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Abstract:
This study is an attempt to set up a hypothetical Federal milk marketing order for the Great
Falls-Hi-Line Area and to compare the Federal order with the present Montana Milk Control Law.

The Montana milk industry is characterized by many producers, few distributors, and many consumers,
Thus., the industry structure would tend to be oligopsonistic and oligopolistic in nature. As a result, the
Montana Milk Control Law was developed to direct the "performance" of the state milk industry.
However, there are still "performance" problems present under the state law. A Federal milk marketing
order is one possible solution to these problems.

The data used to develop the hypothetical Federal order in this study was obtained from records in the
Montana Milk Control Bpard Office in Helena, Montana from personal interviews, and from Federal
orders already in existence. The hypothetical Federal order is similar in structure to other orders,
however, it is set up to answer the economic problems present in the study area. The Great
Falls-Hi-Line Area was selected for this study because: (1) Producers in this area have indicated an
interest in obtaining a Federal order, and (2) this area gives a good cross section of milk industry
problems in existence throughout, the state.

The comparison analysis between the two alternative types of milk policy, is made primarily with an
efficiency norm. The differences between the two types of policy are pointed out, and a comparison is
made on how well each would answer problems present in the study area. A theoretical comparison is
also made on the price control portions of each policy.

The results of this comparison shows that the hypothetical Federal order would be more efficient than
the present Montana Milk Control Law.
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ABSTRACT

This study is an attempt to set up a hypothetical Federal milk
marketing order for the Great Falls-Hi-Line Area and to compare.the
Federal order with the present Montana Milk Control Law.

The Montana milk industry is characterized by many producers, few
distributors, and many consumers, -Thus, the industry structure would tend
to be oligopsonistic and oligopolistic in nature., As a result, the Montana
Milk Control Law was developed to direct the "performance" of the state
milk industry. However, there are still 'performance" problems present
under the state law., A Federal milk marketing order is one possible
solutiqn to these problems.

The data used to develop the hypothet1ca1 Federal order in this study
was obtained. from records #n-the Montana Milk Control Beoard Office in
. Helena, Montana from personal interviews, and from Federal orders already
in existence. The hypothetical Federal order is similar in structure to
other orders, however, it is set up to answer the economic problems present
in the study area. The Great Falls-Hi-Line Area was selected for this
study because: (1) Producers in this area have indicated an interest in
obtaining a Federal order,-and (2) this area gives a good cross sectlon of
milk ‘industry problems in ex1stence throughout the state. ;

The comparison analysis between the two alternative types of milk
policy is made primarily with an efficiency norm. The differences between
the two types of policy are pointed out, and a comparison is made on how
well each would answer problems present in the study area. A theoretical
comparison is also made o6n the price control portions of each policy.

The results of this comparison shows that the hypothetical Federal
order would be more efficient than the present Montana Milk Control Law.




CHAPTER I
INTRODUCTION
The Problem Area

Market Performance and the Montana Dairy Industry

The course and character of economic activity in the United States are
determined primarily by the actions of the multitude of privately owned
and managed business enterprises.i A leading economist-has suggested that
the performance of these enterprises determines to a large extent how
well the economy performs.l/ ‘ -
Business enterprise performance has been illustrated as having three
dimensions., These include:

1. "The performance of enterprises as buyers in the
markets for the basic factor of production: Labor and natural
resources., .

2. "The 'internal' performance of enterprises in
organizing productive facilities, managing their use and
that of materials and labor, choosing effective techmnique
and methods of production, managing finances, and so forth.

3. "The performance of business enterprises with
relation to the markets for goods and services which they
produce or use in determining outputs, prices, product
designs, selling costs, and a number of related things--

‘in a word, the complex of adgustments enterprises make, ,
in view of conditions of demand ard supply, to the
commodity markets in.which they are active."2/

1/ Joe. S Bain, Industrlal Organlzation, New York, New York John Wiley
and Somns,: Inc., 1959

2/ 1Ibid., p. 2.
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Furthermore, the two main determinants of the market performance of

industry are as follows:

1. "The organization or structure of a group or industry of
competing enterprises is widely thought to have a strong
conditioning or determining influence on the performance of
the group.

2. "The market conduct of enterprises, embracing the
practices, policies, and devices which they employ in .
arriving at adjustments -to the markets in which they partic-
ipate likewise influences performance."l/

This line of reasoning would apply in appraising the adequacy of the
economic system in a particular area as well as for thé nation. The
success of the economy of Montana as é-whole, according to this theory,
is'directly influenced by the performance of all business enterprises
located within the state. " In this thesis attention is focused on the milk
industry in Montana and the present Montana Milk Control Law, which has

as an explicit goal, promotion of industry performance.

Market Structure and Conduct of the Montana Dairy Industry

Montana is not basically a dairy state. Déiry farﬁ income is small
relative to some ‘agricultural commodities, (less than 3 percent of all
agriculfural income in the state is derived from dairy products).2/ Hoﬁ—
ever, it is still an importaﬁt segment of the state's agriéulture,'
Actually, the 1961 total dairy product sales in the state were approximately
312 million pounds of milk (see Table I).

1/ Ibid., p. 3.

2/ Edward H. Ward, A Formula for Montana Milk, Montana Agricultural
Experiment Station, Bulletin 569, Montana State College, Bozeman,

Montana, p. 3.
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" TABLE I, TOTAL MILK SALES FOR MONTANA IN 1961.%

Item - Sales

Million 1bs.
Total Class I and II Sales 174.510
' Class I Creamery Sales /¢53.&41,
Manufactured Milk Processing Plant Sales=" 84.329
Total Class III and IV.Sales 137.470
Total Sales . ‘ 311.980

* Source: The Montana Milk Control Office,'Helena, Montana.

a/ The manufacturing milk processing sales were converted from the total
products sold to the total pounds of milk sold in 1961 through the
use of conversion formulas. These formulas are shown in Appendix A
and were arrived at with the aid of personnel working in the Montana
Milk Control Office in Helenha, Montana.

Originally, fluid milk markets were almost entirely local. However,
with the advent of new technology (i.e., refrigeration, better trans-

portation, etc,), the milk‘markets‘in Montana developed their present

structure. Thislstrudture is characterized by a comparatively largé number

6f producers, few distributors (enterprises), and many consumers,

The trend has been for individual distributors to increase in size in
order to take advantage of internal economies of scale offered by new
plant technology. In addition, better transportation and better refrig-
eration methods have made it possible to extend the sales areas of the

individual distributors (see Appendix D).

-
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The trend has also been toward larger producers. However, despite this

general growth in producers' size, they still remain much too small to

bargain effectively as individuals over price conditions of sale, etc.l/

The consumer phase of the milk market has remained much the same as

in the past. Although ﬁhe consumer demand for low fat milk products has

probably increased relative to his deménd,for high fat milk products, he

still has little price bargaining for these products, Thus, it is the

author's contention that the distributor holds an advantage over the

i/

In the past, milk producers have tried to orgamize in order to gain
a better price bargaining position for their product. However, the
success of these producer organizations has tended to be less than
spectacular. For one thing, a producer is required to make a high
initial investment to become a Class I (fluid milk) producer.
Operating efficiency and higher-than~ever sanitary requirements are
the reasons for this high cost. There is often no alternative milk
market should the distributor refuse to accept the producer's milk
and no ready market for the sale of this equipment since the distrib~
utor can designate the producers he wishes to buy from. It is readily
understandable, therefore, why the producer is careful not to antag-
onize his distributor. .Such action may mean loss of Class I market
and ultimately loss of his capital investment.

In addition. to this, the movemént of milk, both bulk and packaged,
between cities within the state (see Figure 1) has increased, In fact,
certain areas within the state are receiving milk from other states
and vice versa (see'Figure 2). Thus, the distributor has increased
alternative sources of supply which tend to lower the producer's
bargaining power.
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consumer, within certain limits.l/

Because of the structure that does and has prevailed for years in
this and other areas, there arises a perennial problem in the dairy
industry centering around the conduct of distributors as they attempt
to use their market power to enlarge and protect profits. The ensuing
unrest and threat to the supply of milk has paved the way to institutional

arrangements designed to improve performance of the dairy industry.

1/ It is a generally accepted assumption that the demand for fluid milk
and milk products is highly inelastic. In the case of an inelastic
demand curve, a large increase in the price charged for milk and milk
products would result in a small decrease in the quantity purchased
by the consumers. This is illustrated very basically in the accom-
panying diagram.

Price Highly Inelastic Demand
P9 E— __.7
Bl e o o
2,
Ja
{4
B 0
g gl
Q Q Quantity

If the price were increased from P1 to Py, the quantity sold would
decrease from Q to Q. It is visually apparent that the firm would
enjoy greater profits at Pp (Profits = Py . Q2) than at Py. (Erofits
1.+ M)

! I% the consumer demand is inelastic and if there are many buyers
but few sellers, the seller has an advantage over the consumer. This
appears to be the case in the Montana dairy industry. (An oligopoly
is a market situation where there are few enough sellers of a particular
product so that the activities of one is important to the others).




-8 -

Research Problem

At present, Montana has a state milk control law to impro&e_the
performaﬁce of the state daify industry.' However,:thére are still
problems nof complétely corrected under,the'péréent law. fhe purpose
of this study is to consider an alternative approéch to this problem in
a parficular aréa within the state. This will Le acdémplished by first
outlining the‘cbnditiopé of thé‘dairy ihdustry in Montana ﬁnder‘the present
milk control law. .A Federal milk marketing order will then be set up for
the marketing area under consideration using the milk markefing data
available. The possible dairy industry proBlém solutions obtained
through this hypothetical Federal milk order will be compared with the
solutions offered by the Montana Milk Control Law and with achievements
of the Milk Control Board operating under this law.

Specifically, the objéctives of this study are: (1) To outline
problems present in ttie' Montana dairy industry undexr the present usage
of the Montana Milk Control Law, (2)'To set up a hypothetical Federal
milk marketing order for,the particulér are# under consideration’ (the
Great Falls-Hi-Line Area),l/ (3) To compare solutions offered by certain
sections of this hypothéficallorder with those solutions offered by the
Montana Milk Control Law as it now functions_and as it éould function, and
(4) To offer suggestions on the different ways in which this hypothetical

'Federal milk marketing order may be used in solving problems how.present

in the Montana milk industry.

1/ The lack of adequate milk marketing information is a major limitation-
of this phase of the study. Better available information would
allow.some sections of the hypothetical Federal order to bé more
adequate.. However, these sections are still more than adequate
for genmeral comparison purposes. '
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Hypothesis

The main purpose of the Montana Milk Control Law is to coordinate
‘the performance of the stéte milk industry. Howéver, the law, asvit'is
presently being used, does not.offer completely adequate solutions to
‘some of these milk industry performance problems. Thus, certain portions
of the law are either inadequaté or are ineffectively used. .Thefe are two
solutions to this inadequacy and iﬁeffectivenéss: Revision of the present
state order or a Federal milk marketing order, Either of these solutions
would improve the performance of the milk industry both statewide and in

a particular area.

_‘Sequence of Analysis

In Chapter II, the present Montana Milk Control Law will be outlined.
This will include its ﬁistory, the more important provisions iﬂ:its
present form, and some of the more important Montana dairy industry
problems, _ /

In Chapter III, a hypothetical Federal milk marketing order will be
set up for the Great Falls-Hi-Line Area. The Eackground-of each section
of the Federal order will be explained, ahd this explanation will be
related to the conditions in the pfoposed marketing area. The summary
of the chapter will be an abbreviated form of the entire hypothefiéal
Federal order,

Chapter IV will compare the hypothetical Federal order solutions to
the probleﬁs present in the dairy industry in the Great Falls-Hi-Line
Area with the solutions offered by the.Montana Milk Control Law both in
its present state of effectlveness and its potential state of effectiveness.

