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Abstract:
This study is concerned with the structure of and promotional methods used by the dairy distributing
industry in Montana. Analysis of the structure relates the scope of operations and number of products
carried to pounds of milk equivalent handled annually. Analysis of promotional techniques determines
the extent of use and appraisal of two areas — retail selling and advertising. Use of pricing policies for
promotion is also analyzed for extent of use and method of determination.

More than one third of the dairies in Montana are local enterprises handling less than 800 thousand
pounds of milk equivalent annually. The area covered by dairies in their own trucks increased as their
volume increased. Some dairies handling over 3,200 thousand pounds of milk equivalent distribute
milk more than 200 miles from the community where the plant is located. The number of products
handled increased with the increase in the size of the firms.

Three broad areas have been suggested as avenues for increasing dairy consumption. These areas
include retail selling, pricing, and advertising. The dairies in Montana mostly train their drivers on the
route layout and neglect the training on product promotion. This training does not create milk
salesmen. Pricing is not a competitive factor as it is set by the Montana Milk Control Board. Quantity
discounts are used by some dairies to get larger containers of milk into the home. One of the major
problems encountered in Montana is the lack of coordination between promotional methods. No dairy
had a coordinated program including all their products and encompassing all the media they used.

This study pointed to the need for more research to measure the effectiveness of promotional methods.
A recommended field for more research would be to study consumer response to various promotional
schemes. 
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ABSTRACT

This study is concerned with the structure of and promotional 
methods used by the dairy distributing industry in Montana. Analysis 
of the structure relates the scope of operations and number of prod
ucts carried to pound's of milk equivalent handled annually. Analysis 
of promotional techniques determines the extent of use and appraisal 
of two areas —  retail selling and advertising. Use of pricing 
policies for promotion is also analyzed for extent of use and method 
of determination.

More than one third of the dairies in Montana are local enter
prises handling less than 800 thousand pounds of milk equivalent 
annually. The area covered by dairies in their own trucks increased 
as their volume increased. Some dairies handling over 3,200 thousand 
pounds of milk equivalent distribute milk more than 200 miles from the 
community where the plant is located. The number of products handled 
increased with the increase in the size of the firms.

Three broad areas have been suggested as avenues for increasing 
dairy consumption. These areas include retail selling, pricing, and 
advertising. The dairies in Montana mostly train their drivers on the 
route layout and neglect the training on product promotion. This 
training does not create milk salesmen. Pricing is not a competitive 
factor as it is set by the Montana Milk Control Board. Quantity dis
counts are used by some dairies to get larger containers of milk into 
the home. One of-the major problems encountered in Montana is the 
lack of coordination between promotional methods. No dairy had a co
ordinated. program including all their products and encompassing all 
the media they used.

This study pointed.to the need for more research to measure the 
effectiveness of promotional methods. A recommended field for more 
research would be to study consumer response to various promotional 
schemes.
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PART I

INTRODUCTION 

The Dairy Situation

In terms of marketable products the dairy industry is the largest 

single component of American agriculture. It is an important element in 

the economy of all 48 states. Throughout the nation the composition of 

the dairy industry is characterized by significant changes. The entire 

industry is reflecting similar changes to those taking place in other 

phases of the agricultural economy.

The number of farms with milk cows declined 4 to 6 percent pe,r year 

from 1949 to 1 9 5 8 The farms remaining in milk production have shown 

a tendency to become larger in number of cows per farm. In the last 14 

years the number of dairy cows declined every year, with the exception 

of 1953. Counterbalancing the decrease in cow population, however, has 

been an increase in milk production per cow. This increase in milk pro

duction has been generated by better management, feeding, and breeding 

advances.

Montana has been no exception to the above trend. Ini Montana 

dairying is an important industry, ranking fourth in farm income. It 

follows food grains, meat animals and feed crops. The dairy industry 

in Montana has followed the general trend of fewer but larger and more

l/ National Milk Producers Federation, Dairy Producers Highlights,
Washington, D. C., 1957, p. 12.
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efficient producing units. Total milk production in Montana in 1957 

was 504 million pounds and the gross income from dairy products was 

approximately $18 miIlion.-i/ If we also include the income to dairy 

farmers from the sale of their dairy livestock we need to add about an

other $6 million.^/ However, production of milk in Montana is declining 

as illustrated by the fact that production in 1948 was 609 million 

pounds.

At the same time that changes have been taking place in milk pro

duction techniques there have been correspondingly dynamic changes in 

milk marketing. Even though total production has been declining in Mon

tana, milk sold to plants and dealers for fluid and manufacturing use 

has nearly doubled in the last 10 years. During this same period the 

amount of butterfat sold to plants and dealers in the form of cream has 

declined from 11 million pounds to slightly over 6 million pounds an

nually. Coupled with this trend the amount of milk retailed by farmers 

has decreased by two—t h i r d s . T h e s e  shifts also reflect the national 
trend. Some of these changes in the dairy industry may be attributed to

l/ Montana Department of Agriculture, Montana Agricultural Statistics, 
Helena, Montana, 1958, pp. 29-30.
National Milk Producers Federation, op.cit.. This $6 million was 
was arrived at by taking the estimated -marketings of animals from 
milk herds as a percentage for the nation. This percentage (38.3) 
was then used to determine the value of dairy stock sold in Montana.

S/ Montana Department of Agriculture, op.cit., pp. 29-30.
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industry technological.advances= Farmers also are making adjustments 

to take advantage of alternative opportunities as well as changing cost- 

price relationships in livestock ,enterprises. In Montana there has been 

a definite shift in dairying from the plains region to the comparatively 

more favorable producing areas of the mountain region. These changes in 

the method milk is sold by the producer to the distributor have gener

ated a marketing problem in the dairy industry.

The dairy situation in Montana has been seriously disrupted by the 

lack of equilibrium between the amount of milk supplied to distributors 

and the amount demanded for whole milk and whole milk products. The de

mand from consumers has not kept pace with the increased amount sold to 

distributors. The per capita demand has actually declined. Data for 

Montana are not available but for the nation, consumption of fluid milk de 

dined I percent per capita in 1958^  Offsetting this has been an in

crease of 1.8 percent in population. Population increases have actually 

increased the total amount of fluid milk demanded. This increase is one 

of the major factors causing the lethargy of dairy distributors towards 

increasing consumption through promotional means.

To alleviate the resulting surpluses and their effects on prices,
• ,

the government has been purchasing large amounts of milk products under 

the support program for several years. In recent years the percentage

.17 National Milk Producers Federation, News for Dairy Co-ops, Vol. 17,
No. 10, Washington, Dv C., March 6, 1959, p. 3.



of total production purchased by the government has dropped from a high 

of 8.3 percent in 1953 to 3.8 percent in 1958.1/ The industry has de

veloped a self-help attitude toward the solution of this problem and 

is attempting to reverse the shift in demand. As an indication of what 

a reversal of the demand would do, I quote Secretary of Agriculture 

Benson.

"If farmers and the dairy industry could team up to re
capture the market for the 130 pounds of milk per person which 
has been lost in the last 13 years, they could turn milk sur
pluses into scarcities. . ."2/

Montana Dairy Control

The Montana Milk Control Board is an agency enacted into being by 

law to regulate and police the dairy industry. Two of its powers, 

resale price control and fair trade regulations, directly affect the 

industry's efforts to increase consumption of dairy products.

Price Establishment by the 
Montana Milk Control Board

The Montana Milk Control Board is obligated to set the minimum re

sale price, as specified in the following paragraphs of the Revised 

Codes of 1947 and Chapter 192 Session Laws of 1959:

"The board, after consideration of the evidence produced 
at such hearings, shall make written findings and conclusions 
and shall fix by official orders

— 4 —

2J F. V. Waugh, Readings on Agricultural Marketing, The Iowa State 
College Press, Ames, Iowa, Section 8.1, 1954, p. 417.

-I National Milk Producers Federation, News for Dairy Co-ops, Vol. 16,
 ̂No. 51, Washington, D. C., December 19, 1958, p. 4.



"The minimum wholesale prices to be charged for milk in 
its various forms, classes, grades, and uses when sold by dis
tributors or producer-distributors to retail stores, restaurants, 
boarding houses, fraternities, sororities, confectionaries, pub
lic and private schools, including colleges and universities, and 
instrumentalities of all types and description.

"The minimum retail prices to be charged for milk in 
its various forms, classes!, grades, and uses when sold by dis
tributors, producer-distributors, and retail stores to 
consumers. "_l/

The difficulties encountered by the board in maintaining minimum re

sale prices are legion. Montana distributors have resorted to non-price 

competition due to these laws. Hours of delivery, special delivery, 

equipment supplied (refrigerated milk display cases, restaurant dis

pensers, home dispensers), and rebates or outright gifts of non-price 

controlled products of the dairy industry to larger consumers are some 

examples of this competition. Large wholesale accounts in some of the 

larger urban areas are benefited by this type of competition.

