manufacturing milk not needed for fluid
purposes (thereby balancing the market), negotiating milk prices in excess
of federally-mandated minimum prices, and providing private milk processors
with a wilk supply to fit their production schedule., With few exceptiouns,
dairy farmers rate cooperatives favorably relative to private milk buyers
(see exhibit 8).

Dairy cooperatives and the federal milk marketing order system enjoy a
symbictic relatiomship. The order system relies on cooperative stewardship
to keep order provisions up-to~date and workable. Cooperatives recommend
order amendments and offer farmers information on the order system. Bloc
voting by cooperatives on behalf of their full membership makes maintenance
of the order system easier. Cooperatives derive benefits from the order
program through order enforcement of classified pricing and fair rules of
exchange between farmers and wilk buyers. Neither federal orders nor co-
operatives would be as strong without the existence of the other
institution.

In the past 10 years or so, dairy cooperatives have been charged by
some with the accumulation and abuse of political and market power. In the
main, these charges are unfounded. Through their heavily endowed Political
Action Committees, dairy cooperatives exercise considerable political power.
This power is wielded under the rules applying to any and all groups at-
tempting to influence Congressional and Executive decision. Dalry coopera-
tives appear to be operating legally and ratiomally, the traasgressions of a
very few in the late 1960s aside. One might question their aims, strate-
gles, or successes, but' they are operating within the prescribed system.

Market power by dairy cooperatives is a veality today just as it was
throughout the 1970s. This market power, however, is tenuous in almost all
cases and with few exceptions, its abuse is ephemeral. This is true for
three primary reasons. The first reason is cooperatives' ipability to con~
trol the total supply offered for sale. Without supply control, classic
monopoly or oligopoly gains cannot be captured by sellers. Second, dairy
cooperatives face tough competition from independent milk supplies and each
other. In almost every market, sufficient uncommirted milk supplies exist
to help discipline cooperatives' price demands. Moreover, the dairy cooper-
ative community does mnot behave as a unified group of daiyxy farmer asso-
ciations working for the good of their collective membership, despite some
rhetoric to the contrary. Inter—-cooperative competition can be intense and
helps to prevent the abuse of market power theoretically possessed by a




cobperative. Four-firm concentration ratios for dairy cooperatives are
above 0.50 in most U.5. markets but these ratios are not barometers of
market power or its abuse, The final reason that apparent market power is
seldom manifested is that large private bulk milk buyers, most notably inte-
grated chain stores, can and do exert a major influence over cooperative
pricing decisions. These big private accounts often name the tune to which
milk supplisrs will dance.

Cooperative-negotiated prices in excess of federal marketing order
minimums are perhaps the most frequently cited symptom of the abuse of
market power., The research evidence suggests that there have been short
periods of time in a limited number of markets when premium prices likely
refiected undue .price enhancement. For the reasons previously enumerated,
however, these gains were short-lived. In the research literature price
premiums have been linked most strongly with the costs of providing services
to milk buyers and with the extra money needed to induce milk to move from
surplus to deficit fluid markets,

It is our belief that dairy farmer cooperatives are an important com-
ponent of the marketing system. They provide a viable alternative to the
private milk buyer but appropriately, natural market pressures ccntinue to
exist for an independent, wunaffiliated milk supply. Large processors and
other cooperatives limit cooperatives' exercise of market power, Coopera-~
tives bring some order and cohesiveness to the marketplace and establish a
place for the willing dairy farmer in the market beyond the farm gate. ‘Make
no mistake! These organizations are not possessed of any special wvirtue
whereby objectionable behavior is automatically spurned. Rather, the
marketplace and the very nature of such voluntary organizations tend to
yield such a result., It is clear to us, however, that it is unwise to rely
solely on these "invisible” diseiplinary forces. The authority of the
Secretary of Agriculture under Section 2 of the Capper-Volstead Act to pro-
hibit undue price enhancement should be wielded as a deterrent to coopera-
tive excesses. Moreover, the laws and regulations administered by the
Justice Department and the Federal Trade Commission should continue to be
applied to cooperatives as appropriate. In this latter regard, however, it
would seem reasonable to coordinate their activities and Jurisdictions with
that of USDA to ensure clear, consistent, and appropriate treatment of
cooperatives,

Product Identity Standards

Product identity standards generally serve to assure consumers that
certain products, especially those whose composition (identity) is difficult
for consumers to ascertain, meet some minimum standards. Recently, pro-
posals have been wmade to change the national standards of identity for fluid
milk products, in particular to increase the standards for their nonfat
solids content. There is nothing wromg with current standards in terms of
food safety or quality. Proponents of higher nonfat solids standards for
beverage milk believe that it will result in greater sales of milk {or at
least nonfat solids), which would help alleviate the current surplus prob-
lem. That higher solids standards would indeed result in more total milk
sales is questionable, The implications of these preposals need far more
careful study. We suspect that such proposals are not in the longer run



interest of milk producers or the general public. Further discussion of
this issue is provided in exhibit 7.