Chapter V presents the summary and conclusions of the study and looks

at areas of possible future research,




CHAPTER II

THE MONTANA DAIRY INDUSTRY PICTURE
‘UNDER THE PRESENT STATE MILK
CONTROL LAW '

Eventvaea&ing to the Inétitution
of Milk Control Legislation 1/
The present milk policies in use in Montana and other parts.  of the
country are an outgrowth early attempts to improve dairy farmers bargain- -
ing position. In1t1a11y, the first real movement for agrlcultural policy
of this type on the national level began with the severely. depressed
condition of agriculture which followed World War I. From May, 1920 to '
the Federal legislation of May, 1929, there was a continuous movement to
get the government (the Federal Government:priﬁerily)'to assume the
responsibility of aiding farm commodity markets. These efforts finally
culminated in the Agricultural Marketing Act of 1929, This act sought
to strengthen cooperatlve associations so that the producers of farm
products might enJoy a stronger bargalnlng position in the sale of these *
products. However, the structure of the agricultural industries (1nc1ud1ng
. the dairy industry) was not particularly conducive to the successful
organization of producers. The Agricultural Marketing Act of 1929 was not
strong enough to offeet the producers' unfavorable position. As a result,
producer organizations, under the 1929 Act, did not accomplish their
objectives. ’
The Agricultural Act of May, 1933 was the next Feéderal Government
program attempting to 'increase the prices paid to the agricultural producer
for his p‘rodﬁcts° Tﬁis act sought to accomplish this goal by reducing

the agricultural production of the farmer.

1/ The Ferm‘Foundatien,.Turning.the Searchlight on Farm Policy--A Forth-
right Analysis of Experience, Lessons, Criteria, and Recommendations,
1952, Part I.
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Its "stated" objective was to establish the same ratio between a
farmer's purchases and a farmer's sales using August, 1909 through July,
1914 for the base ratio period. This 1933 Act was declared unconstitu-
tional by the Supreme Court in 1936. The Court, in making this decision,
declared that the Act controlled agricultural production in several states,
and this was an unconstitutional extension of Federal powers,

This Supreme Court ruling was followed by a shift to the Soil
Conservation and Domestic Act of 1936, Under this Act, farmers received
cash payments for employing certain soil conservation techniques. How-
ever, when the 1936 Supreme Court decision was made, it left certain
sections of the Agricultural'Adjustmenf Act of 1933 pertaining to fruits
and vegetables and dairy pfoduéts untouched, The Marketing Agreement
Act of 1937 was passed by Congress'to clear up any doubts of the legality
of these sections in the 1933 Act. It was through this 1937 Act that the
* present Federal milk marketing orders were established. Many states were
quick to follow the Federai Government's lead, and these states, including

Montana, initiated state milk orders.
History of the. Montana Milk Control Law 1/

Establishment of the Montana Milk Control Board

The Montana State Legislature first established a Milk Control Board

in 1939, The purpose of this Board was '"to promote the more orderly

l/ The purpose of this thesis is not to give a complete historical back-
ground of the Montana Milk Control Law, Therefore, this coverage is
very brief. For a more complete coverage, the Milk Control Law may
be consulted as well as Dr. Edward H. Ward's Ph.D. thesis (see

following footnote).
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marketing of fluid milk, and to establish prices in such a manfier as to
assure consumers of a stable supply of pure and wholesome milk."l/ The
Milk Control Board was given the power to establish minimum prices for fluid
milk at both the consumer and producer level in a "patural market area."
However, this was only possible if the ‘producers and distributors handling
a majority of the fluid milk in this "natural market area" elected to come
under the authority of the Milk Control Board, This initial Milk Control
Board consisted of five members as follows: ’

1. The executive officer of the Montana Livestock Sanitary Board,

as chairman, and °

2. Four members app01nted by the Governor Wlth the follow1ng
quallflcatlons'

a. a consumer,

b. a producer;

c. -a-producer—distributor, and
d. a dietributof;

The 1939 Milk Control Law also decreed that the Board had to hold-a
publlc hearing in the. area concerned before minimum could be established

for fluid milk in that area.

The 1959 Revision of the Montana Milk Control Law

During. the years‘following the.setting up of the Montana Milk.Control
Board, it became apparent that the law was not adequate. For one thing,

there was difficulty in defining a '"nmatural market area,”" With improved

1/ Edward H. Ward, The Influence of Technological and Legal Changes and

T the Likely Influence of Concentrated Milk .on the Operation of the
Montana Milk Control Law, Doctor's Thesis, Department of Agricultural
Economics, University of Wisconsin, Madison, Wisconsin, 1954, p. 11.
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technology in refrigeration and with better transportation facilities, it
became possible to éhip milk great distances within the.state and befween
states themselves, Aléo, the records required for the establishment of .-
fluid milk prices were not availabie in many'instances because the Board
lacked either the power or the resources necessary to collect this information.
To combat some of these inadequacies, the Montana Milk Control Law
was revised in 1959, Somé of the changes made in the 1959 law are listed
as,folldwé:l/ ‘

1. The five members of the Milk Control Board are all appointed by .
the Governor, with the consent of the Senate, and are all consumers.,

2. The Board is given the power to designate an executive-secretary
who has charge of the administration of the Board's orders, rules,
and regulations. The executive-secretary also serves as financial
officer of the Board, and he is authorized ‘to accept money paid
to the Board, such as.license fees of fines.

3. The Milk Control Board is given the following general powers:

a. "The power to supervise, regulate and control -the fluid milk
industry in Montana, including the production, transportation,
processing, storage, distribution and sale of milk in the
state through the price control of milk designated for fluid
use, :

b. The power to investigate all matters pertalnlng to the pro-
duction, transportation, proce551ng, storage, distribution
and sale of milk in the state. (This includes the power: to
subpeona milk dealers, their records, books and accounts if
it is deemed necessary to’ carry out the intent of the Montana
Milk Control Law.)

'¢.. The power to request .the sheriff of a county in’ the state to
' .execute any SummOAS 1ssued by the Board

1/ This irnformation was derived from a compilation of the various parts
of the Milk Control Law, put out for information only, by the Montana
Milk Control Board This was not an official copy of the Montana Milk
Control Law. :
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d. The power to designate an agent of the Board to call and give
notice of price heéarings of the Board, administer oath to
Wltnesses, etc.

e. The power to act as mediator or arbitrator to settle any issue
pertaining to fluid milk between producers, distributors,
‘producer-distributors, and customers.

4. The Board is given the power .to establish natural marketing areas
in the state and to set and enforce minimum producer, wholesale,
and retail prices in these areas. The Montana Milk Control Law
also states that there shall be not less than five of these
natural marketing areas.in the state. (The Board is also given
the power to alter the boundaries of the natural marketing areas,
if, after a hearing, it find$ this alteration of these.boundaries
in the public interest.) .

5. 1In establishing the minimum prices for a natural marketing area in’
the state, the Board must conduct a public hearing and admit
evidence under oath which is related to matters of the inquiry.
(This evidence may be, offered- ‘by. the consuming public as well
as by persons engaged in the milk industry.) -In setting these
minimum prices, the’ Board must take into con81derat10n the
balance; between production and consumption of milk, the costs

-of production and distrlbutlon, and prices in adjacent areas and
states. Of special interest in this part-of the Montana Milk
Control Law are the following:

a. "The milk produced in one natural marketing
area and .sold in another natural marketing area shall
be paid for by a distributor 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. -

1

.b, "A1l milk purchased within a natural marketing
area by a distributor shall be purchased on a uniform.
ba31s of either butterfat or hundredwelght,"ll

1/ 1Ibid., p. 5.
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6. The Board, or any person designated by the Board, may audit the
records of any milk distributor or producer-distributor within
the state. The Board is also given the power to require reports
from these places of business at a regular time period.

7. This act does not apply to foreign or interstate commerce.

8. The Board also is given the power to conduct joint hearings with
the authorities of other states and of the United States,
includinhg the Secretary of Agriculture of the United States, and
to issue joint or concurrent orders.

As a result of the éhanges in the Montana Milk Control Law instituted

in 1959, the Montana Milk Control Board gained more power, at least

‘theoretically.

The Present Montana Milk Picture
Resulting From the 1959 Revision
In agcordance-with the 1959 revision of the Montana Milk Contfol:Law,

the Montana Milk Control Board has instituted ceftain'changes in its
control policy to aid in directing the pérformancelof the Montana industry.
At the present time, thg-Bdard‘has divided the state into 12 pricing zones
as shown in Figure 3. The Board has also set the minimum producer, whole-
sale, and retail pfices for milk uséd for fluid purposes in these zones.
Tables iI and III give these prices. The revised Montana Milk Control
Law has also provided more adequate records for the Board to work with
in establishing these pricing zones and fluid milk prices. However, even
with these improvements, there are still shortcomings in the ability of
the Board to direct cefféin phases of the performance of the Montana milk. -

industry.
Problems the Milk Control Board
Is Unable to Resolve

At present, there are still probléms that the Montana Milk Control

Board is unable to solve. In some cases the Board does not have the




MONTANA

MiISSouLa

SCOBEY PLENTYWOOD
° 'Y
Ls
Ling LA o & ERERED A%
oLwN e U B
curgam® | T © O LER aenry © CHINOOK o e ¥ “
Loy o SHELBY ° HAVRE © v AL
EECA T W aue e 2 e S ° MALTA noosjevELT
® KALISPELL PONDERA = PHILLIPS o & Ao WOLF POINT
e °
7 ] i
3 ls
L& LAND
$AND _! CHOTEAY RICH
ERS E T SINEY ©
~ POLSON
v ' &
A
GREAT FALLS olaRE ARESE D DAWSON
Z CASCADE JOROAN
GLEWOIVE ®
o
PRAIRI
o TERRY

T

eMLES OTY
FORSYTH
0

CUSTER

i

ROSEBUD

WiBAUX

BAKER ©
FALLON

°
ERALAKA

GALLATIN

POWDER RIVER
*

BROADUS

BEAVERHEAD
OiLLoN o

CARBON

.
RED LODGE

|

CARTER

Figure 3. Pricing Zones Under the 1959 Revision of the Montana Milk Control Law.*

* Source: The Montana Milk Control Office, Helena, Montana

91




- 17 -

TABLE II. WHOLESALE AND RETAIL PRICES ESTABLISHED BY PRICING ZONE UNDER
THE MONTANA MILK CONTROL LAW (1961).%*

- _ "Prices Set
Pricing Zone Producer Wholesale b/ Retail b/

I a/ : .207 124
Iz a/ .21 .24
EII a/ .21 ‘ 24
v al | .205 .23
v (Zone "A") a/ .22 o .25
¥V, (Zone "B") a/ .21 .24
VI, (Zone "A") a/ .22 .25
VI, (Zone "B") a/ .21 .24
VIl a/ .205 .23
VIrr - al .23 .26
x al/ .215 .25
K ' al .215 .25
XI a/ .215 .25

XII , a/ .215 .25

* Source: Montaha Milk Control. Boakd Offite;' Helena, Mbhtana. -

a/ Producer prices set by the Montana Milk Control Board are shown
in Table III.

Al

b/ This is the price for ome quart containers of homogenized milk,
testing not less than 3.25 percent or more than 4 percent butterfat
as set by the Montana Milk Control Board.
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TABLE III. MONTANA MILK CONTROL BOARD PRODUCER PRICES BY PRICING ZONES
(EFFECTIVE AS OF JUNE 26, 1962).%

T

_ Class I & II price T o
Pricing Zone per.cwt., a/ Midpoint b/ Differential c/
Dollars. Percent Dollars
T 5.11 3.5 .07
L1 5.394 3.5 11
kI 5.50 3.5 .07
v 5.32 3.6 .07
1 5.39 3.6 .07
YI, Zone A (Wolf Point) 5.74 3.7 .07
VI, Zone B (Havre) 5.35 3.7 .07
VII 5.35 3.7 .07
VIII 5.64 3.5 .105
X 5.11 3.5 .07
X1 5.11 3.5 .07
KII 5.11 ° 3.5 .07
k 1.45 per pound butterfat Class I

]

1.00 per pound butterfat Class II’

* Source: The Montana Milk Control Office, Hélén§, Montana.