If any complaints arise among competing distributors as to resale 

violation the board is obligated to investigate these charges. Yet the 

cost of maintaining price regulation in the numerous markets of Mon

tana takes a large proportion of the funds and time of the board and 

sometimes these hearings are inadequate due to lack of funds and co

operation by the distributors.

The methods for fixing prices as followed by the board are laid 

down in the following orders:

— 5 —

I/ State of Montana? Montana Milk Control Law9 Helena, Montana, 1959»
p« 2o
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"Prior to the fixing of prices in any market the board 
shall conduct a public hearing and admit evidence under oath 
relative to the matters, of its inquiry, ,at which hearing the 
consuming public shall be entitled to offer evidence and be 
heard the same as persons engaged in thd milk industry. The 
board shall by means of such hearing of from facts within: its 
own knowledge, investigate and determine what are reasonable 
costs and charges for producing, hauling, handling, processing, 
and/or other services performed in respect to milk and what. 
prices for milk in the several localities and markets of the 
State, and under varying conditions, will best protect the 
milk industry in the State and insure a sufficient quantity of 
pure and wholesome milk to adults and minors in the State, and 
be most in the public interest.

"The board shall take into consideration the balance be
tween production and consumption of milk, the costs of pro
duction and distribution and prices in adjacent and neighboring 
areas and states, so that minimum prices which are fair and 
equitable to producers, distributors and consumers may result.

"The board shall, at least ten (10) days prior to the 
date set for any public hearing on minimum prices, cause no
tice to be given to the consuming public and the milk industry 
of the specific factors which shall be taken into consideration 
in determining costs of production and distribution and of the 
actual dollars and cents costs of production and distribution 
which preliminary studies and investigations of auditors or 
accountants in its employment indicate will or should be shown 
at the hearing, so that all interested parties will have op
portunity to be heard and to question or rebut such con
siderations as a matter of record.

"If the board at any time proposes to base all or any 
part of an official order fixing minimum prices upon facts 
within its own knowledge, as distinguished from evidence which 
may be presented to it at a public hearing by the consuming 
public or the milk industry, the board shall, at least ten 
(10) days prior to the date set for any public hearing on mini
mum prices cause notice to be given to the consuming public 
and the milk industry of the specific facts within its own 
knowledge which it will consider, so that all interested par
ties will have opportunity to be heard and to question or re
but such facts as a matter of record."_l/

l/ Ibid., p 5.
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After making such investigation the board shall fix by official 

orders

"The minimum prices to be paid by the milk dealers to pro
ducers and others for milk. Each order fixing minimum prices 
shall classify milk by forms, classes, grades or uses as the 
board may deem advisable and shall specify the minimum prices 
therefor.

"The milk produced in one natural marketing area and sold 
in another natural marketing area shall be paid for by a dis
tributor or dealer in accordance with the pricing order of the 
area where produced at the price therein specified of the class 
or use in which it is ultimately used or sold.

"No allowance for freight, other than freight for trans
portation of milk from the farm to plant, shall be charged to 
a producer by a distributor or dealer unless it is found and 
ordered by the board, after notice and hearing as hereinbefore 
specified, that such an additional freight allowance is neces
sary to permit the movement of milk in the public interest.

"All milk purchased within a natural marketing area by a 
distributor shall be purchased on a uniform basis of either 
butterfat or hundredweight. The basis to be used will be 
established by the board after the producers and the distribu
tors of the area have been consulted.

"The minimum wholesale prices to be charged for milk in 
its various forms, classes, grades, and uses when sold by dis
tributors or producer-distributors to retail stores, restau
rants, boarding houses,, fraternities, sororities, confection
aries, public and private schools, including colleges and 
universities, and both public and private institutions and 
instrumentalities of all types and description.

"The minimum retail prices to be charged for milk in its 
various forms, classes, grades, and uses when sold by dis
tributors, producer-distributors, and retail stores to consumers.'

"A minimum producer, wholesale or retail price to be 
charged for milk shall not be fixed higher than is necessary 
to cover the costs of ordinarily efficient and economical 
milk dealers, including a reasonable return upon necessary 
investment.



"The board may, upon its own motion,.or upon application 
in writing from any market, or from any party at interest, 
alter, revise, or amend any official order theretofore made 
by the board, provided that before making, revising, or 
amending any order fixing prices to be charged or paid for 
milk in any of its forms, classes, grades or uses, the board 

* shall hold a public hearing on such matter in the one manner 
provided■herein for the original fixing of prices."l/

There are several reasons why this basis for price formation is 

difficult to use. In order to determine the cost of production, it

is necessary to judge what is a fair value for the fixed factors of

production. Since the market values for these items depend to a

large extent on current and pxpected prices of their product, it is

easy to become involved in a situation where increased product prices 

cause increased production costs. This may lead to a further increase 

in product prices. If cost of production is to be the basis for es

tablishing price, it is necessary to decide whose costs are to 

govern market price. It is obvious that each farm will not be equal

ly efficient and therefore will not have the same costs of production.

The ability to correctly translate accurate accounting records 

into unit costs of production are a necessity for this system of es

tablishing prices. Regarding those records Dr. E. H. Ward comments;

"Farmers who are members of Dairy Herd Improvement 
Associations have records of the variable costs of production. 
Members of DHIA own only about 5 percent of the milk cows in

— 8 —

l/ Ibid., pp. 5-6.



Montana. . .experience. . .indicates that records 
kept by non-DHIA farmers are usually not adequate to 
determine unit costs of production. Experience also indi
cates that even when records are available most farmers do 
not have enough training in business analysis to properly 
translate their figures into unit costs of production."I/.

One of the consequences of using costs of production as a basis for

price has been that milk prices in various cities have on occasion been

set without consideration of nearby competitive markets. In Butte, for

example, the price was raised to the point where it was profitable for

distributors from outside the marketing area to sell milk in Butte.

Now the bulk of the milk consumed in Butte is produced and processed

elsewhere, even though the price is competitive with other markets in

Montana.

The board recognizes two classes of milk. Class I, all fluid 

milk that is purchased from the producer and sold for fluid use, and 

Class II, all milk or cream that is purchased by the distributor from 

the producer and used for fluid cream purposes. At present in Boze

man, the differential between these two classes is 40 cents a pound of 

butterfat.-^/ The board sets the price of butterfat only.

y  E. H. Ward, The Influence of Technological and Legal Changes on the 
Montana Milk Control Board, Montana Agricultural Experiment Station, 
Circular No. 90, Bozbman, Montana, July, 1955, p. 25.

State of Montana, Montana Milk Control Board, Official Order No.
193, October 15, 1957.
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The board also has no provisions for base-excess plans of pricing. 

The Montana dairy producer has little assurance of a just price for 

production in excess of his base. Each producer must take what the 

distributor will pay or keep his excess at home. If a distributor pur

chases enough milk in the months of low production he usually has an 

excess of milk during the period of high production that must be uti

lized in products of lower value. This leads to the problem of surplus 

milk which is the cause of most marketing problems. This excess was the 

basic cause of instituting the Montana Milk Control Board. Excess milk 

does not command the fluid milk price. It is destined for use in the 

lower priced manufactured products.

"The surplus problem causes more trouble in pricing, production, 

and distribution than anything else."l/ this problem was recognized 

in the writing of the Montana Milk Control Act.

". . .it is necessary to invoke the police powers of the 
State to provide a constant supervision and regulation of the 
milk industry of the State. .

"That due to the nature of milk and the conditions sur
rounding its production and distribution the natural law of 
supply and demand has been found inadequate to protect the 
industry. . .and in the public interest it is necessary to 
provide state supervision and regulation, of the fluid milk 
industry in this State.

"That the demand for this perishable commodity fluctu
ates from day to day and from time to time making it necessary 
that the producers'and distributors shall produce and carry on 
hand a surplus of milk in order to guarantee and insure to the

I/ Helmer C. Holje, Marketing Milk in Montana, an unpublished thesis, 
Montana State College, June, 1950, p. 39.
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consuming public an adequate supply at all times, which surplus 
must of necessity be converted into by-products of milk at great 
expense and ofttimes at a loss to the producer and distributor.

"That this surplus of milk, though necessary and unavoidable, 
unless regulated, tends to undermine and destroy the fluid milk 
industry. . ."l/

This operational surplus is licensed milk that is required to supply 

fluctuating market demands and the secondary products of the dairy in

dustry (see Figure I). 'The operational surplus plus.the quantity re

quired for fluid sales is the licensed milk that a plant must receive 

daily to supply the consumer demand. To supply the demand for secondary 

products and allow for the variable daily demand of consumers requires 

a quantity of.milk equal from 10 to 20 percent of the fluid milk sales.

If a distributor does not receive this amount of surplus his customers 

must turn elsewhere for milk products and probably their milk.