Generiec Promotion

A considerable amount of research on New York State generic milk pro-
motion programs has been done at Cornell (see exhibit B8). In general, the
conclusions have been that generic promotion can result in greater sales
than would otherwise occur and that dairy farmers receive a favorable return
on these investments. Recently proposals have been made that could result
in mandatory, 2~year nationwide assessments on farmers for the purpose of
generic milk product promotion (contrasted to present state or regional pro-
grams on which farmers have voted their approval). Cornell researchers have
attempted to estimate the impact of the latest such proposal {see ex~
hibit 9). They concluded that an effective promotion campaign of the mag-
nitude implied by the proposal might increase dairy sales from four to six
billion pounds (approximately 3 to 5% of 1982-83 U.S. marketings). Perhaps
these estimates should be viewed as optimistic; nevertheless the research
indicates that such a program may well be worth considering., Given goverm-
ment involvement in generic promotion programs that consists of no more than
providing 1) an opportumnity for farmers to decide whether or not to collec—
tively tax themselves for this purpose and 2) an administrative framework in
which to operate, we can see little reason to oppose such programs.

New York and tﬁe Northeast

Although the dairy industry is by no means a homogeneous entity across
the U.S., the problems and concerns in New York and the Northeast are re-
markably similar to those expressed by dairy industry leaders elsewhere.
Despite differences in average farm size, production per cow, costs of pro-
duction, and Class I utilization among wajor milk-producing regions, theilr
degree of reliance upon federal dairy programs is remarkably similar. While
regional solutions to. the current over-supply problem have been touted, we
do not feel they would be economically or politically sound .

Despite claims to the contrary, New York and the Northeast have been
contributing to the milk surplus problem. During 1981 and 1982, production
increases here generally lagged behind those in other major milk~producing
regions. Since late 1982, however, the rate of increase in the Northeast,
and especially New York and Pennsylvania, has been well above the national
average. While it's true that sales to the Commodity Credit Corporation
(cCC) from New York and Northeast manufacturers are significantly less than
sales from the upper Midwest or California (New York sells about 8% of its
production to the CCC, which is about the state's share of total U.S5. pro-
duction), the Northeast receives direct and crucial benefits from this
federal market-clearing program. This region can take some pride in the
fact that most of its manufactured dairy products find commercial outlets,
but wholesale prices in those national product markets are directly sup-
ported by the government's purchase program. The market prices that North-
east dairy products receive are supported by CCC purchases from California
and the upper Midwest. Moreover, through the linkage between the support
program and the federal milk marketing order program, farm level milk prices




(in. fluid and manufacturing uses) in New York and the Northeast are bol-
stered by the national level of price support. If the support price is
lowered $1.00 per hundredweight, the Northeast farmer's blend milk price
will fall by approximately the same amount. Clearly then, the dairy
industry in the Northeast and New York is dependent on the price support
program to undergird farm and wholesale prices.

There are some very ecomomically-sound reasons why New York and other
Northeastern states produce a significant share of the nation’s milk. These
include low costs of milk production, abundant land and water resoyrces, a
good tramsportation system, a restricted set of agricultural alternatives to
milk production, and proximity to huge retail markets. The inevitable re—
duction in milk prices which began last April with the collection of the
first 50-cent assessment, will do nothing to change the Northeast's compara-
tive advantage in milk production. Analyses performed at Cornell University
indicate that times will be hard for Northeast dairy farmers (see ex=
hibits 10 and 11), but they will be hard for milk producers nationwide. In
fact, producérs in the South and the West, where costs of production——
especially feed--are high relative to the Northeast may be squeezed first
and hardest. In our judgment, New York and the Northeast will emerge from
the impending nationwide adjustment as they went in, major milk-producing
areas. The tramsition will not be easy. The absence of good alternative
agricultural enterprises in many parts of the Northeast suggests that many
dairy farmers in this region will find it less difficult to survive than to
develop alternative uses of their resources. Unfortunately, there is no way
out of our serious over-capacity problem except through reductions in cow
numbers and dairy farmers. In the long run, our milk supply will be pro-
duced by fewer cows on fewer but bigger farms and will be processed in fewer
but larger plants. This is true in the Northeast and nationwide.

There is one factor exacerbating New York dairy farmers' hard finaneial
times which producers in many other parts of the country do not face. This
is the generally more fragmented and less financially-sound set of dairy
farmer cooperatives in New York relative to most cther parts of the country.
This has resulted in relatively greater marketing inefficiencies and higher
marketing cests in this area. Dairy farmer members pick up the tab for such
inefficiencies. Leaving such an association, however, is also costly for
farmers because of the equity capital they have contributed over the years.
These problems must be dealt with by the respective organizations, indi-
vidually and collectively. There is really nothing more that government can
or should do to assist these organizations. It is, however, important to
appreciate these problems and recognize that they work to frustrate the
ability of New York's cooperative milk marketing system to make adjustments.,
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