B/ 1In all areas except Area X, milk used in Class I and II products
is priced at a hundredweight price.
pound butterfat, with no value for skim.

In area X, it is priced per

b/ The midpoint is the average test of all producer receipts in that

area.

g/ ‘The differential is the amount the price raises or lowers depending
on the test. For each one-tenth of 1 percent butterfat, the price
changes the amount of the differential.
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authority necessary. In others, its authority has been challenged and it
is unable to ebtain industry compliance even though the law appears specific
in a given area, , '

The Montana Milk Control Board, under the present law, has the author-~
ity to set prices, and thus control, only that milk which is sold as fluid
milk, Thus, it may direct only those milk plants whose location is shown’
in Figures 4 and 5, Even here, its authority extends over only that milk
which is actually sold in fluid form (i.e., whole milk, skim milk, chocolate .
milk, ete.). It canmnot control the price'on surplus milk sold to the
distributor by the producer. 1In addition to this, the Board has no author-
ity in setting prictes or audltlng the records of the manufacturlng m11k
rrocessing plants located within the state (see Figure 6).

Another area in which the Board lacks authority is that involving milk
moyementinto the state. As shown in Figure 2, this movement is définiteif
present. It may set the-retail and wholesale price of this milk if it is
gold d1rect1y to the consumer in fluid form. Howeter, it cannot audit the
1ecords of these out-of- state plants. Thus, it is~vety difficult to
gather an accurate picture on bulk milk brought into the state for sale
to Montana milk plants.

The Board also lacks jurisdiction over probleﬁs involving bargaining
between the producer and the distributor, other than setting produeer
prices for milk sold for fluid purposes. Thus, the producer has gained
little in the way of bargaining power. '

In some cases,'the aﬁthofity of the Board has been challenged. As
shown in Figure 1, the movement of bulk milk today is nearly statewide.

A ﬁreblem arises in the payment for this milk to the producers. For
instance, when Class III milk is shipped to a different marketing area,
and there it is sold as Class I miik, who is to payAfor its usage as Class
I? In the present milk control law, it is stated that milk produced in
one natural marketing erea and sold in‘another natural marketing area

shall be paid for by a distributor in accordance with the pricing order

[N
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a/ Appendix B gives a more complete brcakdown on these plants.
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where produced at the price_specified for the class in which it is ulti-
mately being sold., However, the law éoes not state which distributor
should pay the'difﬁérence between the Class III.and Class I price. At the
time of this writing, this question is being debated in the courts.l/

The authority of the Board hés‘also been cﬁallenged in other Wayé.
In some cases Fhe diséfibutpré have been upwiiling or slow to concede that
the Board has the powers specified by the law. Price setting inlsome
areas and the supplying of records and accounts are two exaﬁples of this.
At present, the Board élready establishes price through public hearings.
These in theﬁSelves are time consuming, and further delays in instituting
a b;ice cﬂanée decisidn are brought about fhrough.theSe authority
challenées; As a result, althoﬁgh the 1959 Law apbears to strike directly
to the heért of some of fhe basic problems iﬁ the Montana milk industry,

in some cases it might be considered a "Paper Tiger."

Possible Solutions to These Problems

It is important to fgﬁember that there is more thaﬁ one possible
solution to the performance problems now present in the Montana milk
industry. Although this thesis is primarily concerned with answering
the problems of a pdrticular area with a hypotheticalcFederél milk
marketing order, at least part of these problems might-be answered through
a revision of the present state order or issuing a joint and concurrent

order with other states.

l. Appendix C includes a summary 'of this case..
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PRINCIPAL. PROVISIONS OF A HYPOTHETICAL FEDERAL MILK
MARKETING ORDER FOR THE GREAT FALLS-HI-LINE AREAL/

"Federal milk marketing orders are legal'authority for
regulating a large and diwverse--dalry industry, imposing
financial legal obligations, and meeting local market meeds.
While Federal orders are complex,thelr basic features are -
simple and clear."2/

Each Eederal order is set up to answer the problems. involved in

: production,'cqnsumption,.and marketing conditions in a particular milk
market area. Thérefore, each order is different. However, all Federal
orders have certain basic features such as mdrketing area definition,

use classifiication, classified pricing, pooling returns.amoﬁg producers,
and administrative provisions.. Of course; theselfeatures.ﬁust be related

to the economic:conditions present in the marketing area selected.

Marketing Area Selection

In settlng up a Federal milk marketlng order, def1n1t10n of the market
area is an important first step. This is because thg particular Federal
order is directly related to the_économic conditions of an area, and there-
fore the area determines the proviéions of the order. The marketing_areé
should include all of the area where the same milk distributors compete

for sales of milk.

1/ Figure 7 gives the boundaries of the Great Falls-Hi-Line Area for’
which the hypothetical order is being developed.

2/ Dr. R. W. Bartlett, Federal Orders for Marketing Milk, Department
of Agricultural Economics, University of Illln01s Urbana, Illinois,
p. 10,
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Procedure for Defining a Market Area

In a report to the Secretary of Agriculture, the Federal Milk Order

Study Committee gives a suggested procedure for deflnlng marketlng areas.

This procedure involves four steps. These steps are as follows:

1. '"Identify the‘principle city whose milk supply
and that of closely related distrlbutlon centers is to be
priced by the order.

The principle city is a well defined, readily identi-
fiable political unit which constitutes the hub or core
of an extensive urban area. : The boundaries of this
metropolitan market which will be a major component

of the marketing area defined by the order are to be
determined in step number two.

2. '"Determine the extent of the primary metropolitan
market, including besides the hub city, its suburban areas
and continguous or adjacent urban centers that have strong
economic and institutiénal ties to the principle city.

The metropolltan market thus determined (subject to
further expansion'in steps three and four) is likely
to be soméwhat more extensive than the marketing

areas defined in accordance with earlier procedures in
which the eéxtént of route systems of competing handlers
was the principal ‘determinant.

3. '"Trace the boundaries of the regular production area
for the primary metropolitan market identified in step number
two (as a necessary preliminary to.step number four).

This production area will normally include all counties
" (excluding non-contiguous or remote areas) in which

are located plants or dairy .farms that have been

associated with the primary metropolitan market.

(a) by health department. approvals,

(b) by shipments of fluid milk, or’

(c) by other economic and institutional measures.

4. "Locate all the principal urban centers that lie
within the production area as determined in step number
three; extend the bounds of the primary metropolitan
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market - as determined in step number two, to embrace

these .urban centers and the intervening territory.'"l/

Another important factor in defining a marketing area whose milk
supply is to be priced by a Federal milk marketing order is the weighing
of the cost of order admlnistratlon in relation to the size of the area.
Excessive adminlstratlve costs may Justlfy the exclusion of outlying

small volume distribution areas from regulation.

Topographical Boundaries and Route Sales Movements

In setting up any marketing area it is important that the boundary
be located where there are relatively few route sales movements. A .
Federal market order is not designed to isolate a particular market
from the surrounding markets., Hoveverﬂ it is much easier to. administer
an order if there are not abnormally large route sales movements across
the msrket area boundary. 1In many cases  this lack of route sales move-

ments is related to topographical feétures of the market area.

Producer Approval Required to Institute a Federal Order

[

Before inauguration of a Fedsral milk marketing order, it must be
presented to the'producers‘of the area for their approval, Thess
producers must approéevthe order as it is set up rather than approving
only those provisions which they prefer. If the order is of the market-
wide pool type, two-thirds 'of the producers who supplied the market
area during the designated.representstive period, or, the producers who
supplied two-thirds of the milk sold in the market area during that period
must approve it. In the case of an order tﬁat sstablishes an individual

handler pool, the percentage of producers approving the order must be at

1/ United States Department of Agriculture, Report to the Secretary
of Agriculture by the Federal Milk Order Study Committee, Washingtonm,
D..C., April, 1962, p. II-2-10, II-2-11.
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least 75 percent. Thus, before any further work on a Federal milk market-
ing order can be started, it must be established that the producers

which supply the area actually wish to inaugurate ‘an order.

Description of the Market Area Selected for the Hypothetical Federal

Milk Marketlng Order and Reasons for Selection
gr"

The proposed marketing area to come under the Federal milk marketing
order is shown in Figure 7. Table IV givés the countiés to be included
in the order. There are several reasons why the borders for this partic-
ular area, which was selected for this study, were set in théir present

locations..

TABLE IV, COUNTIES TO BE INCLUDED IN FEDERAL MARKETING ORDER

County ) County Seat
1. Blaine Chinodk
2. Cascade . Great Falls
3. Chouteau Fort Benton
4, Hill Havre
5. Lewis and Clark (northein part) --
6. Liberty : Chester
7. Phillips Malta
‘8. Pondera Cénrad
9. Teton Choteau K
0. Toole Shelby
1.

T

Valley Glasgow

One of the main reasons for setting up a hypothetical Federal milk
‘marketing order for the Great Falls-Hi-Line Area is the continued presence

of problems relating to the performance in this area, For one thing,
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'there are problems which involve the producer and distributor.l/ Also,

there are problems in this area involving the movement of bulk milk within
the stete.g/ Finaliy, miik meves into this area from other states. Although
the quantity of this out-of-state milk is not great, it does offer an
'opportunity to compare a hypothetical Federal milk marketlng order and the
_‘present Montana Milk Control Law with’ respect to this source of milk, Thus,
some conclusions can be obtained pertaining -to the feasibility of a. state-
wide Federal milk marketing order.

In addition, the borders of the proposed marketing area indicated in
Figure 7 follow natural topographical features quite closely. The western
boundary followe the continental divide to a great extent while the
southern Boundary follows the Missouri River Basin. The northern boundary
of the proposed:market area is the Canadian border. Thus the only
,boundary which is not: partlcularly distinct topographlcally, is the eastern
:boundary Actually, this boundary could be located in a more easterly
direction if necessary. However, it must be remembered that the admin-
istration costs must bé taken inro account in 1qcating.the.bbﬁnderies
of a market area. Therefore, the eastern boupdary of the proposed market
area hassbeen,loceted where it will be as far west as ‘possible and still

meet the requirements of few route sales movements and producer approval

1/ This fact has been verified by the author in discussions with producers
in the area. One such disagreement involves the dissatisfaction of
a particular producer with respect to. the butterfat test of his milk.
The butterfat test taken by the distributor and resulting butterfat
differential paid to the producer was noticeably lower than previous
months. However, the producer stated that, even though seasonal
variation in butterfat tests ‘does occur, it should not have affected
his butterfat test because he was feeding in an enclosed pen using
the same feed as he had in the previous high butterfat test months.

2/ The court case shown in Appendix C between the Montana Milk Conttol
Board and Kessler Brothers of Bozeman, Montana involves this area.
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requirements., The sales area of the major distributors located within
the proposed market area is shown in Figure 8. From this it can be seen
that the route sales movements are small on the proposed market area
boundaries.

Finally, the author, in interviews with producer associations located

within the proposed market area, has been assured that these producers

wish a Federal milk marketing order. In fact, the boundaries of this

propoéed market area were determined with the aid of these producers and
contains all producers who supply fluid milk to the producers located within

the area.

Firms Affected by the Order

Bécause of the fact that Federal milk marketing -orders do not,K attempt
to control the wholesale and retail price of milk in the particular market-
ing areas they are set up for, the firms affected By an order are handlers
(or distributors) and producers. However, there are different degrees of

controi under Federal Milk Orders.

‘Milk Handlers 1/

"A handler is a person, individual or corporate, who handles milk
subject to the order."2/ This term applies to cooperaéive associations of
producers, when these cooperatives handle the milk of their members, as
well as proprietary handlers. However, with the increasing interchange of
milk between milk markets, it has become fmportant that different degrees

of regulation of handlers be set up.