Fair Trade Practices

The following standards of fair trade practices as promulgated by 

the Montana Milk Control Board affect promotion of dairy products in 

Montana.

"It shall be considered an unfair practice for any dealer to 
give away any milk or dairy' products, or distribute any samples of 
milk or cream, but this section is not intended to prevent the 
giving of a sample of milk or cream at the plant, to be consumed 
on the premises. Further, this section is not intended to pro
hibit the use of advertising devices, other than milk and cream 
or samples thereof given directly to the consumer. The

I/ State of Montana, Montana Milk Control Law, op.cit., p I.
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Sales—  -i

Receipts

ThursTues

Thursday = 100

Figure I. Sales and Receipts of Dairy Distributors as a Percentage of 
Thursday Sales and Receipts.a/

2/ Several developments in the dairy industry in recent years —  such 
as elimination of Sunday milk deliveries and the larger volume of 
milk sold in stores —  have resulted in wider day-to-day variation 
in consumer requirements.

Sources National Milk Producers Federation, Why Regulate Fluid Milk 
Prices, Washington 6, D. C., 1956, p. 6.
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expenditure for such advertising devices by any dealer must not 
exceed $1.00 for any one customer in any one calendar year.

"It shall be considered an unfair practice to pay premiums 
or allow discounts or rebates of any sort to customers, but 
discounts to employees are permissible.

"It shall be considered an unfair practice to give, loan 
or furnish to customers under any circumstances, ice, ice 
boxes, milk dispensers, or other devices or means for refrig
eration or insulation.

"Solicitors: It shall be considered unfair practice to
use any person as a solicitor unless he is a regular employee 
of the company. The solicitation or securing of business 
through the medium of vote getting or vote giving, or other 
devices for prizes or other awards■shall be deemed an unfair 
trade practice.

"It shall be unfair practice to furnish milk, or cream of 
higher test billed to a customer.

"It shall be unfair practice for any person to deliver 
milk or cream to any person who sells the same at less than 
the established schedule of prices.

"It shall be considered an unfair practice to advertise 
the sale of fluid milk and its fluid products at prices less 
than the prices set by the board."l/

The Research Problem

A consequence of the lack of equilibrium between the amount of 

milk supplied to distributors and the amount demanded for whole milk and 

whole milk products has been the development of legalized voluntary de

ductions from producers’ milk and cream checks to pay for the advertising 

of dairy products. As another consequence of this lack of equilibrium

State of Montana, Montana Milk Control Board, Standards of Fair 
Practice. These standards went into effect August I, 1949. 
Sections I, 4, 5, 7, 9, 10, 15.
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individual firms have introduced quantity discounts, multi-unit con

tainers, and other measures to increase their sales.

New products that are expected to be partial substitutes. for fresh 

fluid milk have been developed or are in the developmental stage by 

commercial and public laboratories. The market for fresh fluid milk 

and the producers who supply milk for fluid products may be expected to 

be considerably disrupted by the introduction of thdse new products. It 

is desirable that adjustments demanded by the impact of these products 

be determined. One adjustment may be the raising of consumer demand 

for fluid dairy products.

Considerable amounts of money.are now being spent for the promotion 

of fluid milk and other dairy products. Many distributors, small milk 

handlers in particular, need help in planning sound promotional tech

niques. These techniques may be expected to become increasingly im

portant in view of the changing marketing conditions.

This research problem is the first phase of a two part study con

cerned with the measurement of the effectiveness of selected methods 

for increasing dairy consumption in Montana.Little public research 

has been conducted testing the effectiveness of promotional techniques. 

There has been no previous work in Montana on any aspect of this prob

lem. Before a measurement may be applied to ascertain the effect of a 

new product or promotional technique the existing conditions in the

•i/ This research problem is part of a WM-36 Regional and Montana 
Project MS-1055.
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dairy industry must be defined. The existing conditions are then a base 

from which to conduct measurements. This problem has been divided into 

two phases. The first phase will define the existing dairy distributing 

structure and the promotional techniques now being utilized. The second 

phase will measure their effectiveness.

Theoretical Considerations

Dairy processors fit into the economic world in the monopolistic 

competition category. Few firms are so small in their own market that 

they are unable to affect the amount of milk demanded from them. Ad

vertising has been advocated as a means to increase the consumption of 

dairy products without a reduction in price.

oF W  K

Figure 2. Increasing Quantity of Milk Sold by Increasing Sales Costs
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To illustrate this in the dairy market, assume that Marginal Revenue 

(MR) equals price. In a case of price control this is the case. Assume 

also that the marginal cost of production is constant. The firm desires 

to sell dairy products at Q2 where the Marginal Cost of Selling (MCs) 

equals MR. Before the amount of advertising is increased the dairy can 

sell only at . This is the maximum consumers will buy at this price. 

The dairy can increase consumption by increasing advertising to the 

point where MCs equals MR.

The dairy will increase advertising up to the point where the value 

of the marginal product of advertising equals the price of advertising.

//feds C

Figure 3. Demonstration of the Quantities of Different Advertising 
Media to Use.

Assume the price of three advertising media to be P. The dairy 

will use each media to the point where the Value Marginal Product (VMP)



of each media equals the cost of the media. In Figure 3 the dairy will 

use Qi of media A and Qg of media B. This firm will not use any of media 

C as the price of C is greater than the VMP created by C.

The advent of many relatively good substitutes for milk has led to 

the belief that milk has a relatively elastic demand curve within a short 

price range. At the present time this price range has not been deter

mined. With the demand curve having this shape dairies can increase 

consumption and also increase total revenue by charging multiple prices 

for fluid milk. Two markets with differing demand elasticities are 

necessary for the firm to charge two prices. The firm must be able to 

prevent the flow of the product from one market to the other or milk will 

be purchased at the lower price and resold in the other market at the 

higher price. Fluid milk has several uses with different demand elasti

cities but the problem of preventing the change in use after purchase is 

obvious. To keep milk from being purchased at the low price and sold at 

the higher price, the price difference must be small enough to be over- 

weighed by the inconvenience incurred.

In Figure 4 ttie theory of charging two prices for milk is presented. 

The total demand for fluid milk is D D1 D". Between points D' D" the . 

demand faced by the firm is elastic while between D D1 it is inelastic. 

The marginal revenue of D D' is shown as MRji, and the marginal revenue 

of D D" is shown as MRg• The horizontal summation of these two marginal 

revenue curves is shown as^ MR. The firm operates where marginal cost 

(MG) equals ̂ MR. At this point the dairy is selling (Q) quarts of milk.

- 17 -
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MC equals MRg at Qg which brings a price in the elastic market. MC 

equals MRi at Qi which will bring a price of Pg in the inelastic market. 

The two markets combined OPg • OQi plus OPi • OQg will return more 

revenue to the dairy than will OP0 • OQ. Price P0 is the price the firm 

would have to charge to clear the market of all that it wished to sell if 

the firm were not using multiple pricing.

Figure 4. Demonstration of Pricing with Quantity Discounts for Maximum 
Revenue.
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Objectives of this Study- , -- , < . - •• * - - »- . -. .

The objectives of this study are three. First, to describe the
r

existing structure of the dairy distributing industry. This will be 

in terms of (I) pounds of milk equivalent handled annually, (2) the 

scope of operations of milk firms by volume, and (3) the number of 

products handled by various firm sizes. The second objective is to 

determine the promotional methods used to increase consumption of 

dairy products. . This will cover (I) extent of use, (2) method of de

termination, and (3), appraisal."of:.three areas —  retail' selling,; 

pricing, and advertising. The third objective is to find means of 

measuring effectiveness of promotional activities by exploring avenues 

for further research.

It is anticipated that this study may be used as a reference 

point with adequately described dairy marketing conditions as they now 

exist. It is further hoped that this study may point the way to ad

ditional research work.

•. Limitations of the Research Problem

The dairy industry is a dynamic industry and present conditions ■ 

will not remain. Insufficient primary data were gathered for some areas 

of this study. This was partly the result of inadequate record keeping 

by many dairy plant operators. Some operators refused to supply all

information needed
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■ Other limitations include (I) the limited amount of previous work 

done in this field and the problems associated with relating research 

work in other states to dairy marketing in Montana, and (2) the at-, 

tempt to establish a value on the nebulous aspect of the worth of pro

motions now existing by personal opinion of the plant operators. The 

field of consumer attitudes has been completely neglected. The final 

limitations are those associated with the beliefs and bias of the 

researcher.

Methodology and Procedure

The primary data were obtained from a survey conducted in the win

ter of 1958. This survey covered all the milk distributors that 

processed fluid milk, licensed by the Montana Livestock Sanitary Board. 

Sixty-two distributors were interviewed but the reports from four were 

not useful for this study. The schedules taken from the remaining 58 

distributors were classified on the basis of pounds of milk equivalent 

handled in 1956.

Inquiries pertaining to (I) new products which have recently been 

introduced,. (2) merchandising and sales promotion techniques being 

used, (3) methods used to pay drivers, (4) pricing systems used, and 

(5) methods used to increase availability of milk were directed to all 

distributors. Opinions of the relative effectiveness of each merchan

dising and sales promotion technique being used were recorded.

A description of the current structure of the dairy distributing 

industry is recorded in Part II. The scope of. their operations and the
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composition of the products handled is related to size of; operation. 

Differences between the marketing regidhs of the state and the size of 

distributors is reported.

Part III is divided into three sections. Section I is devoted to 

retail selling. The analysis determines the correlation between size 

of operation and driver training, personal contact, use of salesmen, 

and methods of paying drivers to stimulate sales incentive. Section 2 

is concerned with pricing and fair trade practices on retail routes as 

regulated by the Montana Milk Control Board. The existence of quantity 

discounts and an evaluation of their merits are reported. Section 3 

contains a discussion of dairy promotion both at the firm and industry 

level. The analysis determines the techniques used and the correlation 

between size of operation. ■ Secondary data are used in conjunction with.,., 

primary data. Secondary data are used to depict industry promotion^ They 

a re.', o, also used for',-a means of appraising the value of agricultural 

advertising.

Inferences regarding the dairy industry in Montana are presented 

in the final section. Additional research work needed for the solution 

of this problem is suggested.

\



PART II

STRUCTURE OF MONTANA'S DAIRY DISTRIBUTING INDUSTRY

Montana has both a plains and a mountain region within her borders. 

In the plains with its vast distances there are many small communities 

with local dairies. These dairies typically handle less than 800 

thousand pounds of milk equivalent annually. The two largest metropoli

tan centers in the state are in the plains area. Dairies in these two 

centers reach into the mountain regions for some of their milk supply. 

The plains area is characterized by fluctuations in milk production and 

shortages.

The mountain regions have neither the extremes of population nor 

distances encountered in the plains. The extremes in dairy plant size 

are found in the mountainous regions with some firms supplying many 

communities from their local supply. In addition, they supply milk to 

other dairies seasonally. A few local producer-distributors marketing 

their own production in small communities are found. Because of the 

comparative advantage dairying enjoys in the mountainous regions this 

area is characterized by surpluses.

Scope of Operations

Dairy firms handling less than 800 thousand pounds of milk equiva

lent yearly are essentially local enterprises. Dairy plants of this' 

size constitute over one third of the firms processing fluid milk in the 

state. Typically their sphere of operation, in their own trucks, is
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within a 20 mile radius from their base of business. These firms do not 

have sub-dealers or jobbers handling their products. Frequently, these 

firms are sub-dealers for non-competing products of the larger firms.

The firms handling from 800 thousand to 3,200 thousand pounds of 

■milk equivalent annually, represent approximately two fifths of the 

dairies in the state. This classification is principally composed of 

distributors supplying their local community and the adjacent communi

ties within a range of 75 miles from their base of operations in their 

own trucks. Among this group are found six firms with sub-dealers.

Only ..those firms that handle an excess of 1,600 thousand pounds have 

any type of a program to furnish sales assistance, advertising, or to 

share the cost of advertising with their sub-dealers.

The remaining one fourth of the dairy firms, those handling over 

3,200 thousand pounds of milk equivalent, generally do at least 25 

percent of their business in areas outside of the metropolitan area 

where their plants are located. Only two firms in this classification 

do not distribute milk more than 75 miles from their plant in their own 

trucks. These two firms are both located in the larger metropolitan 

centers in the state. The firms in this group may be typified as having 

sub-dealers or jobbers. They usually provide sales assistance arid ad

vertising materials to their sub-dealers and jobbers. One half of these 

firms shared the cost of advertising with their sub-dealers.
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Products Handled 

The small firms handle a small variety 

the only product' that was sold by all firms 

Six of the products were not distributed by 

Figure 5). Only three products were carried regularly by more than one 

half of these dairies. Orange drink and egg nog were handled seasonally. 

This size group of firms has a lower percentage and a lower absolute 

number carrying any of the products than either of the other groups. 

Customers of these firms desiring many- dairy products must purchase them 

from other sources or do without. If these dairies increased the availa

bility of dairy products this would probably increase consumption.
V

Medium size firms -

Every product is carried by at least one of the medium size dairies. 

Two of the fluid dairy products, whipping cream and buttermilk, are 

carried ^y every dairy, also half and half cream and cottage cheese are 

handled by all but one firm (see Figure 6). Twelve products are regular

ly carried by more than one half of these firms. Egg nog in season is

of products. Whole milk was 

in the small firm category.!/ 

any of these firms (see

The 20 products are sub-divided into three groups. Group one con
sists of common dairy fluid milk products including high fat milk, 
half and half cream, coffee cream, whipping cream, sour cream, skiin' 
milk, low fat milk, buttermilk, chocolate drink, and chocolate milk. 
Group two consists of mostly fluid non-milk products or milk products 
not Commbnlyfound including orange juice, orange drink, egg nog and 
other flavored drinks (lemonade and strawberry milk). Group three 
consists of cottage cheese, ice cream, butter, oleomargarine, eggs, 
and other (frozen foods, yogart, Cheddar cheese, Italian cheese, 
other cheese spreads, and Redi-whip).
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Figure 5 Percentage of Small Firms Handling 20 Selected Products
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Whip cream 
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Sour cream 
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Orange juice 

Orange drink 

Other flavored

Product

25 50 75”

Figure 6. Percentage of Medium Firms Handling 20 Selected Products.
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handled by four fifths of these dairies. With the exception of whipping 

cream, buttermilk, and chocolate milk among the fluid products, the per

centage of firms of this size handling these products was between the 

smaller and larger size firms. Chocolate milk was distributed only by 

firms of this size. In the non-fluid products, however, the percentage 

of the firms this size handling eggs, butter, ice cream, and cottage 

cheese was the largest of any size group. This may partly be attri

buted to the different kinds of markets in which the different size 

firms operated.

Large firms

The larger firms typically carried more products than the other 

two size groups. In the sub-group, fluid milk products, a higher per

centage carried every product (except chocolate milk; no firm handled 

it) than either the medium or small dairies (see Figure 7). Four 

products are handled by every firm. Eleven products are distributed by 

more than one half of these dairies. Every dairy except one handles 

egg nog in season. The firms with a large volume of wholesale business 

do not handle some of the non-fluid products, particularly eggs and 

oleomargarine on their retail routes. These dairies make more dairy 

products available to their customers than either of the other two 

groups.

Summary

The number of products handled by each group increased with the 

increase in the size of the firms. An average of 5.6 products were
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handled by the smallest firms, 10.0 products by the middle sized firms, 

and 11.3 products by the largest firms. The maximum number of products 

carried by any one firm was 17 and two firms handled only whole fluid 

milk. Forty-seven dairies made skim milk or low fat milk available 

while only five dairies handled high fat (over 4.0 percent butterfat 

test) milk.



PART III

METHODS OF INCREASING CONSUMPTION OF DAIRY PRODUCTS

Three broad areas have been suggested as avenues for increasing 

dairy consumption. These areas include retail selling,, pricing, and 

advertising.

; Retail Selling

Selling instead of delivering on retail routes has been suggested 

by many marketing specialists as a means of increasing dairy product 

consumption. A considerable number of housewives do not realize they 

may purchase more than fluid products from their dairy distributors. ■ 

Some housewives prefer to buy additional milk from the grocery store 

rather than have the deliveryman return to the truck for more milk for 

them. Salesmen, instead of deliverymen, carry every product to the 

door and promote the increased use of these products.

Driver Training on Retail Routes

Drivers to be salesmen need to be trained both on the products 

handled, suggested uses and methods of selling, and on the locations of 

the customers on their routes. Few dairies are in the enviable position 

of stopping at every house on their route or even every house in any 

single block. This training on the locations of stops normally takes 

from one to two weeks. Some dairies train their drivers in the milk 

plant on the products before they start to learn the route if there is
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time. The dairiess in Montana mostly just train their drivers on the 

route layout and neglect the training on the products.

New Driver Training

Montana dairy firms are lacking in training for. new retail drivers. 

Twenty-two firms in the state were all that indicated they had any type 

of educational program. Of these firms, the training program for 15 

firms consisted of having the new driver accompanied by the old driver, 

route supervisor, or relief driver until he learned the location of his 

customers. Mostly it was assistance by the Old driver only. This method 

was the only method utilized by the small and medium sized firms. The 

other seven firms with new driver training in addition to the new dri

ver being assisted by the old driver either provided literature, held 

regular meetings on the methods of selling and the products, or the 

owner instructed the driver on how to treat his customers. One half of 

the training programs were concentrated in the large size firms.

Old Driver Training

While 22 dairies indicated they had regular new driver training, 

only 18 responded with a scheduled old driver training program. Two of 

these firms held training only for.special promotions; this consisted 

of talks by the owner on how to push the product during the promotion. 