-1/ In all of the following discussions, handler and distributor will be

used interchangeably, and thus they have the same meaning.

2/ W 5. Department df. Agriculture, Federal Milk Marketing Orders; Their
E¥tablishment., Terms‘éhdwdpération;=Waéhingboﬂ;&Du'Qﬁ“ﬁgriculturak'~'
Marketing Service, October, 1956, p. 20,
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Fully regulated milk handlers are those whose principal sales :areas
is %ncluded within the market area. Ordinarily, handlers or distributors
are fully fegulated under a particular Federal order if their Class I
milk route disposition within the marketing area is over a given percentage
of their total receipts from pfoducers.

Partially regulated handlers are those whose principal sales area is
outside of the market area but who do have some sales within the market
area. A partially regulated handler would be classified as having his
principal salés ‘ared outside of the market area Wheﬁ his Class I milk route
disposition within the marketing area is under the given percentage of his
total receipts from producers. Partially regulated handlers are usually
required to pay cbmpensatory payments and a given administrative assess-
ment per'huﬁdredweight on their Class I route disposition within the
marketing area, | -

Exempt.milk handlers are usually small operétérs, such as producer-
handlers and manufacturing milk processing plants, whose share of the
market is eépecially insignificant. Manufacturing milk processing plants
are those plants which do not engage in the sale of fluid milk and there-
fore they need be approved by an appropriate health authority. Fully
regulated plants must meet the sanitary requirements required by the order
for the processing of Grade A miik. A producer-handler is usually éhought
of as being a dairy farmer who operates a plant from which Class I (fluid)

milk from his own prodﬁction is distributed.

Héndlers Under the Proposed Order

. The first requirement of any regulated milk handler is that he meet
sanitary requirements necessary under the Federal order toApfocess Class
A milk, This hypothetical Federal order will impose the same sanitary

requirements necessary under the Montana Milk Control Law.
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The two Federal milk marketing orders which are nearest to this pro-

posed Federal ordér are Federal Milk Order number 17 (Black Hills, South

Dakota) and Federal Milk Order number 108 (Inland Empire, Washington-Idaho).

Both of these orders have similar provisions for a fully regulated plant.
A fully regulaégd'"distributing plant" is a plant in which Class I milk
disposition within the Federal market area is equal to not less than 20
percent of its Grade A miik receipts from p;odﬁcgrs_and other plants. A
fully regulate& "supply plant'" is one which ships fluid milk ﬁroducts
equal to not less than 50 percent of its Grade A milk received from
producers to fully regulated "distribiting, plants."1l/

The proposed Federal m11k order will use the same prov1s1ons Table
V shows the fluid milk processing plants which will be fully regulated
distributor plants under this order.

Partially regulated handlers under the proposed Federal order will be
those which have Class I milk disposition within the proposed Federal
market area but do not meet the above reqﬁirements for fully regglafed
distribuing plants. Figure 9 is an example of this.

The manufacturing milk proceésing plants located within the proposed
marketing area (see Table V) will be exempt from producer price control

under the proposed Federal order.

Producer-Handler or Producer-Distributor Under the Proposed Order

At present, there are very few producer-handlers in existence in
Montana and there is only one producer-handler located within the marketing
area being considered (see Table V). Because of its relatively small

size, this plant will not be regulated.

1/ This information was obtained from a complete set of Summarles of
Federal Milk Orders which reflect revisions through December 1, 1961.
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TABLE V. TOTAL NUMBER OF MILK PROCESSING PLANTS LOCATED WITHIN THE
PROPOSED FEDERAL MILK MARKETING AREA (1961).%

\

'Processing Plants . Markéting Area -

Eluid Milk Processing Plants Located Within the Federal Marketing Area
. Which are Classified as Fully Regulatgd‘Distributing\Plants-

1. Superior Dairy Choteau, Montana
2. Conrad Creamery : ‘Conrad, Montana
3. Quality Milk Plant Conrad, Montana
4, Ayrshire Dairy Great Falls, Montana
5. Hansen's Dairy ) Great Falls, Montana
6. Pioneer Dairy Great ‘Falls, Montana
7. Jersey Gold Foods Great Falls, Montana
8. Vita-Rich Dairy, Inc. Havre, Montana

. 9, Meadow Valley Creamery , Malta, Montana

Producer-Distributor Plants Located Within the Federal Marketing Area

1. Purvis Brothers A Vaughn, Montana

Manufacturing Milk Processing Plants Located Within the Federal Marketing

Farmers Union Creamery Chinook, Montana

L.

2. Beatrice Foods Co. . Great Falls, Montana

8. Farmers Union Co-op Creamery _Great Falls, Montana

4, Franks Cream Depot’ Great Falls, Montana
(out of busimness)

5. Idowell Creamery Co. Great Falls, Montana

6. Glacier Trail Creamery Havre, Montana

% Source: The Montana Milk Control Board Office, Helena, Montana.
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Producers Under the Federal Order

Alprodﬁcer is defined as '"a dairy farmer who delivers to a fully
regulated handler milk approved for sale as fluid whole milk in thelregulaﬁgd
market."1/ Thué, the producers affected by this hypothetical Federal order
will be those who deliver to the fully regulated handlers listed in Table V.

Pricing Milk for Fluid Use

The Classified Pricing System

In any milk markét, in order to guarantee an adequate supply of milk
from the producer to the handler despite seasonal variations, a greater
,volume of milk hés to be produced than what is actually sold as fluid milk
in the particular market. This surplus or reserve of fluid milk may cause
a serious instabiiity in the level of fluid milk prices, particularly:
seasonally. The ciassifiedhpricing system answers this problem, at least
partly, by establishing two distinct prices for milk in the market.2/ The
.first of these is thé Class 1 price, which is the price paid to the producef
’fof milk entering fluid use. The second of these is the Class II or surpldé
price, which is the price paid to the producer for surplus milk‘going to

other than fluid uses, such as butter, cheese, etc.

1/° 'Ibid.

2/ Edmond S. Harris, Classified Pricing of Milk, Some Theoretical Aspects,
United States Department of Agriculture, Technical Bulletin No. 1184,
Washington, D. C., United States Government Prlntlng Office, April,
1958, p. 1. . K
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Classification Under the Present Montana Milk Control Law 1/

Under the present Montana Milk Control Law, classification of milk

is broken down into four classes. These classes are:

1.

4.

Class I.--This class includes homogenized milk, pasteurized milk;
hi-test milk, low fat milk, buttermilk, chocolate milk, and all
shrinkage over 2 percent of the receipts of milk by the distri-
bution from the producer. '

Class II.--This class includes skim milk (including fortified skim
milk), flavored milk dridks (such as chocolate drink), half and
half cream, coffee cream, and whipping cream.

Class IIL.--This class includes sour cream, cottage cheese, ice
cream, yogurt, and closing inventories of milk on the distributor's
books. ' '

Class IV.--This class includes butter, American cheese, livestock
feed, waste skim milk, and shrinkage under 2 percent.

Actually, only Class I and Class II milk come under the jurisdiction of the

Montana Milk Control Law. Classes III and IV were set up by‘the Montana

Milk Control Board personnel to aid in classifying surplus milk usage.

Classification for the Proposed Federal Milk Marketing Order "

In setting up the classification of milk for a Federal ordér, it should

be understood that alllmilk, including surplus milk, processed by a regulated

plant comes under the jurisdiction of this order. Thus the classification

for the proposed Federal order will use only two classification numbers.

These are Class I and Class II. Class I will refer .to milk used in fluid

products (a combination of Class I and Class II under the present Montana

Milk Control Law). Class II will refer to surplus milk (a combination of

Class III and ClassV under the present Montana Milk Control Law).

1/ This information was gotten in interviews with personnel working in the
Montana Milk Control Board Office in Helena, Montana.
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Possible Ways of Determining Class T Pricés

There are two main ways in which to determine class I prices. These
are:
1. Pricing through evidence admitted at a public hearing, such as

now practiced under the Montana Milk Control Law, and

"2. Pricing under the '"formula" method, ﬁhich automatically makes
price changes to be paid by handlers for milk.
"In recent years, all markets under Federél milk regulation.haVe used a
'formula' method for determining Class I prices."l/
Currently, there are two general types of Class I bricing formulas.
These. are:

a, "Economic formulas," which relate Class I milk prices to selected
economic factors, and :

b. "Manufacturing milk formulas," which relate the price of Class I

milk to the value of milk used for manufacturing purposes.
The interest in economic type formulas to price Class I milk has become

especially keen since World War II.2/ This is due to the fact that economic

‘formulas tend to relate the price of milk more closely to the economic

situation of the marketing area for which the Class I price is being set up.
Manufacturing milk products, such as butter and cheese, may be storgd
and shipped great distances. Thus, a market area may receive competition
in this type of dairy product from fhe entire country, or at least a
greater area of the country than the marketing area under a particular
Federal order. 1In contrast, although the fluid milk marketing areas for

particular handlers {or dlstrlbutors) have increased due to increased

1/ United Stafes Depaftment of Agriculture, Report to the Secretary of
Agriculture by the Federal Mllk Order Stugz,Commlttee, op. c1t.,
p. 1I1-1-10,

2/ 1Ibid., p. II-1-11.
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technology in refrigeration, tramsportation, etc., it still is of a fairly
local nature. It seems logical that the price of Class I milk in a partic-
ular milk marketing area should reflect the situation of that géneral area

rather than the economic circumstanées of a relatively unrelated area.

Class I Milk Pricing for the Proposed Market Area

At present, all Federal milk marketing orders use a "formula" method
to determine Class I price. Montana has recently had an "economic formula'
set up for the state.l/ This, in conjunction with the shortcomings of a
"manufacturinglmilk formula" for the milk marketing area involved warrant
‘the use of this formula in this prpﬁosed Federal milk marketing order., Of
course, this formula is intended for use in the entire state by the Montana
State Milk Control Board. However, certain pérts may be narrowed to the
Great Falls-Hi-Line Area if it is felt that this is warranted.

The pricing formula is related to two main economic factors. These
are cost items and consumer purchasing power (see Figure 105. In addition,
the cost items are further broken down into direct cost items and opportunity
cost items., "Opportunity cost refers to the profits which might be made
"in producing some other agricultural product.”2/ Opportunity cost items
are used in the formula to encourage milk producers to remain in the dairy
industry.

The direct cost items used in the formula are costs of mixed dairy
feed, -farm labor, and alfalfa hay. The relative weighté given to each of
these.factors was determined through surveys of costs of production taken

by the Montana Milk Control Board in 1960.

1/ -Ward, Pricing Formula for Montana Milk, op. cit.

2/ 1Ibid., p. 6.
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10% Mixed Dairy Feed
15% Farm Labor Wages
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All Cost o
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65%
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Ogg:zt;géty 20% Price Received by
& Farmers for all Products
0\
I 10% Per Capita Income
Consumer
Purchasing 15% Weekly Wages
Power 35% _
10% Bank Debits

Figure 10. The Pricing Formula at a Glance.*

% Source: Edward H. Ward, Pricing Formula for Montana Milk, Montana
Agricultural Experiment Station, Bulletin 569, Montana State
College, Bozeman, Montana, p. 6.

Opportunity costs, with relation to the formula, include the prices
received by farmers for all products. The reason for this is that there

are diversified types of farming throughout the state.l/

1/ Dr. Ward mentions the fact that the price of milk and dairy products
is included in this index. However, he also states that less than
3 percent of all farm incomes in Montana is derived from dairy products
and thus there is little error in using this measure of opportunity
costs.
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In measuring consumer purchasing power, the formula uses per capita .
income figures for Montana, an index of neek1§ wages in Montana, and an
index of bank debits in Montana. The reason that the per capita income is
not weighed more heavily'than 10 percent is the fact that these figures are.
published annually and are released about six months after the year is
completed ‘ Thus, the formula uses an annual per capita income figure and
there may be a lag in 1ts use of up to 18 months. Another possible. weakness
in the formula which may become apparent in the future is that the proportion
of people using checking accounts is changing, and also that the population
of Montana is growinmg.l/ Thus, the bank debit index might be expected to
rise and along with it the price of milk, when, in fact, actual consumer
purchasing power does not warrant this rise in milk prices. '

The formula is set np to determine the price paid to producers for
Class I milk every three months. All compoiients of the. formula index are
converted to a 1960 base. Thus, the index value of the formula with 1960
figures for all the components contained in the formula is eoual to 100.
Every three months, the derived formula index would be used .in conJunctlon
with a base price for the proposed Federal milk marketing order area to
determine the price to be paid for producer mllk'sold as Class 1.2/

(Appendix D is the do-iteyourself kit taken from Dr. Ward's publication,

Pricing Formula for Montana Milk. ‘The purpose of this do-it?youréelf kit is

to aid in the readet's understanding of Dr. Ward's formula for Class I

pricing.)

1/ Ward, Pricing Formula for Montana Milk, op. cit;, p. 9.

2/ It would be d1ff1cu1t to use a particular area price as set by the Milk
Control Board because parts of areas VI, VIII, and XII (see Figures'
4 and 8) are included in the proposed Federal milk marketing order
area, and these areas have different producer prices {see Table II).
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One part of the formula, as it is presently set up, could be excluded.

This "economic formula" was originally developed to aid the Montana Milk

' Control Board. Because of this, and because the Montana Milk Control

Board controls retail, (see Table II) as well as producer prices, the
formula has a portion which relates the price of fluid milk per quart to
the price received by the producer for Class I milk. The formula limits

changes of price received by producers for Class I milk to 23 cent incre-

ments, The reason for this is that a 23 cent change in price to the producer

corresponds to a 0.5 cent per quart change price to the consumer at the
retail level.l/ This relationship between retail price and broducer price
for Class I milk is derived from the fact that most milk handlers expect
to obtain 46 quarts of milk to se¢ll from every 100 pounds;of mi 1k they

receive.2/ However, a Federal milk marketing order relies on compensatory

payments rather than retail price control to adjust the market performance

of the milk industry, so this 23 cent increment would not be necessary.
However, it might.be advantageous to set up some small increment, say 5
cents, to aid in calculations by the market administrator.,

This formula also imposes a price limitation on the price series. It
recognizes the fact that some means must be used to avoid the_possibility
of inviting milk in from surrounding states by setting the price of milk in
Montana too high in relationship to the milk prices in these surrounding
states. Because of this, a ceiling is set aﬂove which the formula price
may not rise. This'ceiling is directly related to the cost of trans-
portion of milk from thesg surrounding states. In the case of the Great

Falls market, the ceiling is set at 40 cents per hundredweight above the

price of milk in Spokame.3/

1/ Ward, Pricing Formula for Mon tana Milk, op. cit., p. 10,
2/ Ibid.
3/ Ibid.




- 43 -

Supply-Demand Adjusters as Related to Class I Pricing of Milk 1/
"Supply~demand adjusters are devices employed in many
Federal order markets to adjust Class I prices in response
.to changes in the relationship between receipts of milk from
producers and quantities used in fluid milk, fluid cream,
and other Class I products.'2/

In any fluid milk market, three general types of surplus milk may be
found these are:

1. Seasonal surpluses, fesulting mainly from seasonal changes in the
quantity of milk received from producers,

2. Day-of-the-week surpluses, resulting from increasing day-to-day
variations in the quantities of packaged milk sold, and

3. Year-round surplus, resulting from a general excess of supplies
of fluid milk over Class I sales plus seasonal and short-term
surpluses.3/ . : '

Supply~demand adjusters are employed to réegulate the volume of year-round
sufplus and also to cope with seasonal shortages'or surpluses of milk,
The purpose of all supply-demand adjusters is to help maintain a '"normal"
ratio of producer receipts to Class I sales on a year-round basis,

In using a supply;demand adjuster in conjunction with a Class I milk
pricing formula, first a prescribed standard ratio between producer
receipts and Class I sales in the particular milk marketing area involved

is determined. This is "historically" determined by comparing past Class

1/ At present, Dr, Edward H. Ward's Class I milk pricing formula does not
contain a supply~demand adjuster. However, this subject is brought
"in and discussed here because of a possible future need.

2/ University of Illinois Agricultural Experiment Station, The Mechanics
of Supply-Demand Adjusters for Midwestern Milk Markets, Illinois
Bulletin 684, North Central Regional Publication 134, Urbana, Illinois,
p. 8. ’

3/ Ibid., p. 9.
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I saleé and producer receipts for a specified period of time. The ratio
may be computed either as the quotient of receipts divided by sales or as
the quotient of sales divided by receipts. With a given change in the
relationship, the quotient of receipts divided by sales will vary by an
appreciably larger number of percentage points than will the quotient of
saleé divided by receipts.

Next, the length of the base period for comparison between the present
computéd ratio and the "normal' historical ratio must be determined.
Adjusters commonly have bases of either two months or 12 months.l/ Two-
month bases have a,éendency to be more sensitive to changes in'relationships
between producer receipts and Class I sales. However, they also are affected
by abnormalities and'shifts in the seasonal pattern. Adjusters using a
12-month base largely avoid this difficulty. In connection with these
bases, sometimes an_acceleratof or accumulator ié used.

An accelerator is commonly employed with a 12-month base to move the
adjustef farther up or down than the 12-month moving average would, in
periods of either continuing upward or downward movement of-thé present
computed ratio. Thus, the adjuster is more respomsive to changes in
3conditiqps during the latter part of the 12-month period than the 12 -month
average would be without an accélerator.

An accumulator is used-in some markets in which the supply-demand
.adjuster has .a two-month base. 'It'incréaseé the amount of. the adjustment
if the éurrent ratio of milk receipts to Class I sales persistently remains

either above or below the normal. WHowever, a lower than usual basic rate

.of adjusfment-is used in conjunction with an accumulator,

Next, a tolerance zdme is set up. It may vary in different markets

- from 2 to 10 points, and it provides a range within which the current

ratio of producer receipts to fluid sales is considered normal as dompared

to the historically derived ratio,

1/ Ibid., p. 16.
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‘ _Finally, the rate of adjustment is determined. This is determined,
as much as possible, according to the needs of the particular milk market.
The higher fhe ratée is, the 1arger the adjustment will be. Along with the
:rate of adgustment 11m1ts to the adjustment are usually decided‘on. These
limits are usually the same for both plus and minus adjustments.
All that remairns after instituting a supply-demand adjuster is the
computational work to determine the actual adjustment to fhe determined-

Class I formula price.

Supply-Demand AdJuster as Related to Class I Pr1c1ng for The Proposed
Market Area

As stated earlier, supply-demand adjusters are employed to regulate
the volume of year-round surplus and also to cope with seasonal shortages
or surpluses of milk. At present, the "economic formula" described in the
previous section does not contain‘a supply-demand adjuster. The reason
given for this lack of a supply-demand adjuster is that, at the present
time, there:is not enough available data to set up a seasonal facter,l/
However, even if thié evidence were available, there is other evidence
to indicate that a supply~-demand adjuster‘is not really a necessity at
the preseﬁt time anyway.

: The milk structure of Montana, today, is ﬁrimarily characterized by
deficit milk production areas. By all indications, the only surplus
production area in the state, at present, is fhe Bozeman area. The
Missoula area seems to have evolved into a self -supporting’ mllk productlon

area, while the proposed market area is a def1c1t milk productlon area, 2/

1/ -Ward, Pricing Formula For Montana Milk, op. cit,, p. 10.

2/ This information was obtained in an 1nterv1ew with Mr, T. P, MhNulty,
Executive Secretary of the Montana Milk Control Board
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Thus, there probably is not any immediate necessity for a supply-demand

adjuster in connection with the "economic formula" for less I prices. Of

course, this situation is subject to change.

The supply-demand adjuster is also used to answer the problem of seasonal

shortages or surpluses of milk. However, this, too does not seem to be an
immediate: problem. Table VI shows that the total monthly m11k productlon
in the proposed Federal mllk marketing order area varies only a ~9.0 percent
and a +6.6 percent from the monthly mean. Figure 11 is a graphic illus-
tration of this. Th%s does not ‘mean that a supply-demand sdjuster should
mever be instituted in conmection with the proposed "economic -formula."
However, it does indicate that the formula would be sufficiently efficient
in its present form to allow time for the accumulation of the data needed

to inaugurate a supply-demand adjuster. 1/ This data would be- forthcoming
from the reports required under the proposed Federal order.

(

Possible Ways to Price Surplus Milk Under a Federal Order

Any fluid ﬁilk market's primary purpose is to provide an adequate
supply of fluid milk for the Class I requirements of the consumer, How-
‘ever, in order to guarantee an adequate supply of fluid m;ik throughout the
year, production must be consistently greater than demand for fluid milk
for Class I uses. This is primarily due to the seasonal.cha;acteristics of
production of fluid milk. At present, if is impossible to store bottled
fluid ﬁilk for any extended period of time. Thus, excess produc;ibn of

fluid milk cannot be stored during a period of'surﬁlus production due to

1/ 1In an interview at the Federal Control Board Office in Helena, the
author was informed that it is generally felt that a 10 percent
surplus of fluid milk over Class I requirements is usually considered
fairly normal for a marketing area. In many cases the surplus of
fluid milk may be far greater than this 10 percent figure.
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TABLE VI. PERCENTAGE OF VARIATION FROM THE MONTHLY PRODUCTION MEAN OF
TOTAL MONTHLY PURCHASES OF ALL CLASS I PLANTS LOCATED IN THE
GREAT FALLS~HI-LINE AREA.,*

Total Monthly Percentage
Monthly Monthly Variation From of Variation
Month Purchases Mean The Mean From Mean
1000 1bs.2’ 1000 1bs.2/ 1000 1bs.2/

January 3,463 3,486 - 23 ~0.7%
February 3,175 3,486 =310 -9.0%
March 3,480 3,486 - 6 -0.2%
April 3,501 3,486 - + 14 +0.4%
May 3,716, 3,486 +231 +6.6%
June 3,493 3,486 + 7 +0.2%
July 3,373 3,486 -113 ~3.2%
August 3,431 3,486 - 55 ~1.6%
September 3,404 3,486 - 82. -2.3%
October 3,549 3,486 + 63 +1.8%
November 3,548 3,486 + 63 +1.8%
December 3,715 3,486 +229 +6.6%

%* Source: Derived from figureé obtained at the Montana Milk Control
Office, Helena, Montana.

a/ All figures were rounded to the nearest 1,000 pound increment. There-
fore, the difference between the total monthly purchases and the
monthly mean may not be exactly equal to the monthly variation from
the mean as given in this table.

seasonal factors. Thus, the way in which.surplus milk is priced under a
Federal order is very important because this price must guarantee an

adequaté year~-round supply of fluid milk to be used for Class I purposes

and at the same time, it must keep surplus milk within manageéble limits.

At present, the surplus milk which is priced unl#r Federal orders is
usually priced by onme of two general types of formulas. These two types

of formulas are:
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1. Those based on manufactured dalry product~prices, and

2. Those based on prices paid for milk by unregulated manufacturing

plants.

Surplus milk pr1c1ng formulas based on dairy product prlces are
generally used in connection with a “manufacturing milk formula" for pro-
ducer milk used for Class I purposes. Basically, under this method of
pricing surplus milk, the formula computes a gross value for surblus milk
from market quotations of end products and yield faCtors. A processing
allowance is usually deducted from this gross value to determine the Federal
market order price. AdJustments for seasonal factors may also be included.
To determine the Class I price from the price paid to producers for surplus
milk, a sPeeified'amount is added to this surplus milk price. 1/ The size
of this specified added amount depends upon the 1ndiv1dual market area,

Market prices mow being used in this method of pr1C1ng surplus milk in
varlous Federal milk orders, along with abbreviated descrlptlons,.are

listed below:

) a. "Chicago 92-score butter--A simple monthly average of
the daily price per pound of butter, wholesale, for grade and
market indicated, as reported.by the U. S Department of
‘Agriculture. :

b. '"Chicago 93 (92)-score butter--This designation is. used
if the highest price for Chicago 92-score butter is substituted
when no price for 93-score butter is reported.