Fifteen firms held meetings, 10 firms occasionally, and five firms 

regularly. Five of the firms holding occasional meetings utilized out

side services. The remaining firm scheduled the route foreman to work
(

with eatih driver ohce or twice a month.
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One of the more rewarding methods of increasing dairy consumption 

in terms of expense incurred would be driver training. Many consumers 

would increase theit consumption of by-products especially if they were 

sold. Most dairies know where assistance is available or the procedure 

to use to train their drivers but neglect this training because of the 

cost incurred or lethargy on their part.

Personal Contact

Twenty-three of the dairies contacted indicated that they had an 

organized program for personal contact with the retail customers. No 

relationship between the extent of personal contact and the firm size 

was observed. The dairies that handled 200 to 400 thousand pounds of 

milk equivalent annually where the delivery is conducted by the owner 

have the most personal contact with the consumer. Personal contact is 

closely related to the number of firms selling dairy products in the 

metropolitan area. Most firms make it a practice of contacting the re

tail customers in those communities that have eight or nine firms selling 

milk in that community. The most frequent method of personal contact is 

to have the retail driver call on consumers who have moved, quit, or 

have a complaint after the regular delivery day. The next most popu

lar method is to have the routeman contact the consumer when the milk 

bill is collected and also in conjunction with special promotions.

Many dairy managers feel that it is difficult to get drivers to 

contact their customers. One major reason for the lack of personal con

tact is the .early hour most drivers start their deliveries. The general
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concensus of opinion is that if the housewife has not received her milk 

by breakfast, she will change to some other dairy that would provide de

livery before breakfast.

Method of Paying Drivers to 
Stimulate Sales Incentive

Four firms had no retail drivers and the retail delivery was con

ducted by the owner or his family for seven other firms. For two firms 

the drivers purchased the milk from the dairies and then resold it to the 

customer. Three firms utilized straight commissions as a method to pay 

their drivers. Twenty-five firms included a guaranteed salary with 

the commission. :The remaining 17 dairies paid their drivers on a 

straight salary basis. The small dairies use the family or pay their 

drivers by the straight salary method. There is no difference in the 

percentage of medium and large dairies paying their drivers commissions. 

Twice as many of these firms used some sort of commissions as those that 

used a straight salary as a basis for payment.

Drivers paid a commission have a greater incentive to be salesmen 

instead of deliverymen. The drivers who would place milk in the re

frigerator on occasions or make back calls with extra products were 

those on commissions. Some operators stated that before they started 

paying commissions some of their drivers treated the customers as if 

they were doing them a favor by delivering milk to them.. Sales incen

tive payments along with.product education could contribute^ considerably 

to increased dairy consumption.
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Salesmen

As could be expected, the percentage of firms having salesmen 

increased With the size of the firm. Twenty-one firms utilized sales

men other than drivers in some form. Of these, 10 firms were in the 

largest size bracket. These firms utilized a salesman with no other 

duties. For the remaining firms the manager or owner acted as a sales

man on a part time basis.

Pricing

Resale milk pricing in Montana as explained in the introduction, 

is regulated by the Montana Milk Control Board. The regulation of 

prices prohibits dairies from entering into price competition. Re

cently the board has been ruling in favor of quantity discounts for . 

fluid products when larger volumes are delivered per stop. Prior to 

this the board had set a price on glass gallon jugs of milk below the 

price of four single quarts. This is in recognition of the elasti

city of demand for whole fluid milk within small price ranges. In 

some areas not controlled by the board when the survey was taken 

some dairies extended quantity discounts for price competition to cap

ture the larger retail customers.

Quantity Discounts

Thirty-five dairies in Montana give systematic quantity discounts 

on home delivery routes. Seven of these firms operate on a monthly 

basis for their discounts. These discounts range from a high of two



cents per quart if the customer takes 75 quarts of milk in a month to a 

low of one cent per quart if the customer takes 100 quarts of milk in 

a month. The most common was the one cent per quart if the customer 

takes 100 quarts of milk in the month. All seven of these firms allowed 

the discounts on whole fluid milk only.

The remaining 28 firms based their discount on a per delivery 

basis. Twenty of these firms had this quantity discount set by the 

Montana Milk Control Board. This discount was the same throughput every 

area where it had been decreed. The board allows one cent reduction in 

price if two quarts are purchased at one time. This is a reduction of 

one-half cent per quart. If three qiiarts are purchased at one time, 

one quart is priced at the single quart price and two quarts at the 

half gallon price. In this case it makes no difference whether the 

container size was a quart or a half gallon carton or jug. The board 

also allows four cents discount on a gallon delivered per stop. This 

is a reduction of one cent per quart. Here again it makes no difference 

if the milk is delivered in quarts or half gallon cartons. In the 

same areas the board sets the gallon jug price with an eight cent 

discount. This gives the customer a reduction of two cents per quart 

from the single quart price. This multiple pricing schedule was used 

by dairies on fluid' milk only* The remaining firms that gave per de

livery quantity discounts were not regulated by the milk control board. 

These firms gave discounts on glass gallon jugs only. These discounts 

ranged from three cents per jug to twelve cents per jug. The prevalent 

discount was six cents per jug.

— 35 —
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Evaluation of Quantity Discounts^ ■

Quantity discounts are not considered a blessing by all who use 

them. In Montana where they have been decreed by the milk control 

board, all dairy operators feel they need to use them to meet competition,

Increasing Sales '

Those firms that voluntarily gave quantity discounts considered 

them to expand their sales. Ten of the firms that had multiple sales 

imposed on them by the board felt that quantity discounts had no effect 

toward increasing their milk sales. Two of the smaller firms dis

claimed any knowledge of the effect of quantity discounts to increase 

their sales.

These same firms were asked their opinion of the effect of quan

tity discounts on increasing the total market for fluid milk. With one 

exception the opinions were the same as when asked about their indi

vidual sales. The one exception thought that a discount helped his 

sales but it did not increase the total market. This dairy was not lo

cated in an area where the milk control board decreed its quantity 

discounts.

Advantages and Disadvantages^/
The firm managers interviewed were asked what, if any, advantages 

were incorporated in quantity discounts. Nine interviewed gave no

By the firms who extend them.
All dairy plant operators were asked the advantages or disadvantages 
of quantity discounts.



- 37 -

answer and an additional nine felt that there were no advantages at all 

with quantity discounts. Of those claiming an advantage, 26 believed 

that quantity discount increased milk sales by getting a larger volume 

of milk into the home. Some of these managers had consumer records 

showing many customers increasing from three to four quarts per delivery 

within a short period of time after the discounts became effective.

Three interviewees reported lower costs as an advantage. Lower costs 

are a result of: (I) the reduction in plant operating cost permitted

by using larger size containers, and (2) the reduction in delivery costs 

per unit by increasing the volume delivered per stop of the milk truck.

Three more of those interviewed incorporated the above, namely, 

increased milk sales and lower costs both as advantages to quantity 

discount pricing. Two of those interviewed believed that a scheduled 

quantity discount had as its primary advantage the provision of sys

tematic discounts. This alleviated the problem associated with some 

customers getting different treatment from the dairies. One manager 

was of the opinion that a quantity discount discouraged small volume 

stops by penalizing customers who purchased only one quart at a time.

The final advantage listed was suggested by an owner recently moved in

to Montana from an area where milk prices were not regulated. He felt 

that quantity discount helped to hold the retail customer for the dairy 

instead of losing retail customers to the grocery stores. This operator 

felt that brand names were easier to promote on the retail level than on

the wholesale level.
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Managers were asked to list the disadvantages associated with quan

tity discounts. Forty-one of those interviewed could think of no dis

advantages but did not necessarily believe that there would be none.

Four thought that there would be no disadvantages associated.with quan

tity discounts. Of those who could think of disadvantages, seven be

lieved that it complicated bookkeeping. They used as an illustration 

the customer who purchases different amounts per delivery. An illus

tration of this would be a customer purchasing three quarts on Tuesday, 

receiving one.quart at the full price and two quarts at the half gallon 

price; purchasing four quarts on Thursday, receiving the gallon price; 

and buying six quarts on Saturday receiving the half gallon price for 

two quarts and the gallon price for the remaining four quarts. Six 

interviewees were of the opinion that quantity discounts decreased net 

revenue. One more contended that discounts increased price instability. 

Only one operator connected discounts with the milk control board. He 

believed that because of board control, quantity discounts as set by 

the board protect the-large out-of-town processor from competition by 

the local operators who have higher costs of operation.

Dairy Promotion

For purposes of this report "promotion" shall be considered synono- 

mous with the term "merchandising." One of the goals' of dairy firms is 

to grow by increasing their sales. At the same time a goal of the in

dustry is to further expand the total consumption of dairy products.
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Merchandising is not just one marketing operation but a series 

of marketing policies and actions all having a common objective. These 

policies and actions include (I) quality control, (2) consumer pack

aging, (3) advertising, (4) a sales organization to secure distribution, 

(5) "educational” work with dealers, and (6) a competitive price policy.. 