1/ The classes of milk in a marketing area under a Federal milk marketing
order may be broken down into mere than just Class I and Class II milk.
If this is the case, all classes of milk designated above surplus milk
would be priced by adding a designated specified amount to the derived
surplus milk price. However, these amounts would be different for
different fluid milk classes., For example, if the milk were classified
.Class I, Class II~-A, and Class 11, where Class II is surplus milk and
Class I and Class II-A are both different classifications of milk
désignated for fluid sales, different values would be added to the
derived surplus milk price to determine the prices paid to producers
for milk used in Class I and Class II-A sales.
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. ¢, '"Wisconsin Cheese Exchange Cheddar--A simple monthly
average of the weekly price per pound of Cheddar cheese on the
Wisconsin Cheese Exchange, as calculated by the Dairy Division,
AMS, ' :

d. '"Wisconsin Primary Market Cheddar--A simple monthly
average of the daily (Monday-~Thursday) price per pound for
Wisconsin State Brand Cheddar cheese (car lot or truck-load,
f.o.b. Wisconsin assembly point).

e. '"Chicago spray (roller) powder--A simple monthly
average of daily prices per pound of non-fat dry milk solids
for human consumption, wholesale car lots at Chicago, spray
or roller process, or a simple average of average spray and
roller process prices.

f. "Chicago area spray (roller) powder--A simple monthly
average of daily prices per pound of non-fat dry milk solids
for human consumption, wholesale, car lots f.o.b. plant,
Chicago area, spray or roller process, or a simple: average
of average sPray and roller process prices.

g. 'New York roller-powder-P,P,C,-~-Monthly average price
per pound for roller process non-fat dry milk solids--'other
brands', human consumption, in car lots, bags, or barrels, as

_-published in the "Producers Price Current."l/

The second formula method for pricing surplus milk is based onm prices
paid for milkby unregulated milk ﬁahufacturing plants (i.e., cheese
faétqfies, etc.). This type of formula ;écdgnizes, to a greater extent,
variation in priges paid for milk by unregulated manufacturing milk handlers.
This tends to eQuaté the price paid for surplus milk more closely to:the
local economic conditions faced by the particula; market area, especially

if the market area is not an important national source of manufactured

milk products.

1/ This information was received from Mr. W. G. Sullivan, Chief, Marketing
Orders Branch, Agricultural Marketing Service, U. S, Department of
Agriculture in the introduction to summaries of all ‘the Federal milk
marketing orders now in affect throughout the United States.
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Possible Dangers Involved With an Inadequate Surplus Milk Pricing Formula

In many respects, developing an adeguaté price formﬁla_for surplus
milk is more difficult than developing a formula for the pricing of milk
" used for Class I (fluid) purposes. The reason for this is that an incorrect
producer price paid for Class I milk, while it may have serious long-range
effecfs, will have few short-run conéeqhences because of ‘the aQailability
of a surplus oﬁtlet. Thus, defects in a Class I price formula may be taken
up by the surplus price formula., However, if surﬁlus milk is priced
incorrectly under a Federal milk marketing order, there may be very serious
consequences noted in a very short time. If the price paid for surplus
milk is too low, the supply of fluid milk for Class I purposes may not be
adequate to meet consumer demand. If the brice paid for surplus milk is too
high, surpluses reach the point where they are not econoﬁically disposable.
Either the handler ﬁiil not accept all of the surplus, 6f if the handler
does accept these surpluses, he will not be able to dispose of the milk
products manufactured from them. .

Also, in deriving either type of surplus milk priciﬁé formula, extreme
( care must be exercised in fitting the formula to the particular milk
marketing area involved. 1In ad&ition to the possible repercussions already
mentioned as a result of a "tob-high" or "too-low" sufplus milk price,
other dangers may become apparent. The final surplus milk pfice should be
such that:

"(a) surplus handling is not so profitable as to encourage
bringing more milk into the market in order to increase handler
profits, (b) surplus is not withheld from Class I usage when
needed, and (c) unstabilizing effects upon the markets of pro-
ducers of manufacturing milk are avoided."l/ '

1/ United States Department of Agriculture, Reportlto the Secretary of
Agriculture by the Federal Milk Order Study.Committee, op. tit.,
p. 1I1-1-19;
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A Surplus Milk Pricing Formula for the:Propbsed Federal Milk Marketing Area

. One of the most important objectives'in deriving a surplus milk pric{ng
formula is to fit this formula to the economic structure of the milk market
in the partiéular milk marketing area involved. If the producérs of a
marketing area are primarily engaged in the production of milk designed for
Class I sales, it would seem highly probably that a surplus milk pricing
formula based on prices paid for milk by unregulated manufacturing plants
would be most applicable to this type of economic structure. In the pro-
posed marketing area, the total estimated miik receipts for manufacturing
purposes by manufacturing milk processing plant in 1961 was about 11,000,000
pounds (see Table VII).l/ |

TABLE VII. ESTIMATED TOTAL MANUFACTURING MILK RECEIPT'S.BY UNREGULATED
MANUFACTURING MILK PROCESSING PLANTS WIIHIN'THE‘PRQPOSED
EEDERAL:MILK MARKETING ORDER AREA IN 1961.% .

' Total Mfg.
Plant B City County Milk Receipts
- . , S 1,000 Pounds
1. Farmers Union Creamery Chinook Blaine 1,305
2. Beatrice Foods Co. Great Falls Cascade 1,188
3. Farmers Union Coop Cry. Great Falls Cascade 4,022
4. Frank's Cream Depot Great Falls Cascade 932
5. Idowell Creamery Great Falls Cascade 2,920
6. Glacier Trail Creamery Havre Hill 982
Total 11,351a/

%* Source: Derived with conversion formulas from total products sold in
1961. ' ' ' k

a/ These figures have been 'rounded" to the nearest 1,000 pound increment
so the . total does not always agree with the individudl milk teceipts:

. -
‘e ‘ X i

1/ 1t must be noted that these figures were derived with conversion

- formulas from total products sold by these plants in 1961. Therefore,
the figures may not be entirely accurate. However, for comparison
purposes, they are probably adequate.
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In comparison to this figure, total production of milk within the proposed
marketing area in‘1961, which was designated for Class I use, is about
42,000,000 pounds (see Table VIII). This would mean that about 79 percent
~of the total 53,000,000 pounds (11,000,000 + 42,000,000 = 53,000,000)
produced in 1961 was produced for the €lass I market. Thﬁs, taking this
evidepce into éonsidgration, it becomes obyioﬁs that milk production in
the proposed Federal milk-marketing area ié primarily for the Class I
market. ?or this reason, it seems highly probable tHat a surplus ﬁilk
priéing formula should be based on pfices paid for milk By unregulated
mandfactqring plants. By allzindications, this would relate the surplus
pricé for milk more closely to thé economic étructgre df-the proposéd

Federal milk marketing area.

TABLE VIfI. TOTAL PURCHASES OF CLASS I MILK HANDLERS LOCATED IN THE
' GREAT FALLS-HI-LINE MARKETING AREA IN 1961.%

Total Class I

Plant City County Milk Receipts

’ 1,000 Pounds
Ayrshire Dairy Great Falls Cascade 9,083
Conrad Creamery Conrad - Pondera 3,149
Hansen's Dairy Great Falls Cascade 4,373
Jersey Gold Foods Great Falls Cascade 3,975
Meadow Valley Creamery Malta Phillips - 673
Pioneer Dairy Great Falls ' Cascade’ 4,687
Quality Milk Plant Conrad - ~ Pondera - 652
Superior Dairy ' Choteau Teton : 781
Vita*Rich Dairy, Inc. Havre . Hill 14,454
Total Class I Purchases {1961) ‘ 41,828

% Source: Montana Milk Control Board Becords, Helena, Moritana.,

There is one major difficulty in setting up a surplus price formula
for the proposed marketing area in this manner. At presént, the prices

paid for milk by the manufacturing plénts located within this area are
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not available, A Federal order has the power to'p:ovide the means of

getting this information. 1In addition, certain basic stebs in deriving
the formula may still be described.

One point which seems e&ident in the operation of this type of formula
pricing for the proposed area is that price changes fér,surplus milk should
be set up on the threg-moﬁth period to coincide with the "economic formula"
for blass'I'prices.. If the pricés ﬁaid for milk by ﬁnfegulafed manufacturing
plants is obtéihable monthly, this three-month system oﬁ price changes will
involve computing the average price paid per month and working from there
to the designatéd time period for surplus milk pricé changes. Another way
to compute this average pfice paid would be to réceiie f{gﬁres every three
months rather than every month. This is probably as satisfactory as receiv-
ing them every month if the three-month system of price ch&ngeé was put into
effect in the surplus milk pricing formula. ]

| Even if the formula just described for pricing surplus milk were
already developed, there would remain the final test. Does it work? No
formula so far developed has given the right answer at all times. Whether
the formula works must be based on the market developments themselves. 1In
checking whether a particular'surplué milk pricing formula is working, the
surplus milk.prices must be compared to those in édjacenﬁ fluid milk markets
and national markets for manufactured dairy products as well as to internal

market developments.
Market Pooling of Milk

Types.of Market Pooling Now Used Under a Federal Order

Because of the fact that classified pricing is used under a Federal
milk marketing order, a method of pooling is used to distribute the pro-
per payment, according to final milk use in sales to the producer by the
handler. Basically, there are two general types of pooling being uéed

under all Federal milk marketing orders at the presenfltime. These are:
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1. Individual handler pools, and

2. Market wide pools.

The individual handler type of pooling blends returns among producers
delivering to the same handler. ;There is one very important ofjection to
individual handler pools. It stemé from the fact that not all handlers
have the same typé_of sales market at’ the coﬁsumer level. §ome handlers
sell a proportionately larger percentage of Class I milk to their tpfal'
sales than others. fhus, these handlers would pay a higher blend price to
the producers than the blend price paid by the handlers with a lower
proportion of Class I sales to total sales. This gives them a strong
competitive tool in bidding for the larger volume producers.

The market-wide Eype of pooling blends returns among all producers
delivering to all handlers in the market. This is done:thrqugh a "Producer
Settlement Fund." fn“othef words,.each haﬂdler is required to pay at least
the uniform blend price to all producers from whom he purchasés'milk, The
handler then goes to the "Producer?Settlement Fund" to equalize his actual
blend price to be paid hié producers and the uniform blend price which he
is required to pay his producer under a market-wide pool. .If he sells a
greater percen;ggé of Class I milk than the market average, he.will be
required to pay the difference between Qhat.his prpducér milk shbuld have
cost him and what he actually paid his préducers.into the "Producer
Settlement Fund." This money in the "Producer Séttlement Fund" is then
paid'dut to héndlers with lower-than-average utiliéation of Class I sales

in their total sales. In this way the equalization of producer returns

. 'is guaranteed.

Recent years have brqughf about a reduction in the proportion of indi-
vidual handler pools to' market-wide pools in Federal milk marketing orders
(see Table IX). Some of the possible reasons ‘'for this reduction of indi-

vidual handler pools ére the increased emphasis on equaiization of blend




TABLE IX., PRODUCER RECEIPTS IN MARKETS WITH SPECIFIED TYPE OF POOLS AND NUMBER OF MARKETS
WITH SPECIFIED TYPE OF POOLS.*
' Market-Wide Pools Individual Handler Pools
Number Percent Percent- Number Percent ' Percent-~
of of all . age of of of all age of
7 Markets TFederal ;Zgggciz Producer Markets Federal gzzi?cir Producer
€3 with Order CeLp Receipts with Order ipts Receipts
M-H Markets for-all I-H a Markets for all
Poolsd! . Markets  Pools™ © Markets
Number Percent 1,000 1b, ‘Percent Number Percent 1,000 1b. Percent
1946 22 T 73 11,419,779 79 8 27 2,998,349 21
1950 29 74 15,860,218 85 10 26 2,799,572 15
1955 46 73 24,710,947 85 17 27 4,237,120 15
1957 51 75 29,311,451 88 17 25 4,143,887 12
1961 67 83 44,296,350 91 14 17 4,505,763 9

% Source:

Unlted States Department of Agrlculture, Report to the Secretary of Agriculture

by the Federal Milk Order Study Committee, Washington, D. C., April, 1962,
p. II-3-4, - .

a/ Numbers apply to pooling arrangements in effect at the end of the year.

-99'-.
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prices to the producer and lower administrative costs connected with a

market-wide pool.l/

Use of Market Pooling of Milk to Combat Seasonal Variation of Milk Production

In some Federal milk marketing orders efforts have Been made to modify
seasonal variations of milk production through the market-wide pooling
system if seasonal variations in Class I priding are not used. ‘

One way in whiéh market-wide pooling may be used to combat seasonal-

variations is called the ''take out and pay back" plan.2/ With this plan,

- specified deductions per hundredweight of milk are made on dll milk delivered

duriﬁg the months of seasonally high prodﬁction. The funds thus collected
are then added to the uniform blend price paid for milk delivered in the
normally low production months.’ . .
Another wayvin which seasonal variations are combatted is through the
"base excess'" or 'base payﬁent plan.," 1In tﬁis case, a producer establishes
a base edual to his production during months of normally low production
rates. This base is then used to establish the quantity of milk for which
the'producer_will receive Class I prices duriﬁg the rést of the year.

'

Type of Market Pooling to be Used in the Proposed Federal Milk Marketing
Order D o )

One of the problems encountered in instituting a Federal milk marketing

order in a marketing area which is relatively large and yet has a low

population is administrative costs., Even though a group of producers want

a Federal milk marketing order for their handler's marketing area, it is

l/' The fact that a -market-wide pool would tend to haﬁg lower administrative
costs connected with it would seem logical because of its simpler
structure, . '

2/ The "take out and pay back".plan is also known as the "Louisville plan."
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still necessary to prove -that the order is economically feasible. The pro-
posed market area'is of'this "large area--low population“ type; Therefore,
there would seem to be no logical alternat1ve to u31ng a market—w1de poollng
system in this proposed Federal m1lk marketing order. Not only would it be

less expens1ve but it would equallze payments to the producers as well

Compensatory Payments

"Compensatory payments are sums of money paid 'into . the
‘prodicer settlement fund of a’ market-wide’ pool order by hand-
lers who receive milk from unregulated sources, or in some
instances, from plants whose milk is priced and pooled under
other Federal orders."l/

Orlglnally, compensatory payments were applled to milk which was sold
by producer-handlers to pool handlers.2/ Under a Federal milk marketing
order, producer-handlers-are generally exempted from pricing and pooling
provisions of the order. Producer-handler's‘operations are small, and, as
" a result, the cost ‘of regulatlng these small operatlons tends to ralse the
administratlve costs of the Federal order prohlbltlvely. However, producer-
handlers ord1nar11y have a very high percentage of Class I sales in com-
parison to total sales This fact,'coupled with the lack of- regulatlon,
made it appear reasonable that these producer-handlers should not recelve
'the market-wide pool blend price for the excess m11k Wthh they mlght sell
to other handlers in thé. market area. Thus, most orders stlpulated at an
‘early date that if produéer handlers werelto be nonregulated in a Federal
market area 'any handler who purchased m11k from the producer—handler would
have to pay a compensatory payment to the market pool equal to the difference

between the Class I price and the manufacturlng class or surplus price.

1/ United States Department of Agriculture Report to‘the Secretary of
Agrlculture by ‘the Federal Milk Order Study Commlttee ;2_ cit.,
p. '11-4-23. -

2/ Unlted States Department of Agriculture, Federal Mllk Marketing Ordersf
Thelr Establlshment Térms and 0 eration, op. cit,, p. 30. ' .

e
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During thé early years of the Federal milk marketieg order progfam,
any milk distributor (or handler) Whose milk found its way into a market
area under a Federal order became subJect to full regulation under the
order. "It dld not matter how small these quantities of milk were. Thus,
the distributor incurred a considerable obligation for what might be a
very small percentage of his total sales. However, as the Federal brder
pfog;am develoﬁed tﬁrough time, it was recognized that the compensatory
payment idea might be applied to these handlers as well.as to the producer-~
handlers already governed by it. This fihally'led to the partial regulation
system in Federal orders for those handlers who sold only a small portlon

of thelr milk inside the market area.

‘General Situations Where Compensatory Payments are Used

Today, there are two general situations where compensatory payments

are used extensively. These two situations are:

1., When a handler has most of his business outside a Federal milk
‘ marketing order area but has some route sales within the regulated
area, and

2. When a handler who is fully regulated under a Federal order with
' a market-wide pooling system receives milk from a.plant not-
regulated by that order and disposes of this milk for fluid use.

Both of these situations are common in Federal ‘market areas..

Possible Methods of Computing Co@pensatory Payments

Several methods may be employed to compute‘tﬁe actual compensatory
payments necessary. The method'used‘depends upon the specific purpose
intended. However, one important fact should be emphasized here. It is
specifically stated in the.Agricultural Marketing Agreements Act of 1937
that:
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"No marketing agreement or order applicable to milk and
its products in any marketing area shall prohibit or in any
manner limit, in the case of the products of milk, the market-
ing in that area of any milk or product thereof in any pro-
‘duction area in the United States.'"1l/

In the Lehigh Valley Cooperative Farmers, Inc., et. al., Petitioners,
versus United States et. a1., the Supreme Court of the Un1ted States, on
June 4, 1962, found the compensatory payment provision of the New York-
New Jersey Milk Marketing Order inconsistent with this polloy expressed
by Congress in the Agricultural Agreements Act of 1937.&/ Thus, care
must be taken in setting up compensatory payment provisions for a Federal
milk marketing order so that milk is not prohibited.from entering_the
Federal market area. | ‘

Dr. Roland W. Bartlett, Professor of Agricultural Economics at the
Unlver51ty of Illinois, has presented a brief which is related to the above.
supreme court decision. Appendix C gives the 1mportant parts of thlS br1ef
as well as his opinions on the realistic and legal nature of particular
types of compensatory payment proposals.

However, a-summary of'the-proposals‘in Appendix C and the particular
type of compensatory payment with which they deal which Professor Eartlett
feels are both desirable and legal, is listed beloW°

a, Mllk sold on routes withln area by partially regulated handlerS°

1. Proposal 2: Partially regulated handler must pay. (Class I

price--market uniform price) x quality sold. Both adjusted
for butterfat content.

2. Proposal 3: As related to Proposal 2. (Payment under Pro-
posal 2--Class I milk received by partially, regulated plant
from a fully regulated plant).

1/ The Agricultural Marketing Agreements'Act of 1937 Section 8c (5) (G);

2/ A more comprehensive outline of this caseis shown 1n the Appendlx ¢
of this thesis,
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‘b. Milk received at a fully regulated plant from a plant which is
not.fully regulated under a Federal order:

1. Proposal 5: Regulated handler must pay into producer ~settle-
ment fund. "(Class I price--market-wide uniform price) x
quantity assigned to Class I use.

¢. Bulk milk received at a regulated plant from an unregulated plant:
1. Proposal 6: A regulated handlers total obligation would be:
Ka) All milk received by the fully regulated handler from
producers and -unregulated sources calculated on the basis
of class prices according to its utilization.
-(b) Quantity from unregulated handlers x blend'price.
-(c) Blend price x amount received from producers.
=(d) Handlers obligation to the producers-settlement fund.

2. Proposal 9: Allow a regulated handler credit on rece1pts of

non-fluid milk products 4 the lowest class price, regardless

of actual use.

3. Proposal 10A: Prov1de measures for dealing with milk from
producer-handlers.

d. Bulk milk received by a fully regulated handler from a plant fully
regulated under another order:

1. Proposal 11: Credit allowed a fully regulated handler for bulk
.milk received from a plant fully regulated under another order =
quantity x classification or prlcing required under the other
order. .

2. Proposal 12: Allow credit to fully regulated local plant =
quantity x classification agreed upon between both fully
regulated plants, !

e. Packaged m11k or fluid m11k products received by a fully regulated
handler from a plant .fully regulated under another order°
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1. Proposal 15: Assign this milk to Class I utilization in the
receiving plant. (Should not be included in the poollng
operations of the receiving market).

f. Milk or fluid milk products shipped from a local fully regulated
plant to a plant fully regulated under another order:

1. Proposal 16: Classify the milk at the transfer or plant in
the same manner as in the receiving plant. (This Class I
and Class II milk should be included in the pooling operations
of the local market area only).

Compensatory Payments Recommended for the Proposed Federal Milk Marketing
Order

Compensatory payments are not designed to restrict the movement:of milk
between production areas. Therefore, the compensatory payment‘provisions
proposed for this order tend to follow the recommendations of Professor

Bartlett.

1. Cbmpensatory Payments to be Paid by Partially Reg*lated Handlers

on Mllk Sold on Routes Located. Within the Pr;posed Market Area. --Payment =

'(Class I price adJusted for butterfat content

- Market blend, price .ad justeéd ‘for. butterfat content)

X Quantlty sold Wlthin the market area.

- (Class I milk received by partially regulated plant from a fully regulated
plant x Class I producer price). :

2. Compensatory Payment to be Paid by Fully Regulated Handler into
the Producer- Settlement Fund for Milk and Fluid Milk Products Which are

Recelved from a Plant Which is not Fully Regulated Under any Federal Order

and Which is ASS1g d to Class I Use.—-Payment = (Class I price - market -

w1de blend - prlce) X quantlty ass1gned to Class 1 use.
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3. Bulk Milk Received at a Regulated Plant from an Unregulated

Plant. —-Payment = (Class I price - market-Wide ‘blend price) X quantity

assigned to Class I use,

4. Non-fluid Milk Productszeceived at a Regulated Plant from an

Unregulated Plant.--Payment = (Class I price - Class II price) x quantity

used in Class I products.

5.. Bulk Milk Received by a Fully Regulated Handler From a Plant

Fully Regulated Under Another Federal Order;--Payment = (Class 1 price -

pr101ng under other- orders of c1a551f1cation sold at) x quantity assigned
to Class I use.
. If utilization in another class is claimed by both plants ‘producer

milk receives priority in Class I.

6. Transfers of Packaged Milk or Fluid Milk Products Between Fully

Regulated Plants Under Different -Orders.--If a. fully regulated plant

receives packaged milk or fluid milk products from a plant fully regulated
under another Federal order, this milk should be classified as Class I.

Payment = (Class I price - blend price) x duantity received.

Butterfat Differentials

Basically, milk contains three main components. These are butterfat,
solids-not-fat, and water.l/ Milk obtained from different producers

usually varies in percentage of concentration of these components due to

1/ United States Department of Agriculture Report to the. Secretary of
égriculture by the Federal Milk. Order: Study Committee _R cit 1I-1=-17,.
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differences in breed of dairy cattle, season of the year, types of feed,
management practices, etc. Thus, in the mafket, equal volumes of milk
from'different“producefs may have different values to the receiving
handlers. Historigally, these ﬂiffefent values have been recognized

through the use of butterfat differentials.l/

Essential Characteristics of.  Butterfat Differentials

The essential characteristics of butterfat differentials are fairly
simple. In setting a price for producer milk, whether by formula or by
public hearing, a 'standard" 1evei of butterfat content for milk is estab-
lished. This "standgrd" level of butterfat may be determined in different
ways. In the present Montana Milk Control Law, the "standard" level of‘
butterfat in a particular pricipg area is based on the average test of all
producer receipts in that area (see-Tablé III). Federai milk oxders may
use an arbitrary figure determined from the normal usage of milk by the
handler or distributor, .