In an area where a competitive price for milk is forbidden as in Mon

tana, the firms must resort to non-price competition. This may be 

characterized by product differentiation that is brought about by 

advertising.

Advertising has been promoted as a tool to be used in the expan

sion of demand for agricultural products. In considering advertising 

it is well to keep in mind the basic tenets of successful advertising. 

Five of these tenets are recognized by most advertising personnel and 

marketing authorities. They are: (I) the advertised products must be

of uniform quality, (2) the products must be identifiable when en

countered by the consumer, (3) the products must be such that potential 

users may be convinced that there is a quality differential between the 

advertised and unadvertised product, (4) advertising must be concen

trated, and (5) advertising should be followed by a coordinated com

prehensive sales program.5/ From the dairy product producer's

I/ F. L. Thomsen, Agricultural Marketing, McGraw-Hill Book Company, 
New York 36, New York, 1951, pp. 332-333.

2/ cf F. L. Thomsen, Ibid.
F. V. Waugh, op.cit., Section 8.3, pp. 427-437.



standpoint iri Montana there is almost a complete lack of a sales program 

to back advertising.

Dairy advertising has now developed into three main types of pro

grams. Promotion of the entire output of an industry, i.e. the Ameri

can Dairy Association program for all dairy products; promotion of the 

product of a state or region, i.e. Tillamook Cheese;.and the.branded 

products marketed by individual firms. The Montana dairy industry is 

not involved in state or regional promotion. A few firms coordinate 

their brand name advertising with the industry promotion conducted by 

the American Dairy Association. This is particularly true during June 

dairy month and to a lesser extent on the flavor of the month ice cream 

campaign. Many of the Montana dairies do not coordinate their adver

tising with.the American Dairy Association and some feel they could do 

better keeping some of.the American Dairy Association set aside from , 

the producers for local brand name advertising.

Firm Promotion

Advertising by the firm is a communication from the firm to the 

buyer. This communication Is carried on through a non-personal medium 

and is paid for by the advertiser. Advertising must be well coordinated 

to make a definite impression on prospective consumers. One of the 

major hazards of advertising is the belief of many that it is a panacea 

and does not need to be coordinated with other merchandising methods. 

Anyone who indulges in advertising must constantly remember that it is

- 40 -
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just one of the component parts of merchandising and that it needs to 

be combined with the other parts. The lack of coordination between 

advertising and the other component parts of merchandising is glaringly 

evident in Montana’s dairy industry. No firm contacted could give 

evidence or thought they had coordinated promotional programs. Many 

dairy firms advertised when the media salesman contacted them. They 

would not unite programs between the different media used and follow 

it with a concerted drive toward personal contact. A few firms would 

combine point of purchase banners with other media, especially when 

the point of purchase banners were flavor of the month ice cream 

banners provided by the American Dairy Association. The nation's 

dairy industry is noted for its lethargy in selling and nowhere is this 

more evident than in Montana.

From the standpoint of a firm the goals of advertising may includes 

selling to more customers, selling more to present customers, or just 

keeping present customers in the face of increased competition.

Selling more to present customers is the most effective for the indus

try as it is the most plausible method of increasing total consumption 

of dairy product’s.-i/

y  Jack Weber, A Handbook for Dairy Advertising, Idaho Agricultural 
Experiment Station, Bulletin No. 279, University of Idaho, Moscow, 
Idaho, June, 1957.
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Selling to more customers necessitates selling a branded product.

If a firm desires to increase its sales of milk in the short run, this 

method is the only way open to the firm. Traditionally, fluid milk has 

been considered to have an inelastic demand schedule which is an indi

cation that consumers' attitudes are definitely set. Since it will be 

difficult to raise consumption of individual consumers, dairies engage 

in customer swapping. . This form of advertising does nothing for so

ciety as a whole. It does not increase the total demand for the product 

or promote increased efficiency. It does increase costs for the firm. 

Where resale price controls are in effect, this is one way to engage in 

competition, again raising costs for the firms involved. At present 

with some relaxation in the price control of milk, introduction of 

multi-unit containers with store and quantity differentials, some 

economists foresee a demand curve relatively elastic between some price 

ranges and inelastic beyond these price ranges. This development, as 

exemplified in Figure 8, may justify more brand name advertising than 

could be justified previously.

Dairy products, other than fluid milk, have a high elasticity of 

demand, These products may be successfully promoted with the goal of 

selling more to present customers. Weber indicates that a route of 

500 retail customers has a potential of about $50,000 a year in increased 

sales if all customers were sold all the dairy products they purchased
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Figure 8 Change in the Demand Curve for Fluid Milk V
R. E. Seltzer, "Manipulation of Demand in Relation to Consumer 
Preference Research", Agricultural Marketing Research in the West, 
Conference Proceedings, Report No. I, Reno, Nevada, December, 1957, 
p. 114.

by the delivery man, especially by-products.-/ This may just shift 

the point of purchase but it may also increase total sales. By-product 

promotion is the best type for a firm to do costwise for the returns 

received. It is directed to customers who have been previously sold

on your brand name. In contrast to fluid milk promotion, by-products 

promotion doesn't engage the dairy in customer swapping and may increase 

individual consumption, thereby increasing total consumption.

l/ Jack Weber, Can You Use $50,000 a Year in Additional Sales, Progress 
Report No. I, Department of Agricultural Economics, University of 
Idaho, Moscow, Idaho, October, 1956.
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Advertising and Promotion 
by Montana Dairies _

One of the major problems encountered in Montana is that the firms 

handling by-products do not promote. There is Tittle cooperation between 

the producing firm and the distributive agents in assisting to sell the 

products. The only general method of operation is for the firms to keep 

their brand name before the public. Some firms lean heavily on cottage 

cheese advertising during the Lenten season. Others enjoy customer in

crease in consumption without any prompting or assistance from the dairy. 

No firm tried to promote cottage cheese during any other time of the 

year. The new by-products, that were introduced in Montana in 1957 

were advertised as available and included in a listing of the products 

handled by the dairy firms. No dairy could say they had made a con

certed drive or kept records of the costs incurred and the results 

obtained.

The initial response to a question on rating the effectiveness of 

advertising schemes was, "I don't know. How do you ever know the value 

of advertising?"^/ The dairy operators were then asked to attempt to 

evaluate various advertising media:by comparison'with'display newspaper

The 58 firms were asked to rate advertising devices they had used 
within the last two years. The list of advertising devices is 
shown in Table I along with the number of firms by size grgup and 
the total number of firms that utilized each device. Each inter
viewee was asked to rate the devices he used in one of the following 
categories: (I) no effect, (2) poor, (3) fair, (4) good, (5) ex
cellent, (6) don't know.
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advertising. The reasonIfoa? choosing display newspaper; advertising was 

because it was the most universally used device. It was also determined 

whether the interviewee was optimistic or pessimistic towards the ef

fect of advertising based on how they rated newspaper advertising. 

Twenty-five operators considered newspaper advertising fair, 16 con

sidered it poor, nine considered it good, four considered it to have no 

effect and one operator stood by his "don’t know" throughout the whole 

discussion. All of these ratings are strictly a matter of opinion as 

no operator claimed to have a good measure of advertising.

There is a direct correlation between the size of the dairy and 

the number of advertising devices used. Small dairies average five 

media per firm. Medium dairies have an average of 11 devices. Large 

dairies averaged 15 devices. Two of the smaller dairies do no ad

vertising whatsoever. The more expensive media is used only by medium 

and larger firms (see Table I).

For a tabulation of how each device was rated, refer to Table II. 

Operators listed no effect 66 times when rating the media they used. 

Phone books and directories and magazines (school papers, high school 

annuals, etc.) received a no effect rating 29 times. This is almost 

one half of the total no effect ratings. Many operators considered 

these a necessary evil rather than advertising. Thirty-three opera

tors used the rating excellent for a media they used. Managers used 

the rating fair 187 times. This was more than any other rating. Two 

fifths of all the advertising devices used were considered poor or to

have no effect
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TABLE I. THE NUMBER OF FIRMS BY SIZE GROUP USING VARIOUS ADVERTISING 
DEVICES.

The Number of Firms Using Size Group
Various Advertising Devices Small Medium Large Total

Advertising Media

Display newspaper 
Radio spots
Phone books, directories 
Church, athletic, club programs 
Calendars
Lapel pins, other novelties 
Sponsoring athletic teams 
Theater advertising 
Truck signs
Magazines (school paper, etc.)
TV spots 
Store signs
Point of purchase signs 
Outdoor signs
Promotion materials for solicitors
Bottle hangers
Radio programs
Floats, fair booths
Recipe books
TV programs
Hand bills
Other
Direct mail
Display equipment for promotion 
Window signs 
Car cards and car signs 
Cooperative newspaper ads 
Sound trucks

16 24 15 55
9 22 14 45
8 22 15 45
9 16 14 39
9 18 11 38
5 18 11 34
2 17 13 32
7 13 11 31
5 14 9 28
2 11 9 22
2 10 10 22
2 8 11 21
2 8 11 21
— 10 10 20
I 8 10 19
3 9 6 18
- 7 10 17
2 6 7 15
— 5 9 14
— 5 8 13
I 6 5 12
I 6 5 12
2 4 3 9
I 3 4 8
- 3 4 7
I 2 3 6
— 3 I 4

_ — 0



TABLE II. HOW 28 PROMOTIONAL TECHNIQUES WERE EVALUATED BY MONTANA DAIRY FIRMS USING THEM.

Advertising Media No
effect

Display newspaper 4
Radio spots 2
Phone book, directories 18
Church, athletic, club programs 8
Calendars 2
Lapel pins, other novelties 2
Sponsoring athletic teams 6
Theater advertising 5
Truck signs 2
Magazines (school paper, etc.) 11
TV spots
Store signs 3
Point of purchase signs
Outdoor signs I
Promotion materials for solicitors
Bottle hangers
Radio programs
Floats, fair booths I
Recipe books 
TV programs
Handbills I
Other
Direct mail
Display equipment for production 
Window signs 
Car cards and car signs 
Cooperative newspaper ads 
Sound trucks

Poor Fair Good Excellent Don't
know

Didn
use

16 25 9 I 3
4 24 15 - - 13
15 8 3 - I 13
19 9 I - 2 19
10 11 14 - I 20
9 15 4 3 I 24
14 6 5 - I 26
5 13 7 - I 27
3 4 13 4 2 30
8 3 - - - 36
I 7 9 5 - 36
8 4 5 - I 37
2 5 13 I - 37
3 6 7 - 3 38
I 5 8 4 I 39
2 7 7 I I 40
2 7 6 2 - 41
5 6 2 I - 43
I 2 9 2 - 44
I 6 4 2 - 45
- 3 6 I I 46
4 - 3 5 - 46
I 3 2 I 2 49
I I 5 I - 50
3 3 I - - 51
I 3 2 - - 52
2 I I - - 54
- - - - - 58

I

i
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Many firms expressed a desire to see some experimental work done on 

evaluation of advertising,^especially if it were conducted by someone 

outside of the advertising field. The dairy firms in Montana spend 

from less than I percent to as high as 4 percent of their annual gross 

sales from dairy products on advertising. Many indicated it was now 

something they couldn't do without to meet competition but they did de

sire some method of ascertaining its worth.

Industry Promotion

Two types of dairy product industry promotion beyond the level of 

the firm are in use. The first of these is promotion by states or 

areas. Two examples of this are: (I) Tillamook Cheese as an example '

of area promotion, and (2) New York State Milk Advertising, as a case 

of state promotion. State advertising laws usually levy an assessment 

on the specific commodities on a per unit basis and designate a state 

commission to collect the tax and administer the advertising fund.

These laws aim to stabilize the industry by means of advertising.

The second type of industry promotion is a voluntary organization 

financed by producers on a nationwide basis. This promotion is not 

aimed for brand names or any one specific product, rather it attempts 

to increase consumption of all dairy products. This type of commodity 

advertising as conducted by the American Dairy Association is designed 

to convince people to consume more dairy products. It is a long, slow 

attitude-changing program. Gains in total consumption are difficult
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to obtain because of consumer resistance and ignorance. The goals of 

the American Dairy Association's advertising program are:

"I. To increase consumption of milk by winning new users and 
new acceptance for milk in age groups where sales op
portunities, exist.

Our big market is the 75% of the U. S. population 
over 15 years of age (130 million) which consumes 
about half of all milk.

2. To win new acceptance in these groups by building a new 
image or personality for milk as a ,socially acceptable 
beverage and as the 'maker of energy.'

3. To encourage frequent consumption of milk during the 
day, mid-morning, or afternoon breaks, with meals, 
snacks — when soft drinks or other beverages would 
normally be considered.

4. To remind consumers of the many health benefits of
milk —  in a pleasant, friendly way with no hint of 
preaching. These benefits may be dramatized by the 
words, 'High ProteinV '

5. To encourage consumers to keep an adequate supply of 
milk in the home so that it is always available."!/

These goals depart from the time-honored theme of drinking milk be

cause it is good for you and concentrate on the theme that milk has the 

ability to give the consumer a lift in energy that lasts.

Another switch in dairy advertising may be illustrated with the 

objectives of the 1958 Butter Promotion. These are:

"I. To insure consumption of butter by building consumer preference 
for the natural flavor of butter.

•i/ American Dairy Association, Mr. Moo Takes You Through Promotion 
Plans for American Dairy Association, Chicago,> Illinois, 1958,
P e 11 •



2. To widen the use of butter by continually reminding con
sumers that real butter tastes better —  adds to the en
joyment of hot foods, and is the prestige spread for bread, 
toast, and rolls.

3. To provide regular tie-ins for butter and related items 
that will extend the advertising- and merchandising power 
of the product. Vjy-

The industry advertisement emphasizes the prestige associated with 

serving butter.

From an economic standpoint the industry advertising as repre

sented by the American Dairy Association is more desirable than firm 

advertising. The American Dairy Association advertising is directed 

toward increasing consumer consumption in the long run and is not de

voted to customer swapping. It' faces a decreasing dairy product per 

capita consumption but hopes to turn the tide. This type of dairy ad

vertising can be justified on the postulate that there are many nu

tritionally bad patterns of food consumption that must be overcome in 

order to both raise our level of nutrition and to maintain dairy 

prosperity.5/
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Appraising the Efficacy of 
Agricultural Advertising

The effectiveness of advertising to further'the demand for dairy 

products is becoming of increasing importance not only to producers but

^  Ibid., p.’32.

^  Guy-Robert Detlefsen, "The Economic Need for Advertising Programs 
to Stimulate the Demand for Foods", Journal of Farm Economics, 
Vol. 37, No. 5, December, 1955, pp. 1475-1485.
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also to agricultural economists. Although agricultural advertising 

began as early as 1935, there are still marked imperfections in cur

rent methods of appraising the worth of advertising. Before the eco

nomic influence of advertising can be judged impartially, correct 

analytic procedures for measurement must first be developed. Un

fortunately the task of measuring the effect of advertising has been 

avoided by agricultural economists and has fallen upon the advertising 

firms themselves. Few of these firms should be expected to give an un

biased appraisal of the worth of their means of making a livelihood. 

Alois F. Wolf found four types of analytic methods employed in pro

moting claims of benefits derived from advertising:^/

"I. The subdivided time series analysis, in which the period 
before advertising is compared with the periods during 
which advertising was or is in effect.

2. The geographic type which compares areas with different ad
vertising efforts.

3. Analysis of price differentials and price changes.

4. Trade opinion."

He also found that no analysis used (I) the shifting demand curve,

(2) the changing percentage of consumer expenditure and (3) increased 

but adjusted income of growers as criteria for the effectiveness of 

advertising. These points have been brought out for the purpose of 

illustrating the need for agricultural economists to take an active 

part in evaluating the efficiency of advertising.

■i/ Alois F. Wolf, "Measuring the Effects of Agricultural Advertising", 
Journal of Farm Economics, Vol. 26, No. 2, May, 1944, p. 329.
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The American Dairy Association attempts to increase the consumption 

of all dairy products. The Association has developed methods to evalu

ate the effectiveness of parts of their programs. In order to evaluate 

results of their promotion they must first segment the total market into 

' its component parts, and second, know consumer attitudes toward and uses 

of dairy products. Then they relate these attitudes back to the seg

ments. Knowledge of attitudes and uses are developed from consumer re

search done by Alfred Politz Research Incorporated. Aid to segment the 

market comes from the Market Research Corporation of America. .

With this information, marketing objectives utilizing specific 

themes based on consumer attitudes are developed. These themes are 

then pre-tested for adverse reaction, ability to get the point across, 

^and presentation. If the program shows well in the pre-testing it is 

developed. After the. program is implemented, it may be tested by con

sumer surveys measuring its impact on the consumer. To evaluate the 

effectiveness of the program, knowing the objectives and the segmented 

targets, the impact of the program on the target may be compared with 

the impact on other segments of the total market. By the use of a con

tinuing study of consumer attitudes about dairy products and their uses 

on specific products, it is possible to ascertain if promotional cam

paigns are effective in increasing the total amount of dairy products 

demanded. It would be extremely difficult to measure the effectiveness 

of American Dairy Association promotion in terms of sales because of



the interaction of other factors and the impossibility of excluding 

all of them

One ojF these other factors is changes in income. G. K. Brinegar 

from the Agricultural Economics Department at the University of Con- 

necticut, made a study of the Effect of Changes in Income and Price 

on Milk Consumption. For long run income changes and the effects he 

used two methods of estimation. One based the estimate on differences 

in milk consumption among different income groups. The second compared 

milk purchased from a dairy to income received by the customers. For 

short run effects of income changes two additional methods were used.

The first method was based on retail sales of dairies and the second 

method compared changes in milk purchased between four-week periods be

fore and after income changes. Mr. Brinegar1s results showed a long run 

income elasticity of demand for fluid milk of .42. The long run ad-?- 

justment to income changes may be greater than usually suspected. His 

short run estimates arrived at an income elasticity of demand for in

come decreases of .95 and for income increases it was 1.35. Any time 

an evaluation of the effectiveness of promotion is attempted, this in

come effect must be accounted for either by measuring or attempting to 

hold it constant

- 53 -

.V Shelby A. Robert, Jr., speech presented at the meeting of the Com
mittee on Agricultural Marketing Research of the Western Agri
cultural Economics Research Council, Salt Lake City, Utah,
April 10, 1959.

2/ .George K. Brinegar, Effect of Changes in Income and Price on Milk 
Consumption, Storrs Agricultural Experiment Station, Bulletin" 280, 
Storrs, Connecticut, July, 1951.
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Before attempting to evaluate the effects of a promotional cam

paign a measurement of the product consumption trends must be made. 

Brinegar and Stewart Johnson have reported this type of study in 'The 

Market for Fluid Skim Milk. ^  This study showed an increase in skim 

milk items of 400 percent from 1947 to 1948 in Connecticut. Whether 

this increase in consumption was caused by promotion or by other factors 

would have to be determined before a promotional campaign could be 

honestly evaluated.

Agricultural economists must keep in mind that the competitive 

bidding for consumer alternative spending is so intense that agri

culture cannot ignore it. Also that the key question in evaluating 

advertising is whether the elasticities of demand for different food 

products can be influenced.

George K. Brinegar and Stewart Johnson, The Market for Fluid Skim 
Milk, Storrs Agricultural Experiment Station, Bulletin 303,
Storrs, Connecticut, 1953.



PART IV

SUMMARY AND CONCLUSIONS

Thirty percent of the firms processing fluid milk in Montana are 

essentially local enterprises handling less than 800 thousand pounds 

of milk equivalent yearly. Frequently these firms are sub-dealers 

for noncompeting products of the larger firms. These products in

clude the by-products of the dairy industry and fluid products packaged 

in paper cartons. The only dairy product handled by all these firms 

is regular fluid milk. Most of the products surveyed are handled by 

20 to 50 percent of these firms. The average number of products dis

tributed by dairies of this size is 5.6 products. None of these firms 

have a regularly scheduled driver education program either for new or 

old drivers.

These firms pay their retail drivers on a straight salary basis 

or utilize the family for retail deliveries. Eighty-eight percent 

use display newspaper advertising. Fifty percent utilize radio spots; 

church, athletic, club printed programs; and calendars as an adver

tising media. With the exception of phone books and theater adver

tising, less than a third of these dairies use other media.

Dairies supplying their local community and adjacent communities 

within a range of 75 miles typically handle from 800 thousand to 3,200 

thousand pounds of milk equivalent annually. Forty-three percent of 

the distributors in the state are in this size bracket. All the products
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surveyed are carried by at least one of these firms and two products in 

addition to regular fluid milk, whipping cream, and buttermilk are carried 

by all firms. A higher, percehtageudf"' these.' firms.'distribtitetthe non- 

fluid products than either the larger or smaller size groups. Ten ' 

products handled is the average for dairies of this size. The only 

method used by these firms to train new drivers is to have the old driver 

assist the new one until he has learned the route. The owner or manager 

acts ds a part time salesman for 44 percent of the dairies. Eighty- 

eight percent of these firms utilize display newspaper, radio spots, and 

phone books and directories as an advertising device. Six more de

vices - church, athletic, club programs; calendars; novelties; spon

soring athletic teams; theater advertising; and truck signs —  are used 

by more than half of these firms.

The remaining 27 percent of the dairy distributors in Montana —  

those handling over 3,200 thousand pounds of milk equivalent annually 

—  generally dp at least 25 percent of their business outside of the 

metropolitan area where their plants are located. Typically these 

firms have jobbers and sub-dealers in other metropolitan areas to dis

tribute their products. Seven fluid dairy products are handled by two 

thirds or more of these firms. The average number of all products 

carried by firms of this size is 11.3 products. One half of the training 

programs for new drivers are utilized by dairies in this group. Sixty- 

six percent of these firms have salesmen and only in this gfoup are 

found full time salesmen with no other duties. Fourteen different
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devices, are used by at least two thirds of these dairies arid every de

vice inquired, about except sound trucks is utilized by one or more of- 

these firms.

Thirty-five dairies give systematic quantity discounts on home de

livery routes. Twenty-one of these firms have their quantity discount 

set by the Montana Milk Control Board. This discount is the same 

throughout every area of the state where it has been decreed. This 

discount consists of one-half cent per quart if two quarts are taken, 

per delivery and one cent per quart if four quarts are taken per de

livery. The remaining 14 firms are evenly divided in their method,of 

giving discounts between a per delivery and a per month basis. None of 

these firms had their discount regulated at the time the survey was 

taken by the Montana Milk Control Board. The managers of 40 dairies 

feel that quantity discounts have advantages in its favor and those of 

18 firms see nothing but disadvantage to quantity discounts. The milk 

control board is obligated to set the minimum resale price and pro

mulgate fair trade standards for the dairy industry. Up to the time 

of the survey, the difficulties encountered by the board in maintaining 

the minimum resale price and fair trade practices were numerous. The 

industry has resorted to non-price competition and the board was de

ficient in funds and manpower to adequately police the state. With the 

revision in the Milk Control Law since the .survey was conducted, the 

entire state is now under board regulation and greatly increased funds 

are available. A weakness in the Milk Control Law is the necessity
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of holding public hearings and using cost of production in arriving.at 

a price. Public hearings are costly and time consuming while cost of 

production is difficult to determine with the existing methods of keeping 

records. There is much to be said for controlling the price to the dis

tributor and not controlling the price from the distributor to the 

consumer.

Montana is covered by two types of dairy promotion; the promotion 

of branded products marketed by the individual firms and industry pro

motion by the American Dairy Association. A lack of coordination be

tween advertising and other methods of merchandising is prevalent in 

■Montana’s dairy industry. The managers of the firms contacted dis

claimed any knowledge of how to evaluate advertising and expressed an 

interest that unbiased research work would be conducted to provide 

some evaluation yardsticks. From an economic standpoint the industry 

promotion as conducted by the ADA is more sound than the existing 

brand name promotion of the individual dairy firms. The dairy in

dustry in Montana is particularly lax in their by-product promotion 

which is normally a lucrative field for brand name advertising.

Industry promotion as exemplified by the ADA is designed to 

convince people to raise their total consumption of dairy products.

This is a long, slow attitude-changing process. Gains in the total con

sumption have, to be made in the face of consumer resistance and ig

norance. The themes of the advertising of the ADA have been changed

from the health benefits in dairy products to its association with pres
tige and as a maker of energy.



___. . - . - §9. -

More and more interest is being directed to measuring the ef

fectiveness of agricultural advertising. This job has been left largely 

to the advertising industry but now more agricultural economists are 

doing research in this field. Three analytical tools suggested for 

evaluation of advertising include (I) the shifting demand curve, (2) the 

changing percentage of consumer expenditures, and (3) increased but ad

justed incomes of producers as criteria.

The methods developed by the ADA to evaluate their promotional 

efforts rests on two main bases. The first is to segment the total 

market into its component parts and isolate a target area in one of these 

parts. The second base is knowledge of consumer attitudes toward and 

use of dairy products before and after a promotional campaign. To ful

fill this task the ADA utilizes a continuing study of consumer at

titudes. The promotional activities of the ADA would be extremely dif

ficult to measure in terms of sales because of the interaction of other 

factors with the promotional activities. ' ,
• • ' V '
Implications

This study has suggested some additional research that needs to 

be done to measure the effectiveness of promotional methods. Research 

needs to be done on consumer research in selected areas to determine 

the incidence of use and the attitudes of the consuming public towards 

dairy products. Research efforts devoted to merchandising techniques 

of non—dairy merchants may shed light on some promotional methods.

What could be a prbductive research effort would be to conduct a consumer

136414
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study before and after the introduction of a promotional method in co

operation with the dairies in an area. Additional personal contact by 

the deliverymen would be an appropriate promotional method to test.

The area could be divided and one section used as a control. An ad

ditional reference could be obtained from route records to study the 

differences in the amounts purchased before and after the introduction 

of the promotional method.

There are many possibilities of productive research work to be 

done in cooperation with the Montana Milk Control Board. This could 

give information on the movemehts of milk and the changing dairy 

structure in Montana. A study needs to be continued over time because 

of the changing nature of the industry.

\
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