When the average butterfat content of milk delivered by a particular
producér Qaries from the "sfandardﬁ level of butterfat, it is necessary to
adjust the price paid to producers accordingly. If the producers butterfat
test indicates a greatefiﬁgrcéhtaée of butterfat than the "standard" level,
he is‘ﬁaid a -butterfat differential in addition to this price and vice
versa. The actual amount of this addition or deduction is based on fhe3
differential multiplied by thé difference between the average level of
butterfat in fhe'pfoducgrs milk and the "standard" level of bufterfat'set
up for the markefihg'area in tenthé of a percent per hundredweight. Perhaps
an example would illustrafe this Butterfat.différehtial principle more

cleérly (see Table X).

T
\

. N\ . ' . R ! . .
1/ " In recent years, there has been more -emphasis placed on the solids-

not-fat portion of milk. The reason for this is that the sales of -
products derived from this portion'has tended to increase with respect
to the sales of fat-containing products.
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TABLE X, HYPOTHETICAL EXAMPLE OF A BUTTERFAT DIFFERENTIAL PAID TO A
. PARTICULAR PRODUCER

Aesuggtidns

1. Butterfat differential (cents) = 8

2. 'Standard" level of butterfat = 4.0%

3 Producers butterfat average for

period under consideration = 4.1%
4. Formula price per cwt.a/ = 5.50/cwt.
Solution

1. Formula price per cwt. . $5.50/cwt.
+ 2. Value of butterfat differential .08 (4.1 - 4.0) . .08/cwt.
=.3

. Total price paid to producer ~ $5.58/cwt.

a/ cwt. = hundredieight

In the previous example, no recognition is‘given.to the possibiiity
of different butterfat differentlals for d1fferent m11k c1ass1f1cat10ns
(Class I and Class II). This is not usually_the caee in most Federal
milk marketlng orders. Usually;‘Federal'orders have a lower butterfat
differential value for milk used for Class 1T purposes. For exampie,
the February, 1963 Class I- butterfat differéntial for the Inland Empire
Marketlng Area was $.075 while the Class II. butterfat differential for the
same period was $.070.1/

Butterfat Differentials to Handlers and Producers

'Theuaetdar amount of differential whichthe handlernmust:add)td-or
deduct from the priceé paid to the producer: for. his milk maytbeEderiwed in:

1/ These facts were obtained from the l'Statist:.cal ‘Summary for February, -
'1963" for the Inland Empire Marketing Area.
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several ways. .However, there ‘are two main.methods of -arriving at ‘albutter-
fat differertial for a particular marketing area. The first of these '’
miethods is to. ‘sét angiven,butterfat=&ffférentiél according to the-economic
needs of a'marketing erea: The éeCOnd'Ef'these methods is to reldté the
butterfat differential to the:average;pftée:of‘buttér;"Tﬁe secohid ‘of these
methods is by far ‘the ‘most prevalerit method iin luse 'for’*deteérmining buttérfat
differentials under the Federal: milk marketing orders now in existence.l/
Relating the butterfat aifferenfial to the average monthly price of
butter as reported by the U. S. Department of Agriculture (Chicago 92--
Score butter_price) is usually done by'multiplying this.average price by
a given freetioﬁ to obtain the Class I butterfat differential,.and by a
smaller given fraction to obtain the Class II butterfat differéntial.&/*
It is not absolutely necessary that the butterfat differential be related
to the Chicago 92--score butter pr1ce however, most of the present Federal
milk marketing orders ‘do use this butter price. '
The actual amount of the butterfat differential that is paid to the
producer is usually a ﬁeighted avefage of Class I and Class II differentials.

An example of how this would work is shown in Table XI.

'l/ This information was obtalned from a complete set of Summaries of
Federal Milk Marketlng Orders which reflect revisions through December
1 1961. -

2/ An example of this method is Federal Milk Order No. 23 (Appalachian
" Milk Order). In this order the butterfat differentials paid by the
handler are:

"1. Class I. Chicago 92~--score butter price for the
previous month x 0.12.

"2, Class II. Chicago 92--score butter price for the
previous month x 0 11"

% Source: Federal Milk Order No. 23, Appalachian (Tennessee Vlrginla
West Virginia, Kentucky), pp. 23-24.
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TABLE XI. A HYPOTHETICAL EXAMPLE OF THE ACTUAL AMOUNT OF A BUTTERFAT
DIFFERENTIAL PAID TO-A PARTICULAR PRODUCER WHEN THE CLASS I
AND CLASS II BUTTERFAT DIFFERENTTALS.HAVE DIFFERENT VALUES,

AssumEtibns

1. Class I butterfat . differentials = $.08
2. Class II butterfat differentials = .07
3. !"'Standard" level of butterfat = 4.0%
4, Producers butterfat average for
period under consideration = 4.1%
5. Formula price per cwt. (Class I) = $5.50/cwt.
6. Formula price per cwt. ‘(Class II) = 3.50/cwt.
7. Amount of Class I milk produced .
during the period,under consideration
by the producer = 800,000
8. Amount of Class IT milk produced
during the period under consideration .
by the producer = 200,000
Solution
a.l. Formula price per cwt. (Class I) = $5.50/cwt.
+ 2. Value of Class .I butterfat differential ' )
.08, (4. 1 - 4.0) . = .08/cut.
= 3, Total Class I price paid to producer = 5.58/cwt.
b.l. Class II formula price = $3.50/cwt.
2, Value of Class II butterfat
differential .07 (4‘1 - 4.0) = .07 /cwt.
3, Total Class II price paid to producer = 3.57/cwt.
c.l. Amount paid producer
1. Class I ($5.58 x Aig%%qg- - 4,640
' 200,000
2, Class II ($3.57 x -T66—~ = 7,140

51,780
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Butterfat Differentials Related to an Ind1v1dua1 Handler Poollng System
and a Market-Wide Pooling System . .

A butterfat differential works with'both an individual handler pooling
system and with a market-wide pooling system in the same way. 1In both
.éaées, amount is added to or deducted from the price péid to-the prodﬁqer
for his milk in the manner indicated in’the previous examples,

Thus, the actual weighted average of Class I and Class II butterfat
differentials would be équal to:

(.08 x .80) + (.07 x .20) = (.064) + (.014) = .078/cwt.

A proof of this is as follows:

Class I amount received by producer

(5.50 + ,078) x 220000 - $44,624
- 100 _
Class I amount received by producer
(3.50 + .078) x 2024000 s 7,156
Total amount received by producer $51,780

This figure agrees with the total amount paid the producer in Table XI,

Computation of Separate Prices for Skim Milk and Butterfat

\

Some Federal orders require the computation of éepara;e prices for
skim milk and butterfat. This separate priqé computation is reqﬁired in
these orders_Eecause of'the wide variation in the proportions of butterfat
in different dairy producfs. The butterfat content may vary from almost
no fat in skim milk to 40 to 50 percent butterfat in cream. The way.in

which this sepafate price cdmﬁutation is done is shown in Table XIT,

Possible Butterfat Differentlals for the Proposed Federal Milk Marketing
Order

In setting up a butterfat differential for a proposed Federal milk

marketing order, it i$ necessary to cover the following:
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" TABLE XII, AN EXAMPLE OF COMPUTATION OF SEPARATE PRICES FOR SKIM MILK
AND' BUTTERFAT %

1. Exglanation
In the milk 1ndustry, ‘one tenth of 1 percent of butterfat
(4.1 percent -~ 4.0 percent) is- usually referred to as a
“"point" of butterfat. Thus, 100 pounds of milk with 4.0
_percent ‘butterfat content contains 40 points of fat, and
100 pounds of milk with 100 percent butterfat content )
~ would contain 1,000 points of fat.

2. Computation of the Class-I price per hundrednelght'for skim milk
(0 percent fat) in-an.order with a 4.0 percent ""standard" level
of butterfat .

Class I butterfat - d1fferent1al N ~$ .080
Times: Points of fat in 4.0 percent milk 40
Differential fat value of 40 points of fat 3.200
Class I price per hundredweight of 4.0 .
percent milk" . §5.735
Less: Differentlal fat value of 40 points .

of fat 3.200
Class I price per. hundredweight for skim '
milk (0 percent fat) $2.535

3. Computation of a price per hundredweight of bntterfat

“Class I butterfat differential | $ .080

Times: - Points of fat to increase 4.0
percent to 100.0 percent 960
Differential fat value of 960 points cf fat ‘ $76.800

Add: . Class I price per hundredwelght of
" 4.0 percent milk 5,735

Class T price per hundredweight for .
butterfat. (100 percent) i o $82.535

* Source: Texas Agricultural Experimeht“Station, Marketing Milk Under Federal
Orders in Texas, College Statiom, Texas; Bulletin 959, July, 1960, p.13.
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1. The "standard" level of butterfat for the particular area under:
consideration, ' '

2. The derivation of the Class I bufterﬁat differential,

3. The derivation of the Class II (in the case where milk is broken

down into only two .classes) butterfat differential, and

4, 'The derivation of the producer ‘price to be ﬁaid.

These are considered in the order listed. _

As mentioned‘earlier; the proposed_Fedefal milk markeéing area includes
parts of priciﬁg zones XII, VIII, and VI, Zone B, (see Figureé 3 and 7) as
Set up under the Montana Milk Contfol Law. - Thus, the proposed area ﬁow has
a midpoint percent (or '"standard" levél) ranging from 3.5 to 3,7 percenfl
(see Table III). The Federal milk orders now in effect which.are closest
to the pfopqsed Féderal.milk marketing area are Federal Milk Order numBer
108 (Inland Empire, Washington-Idaho) and Federal Milk Order number 17
(Black Hills, Soutﬁ Dakota). Thgée,two orders have a "staﬁdard"-lével of
butterfat of 4.0. percent and 3.5 percent . respectively.l/ It would  seem
logical to continue tﬁeipresént "standard" level of butterfat for determining
the butterfat differential under the proposed Federal milk marketing o;der.
The reason‘fdr this is that the midpoint in Table IXI is ﬁhe average‘test
of all producerlreceipts in the area. Therefore; the proposed Federal
milk marketing order will have a "standard" level of butterfat set at
3.5 perceﬁt.

At present, under the Montana Milk Control Law, the Class I butterfat
differentiai.is set at $.07 per hundredweight in zones VI and XII. 1In
zone VIII the Class‘I bugterfat differential is set at $.105 perlhundred-
weight (see Table III),' Most of the'Federal milk marketing'érdérs now in
operation relate the Class I butterfat differentials to the 9é-sc0re butter

priée.g/ However, at least initially, the proposed order will have a "set"

l/ This information was obtdained from summaries of these orders.

2/ Ibid.
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r "fixed" Class I butterfat differential.l/ The ectual amount of this
Class I butterfat differential will require more investigation. If future
studies seem to indicate that_this type of Class I differential is not
;edequéte, the differential may then be related to the 92-score butter price.
However, for the purposefof this study, the Class I butterfat differential
is set at $.07 per hundredweight. '

The Class II butteérfat differential for proposed marketing area prob-
ably should be related in some way to the 92-score butter price. Just how
“it is related is subject to arénment. However, for the purposes of this
proposed Federal milk narketing order, the simplest method would seem the
best. Many of the present Fedefel orders relate the Class II butterfat
differential to the price of butter by multiplying the Chicago 92-score
butter prlce by some constant. The Class II butterfat differentiai for
' this proposed order will use a similar method. The actual amount of- thlS
constant is subject to argument. However, for thlS study, the constant
will be set at 0.11 because thls'seems to be the most prevalent constant
used in present Federal orders now in operation.2/

-Again, the simplest method of deriving the butterfat differential price
paid to the‘producer‘is pfobably as effective as any other metho& of deriv=-
ing the producer differential. Tﬁerefore, this Federal order will use the

weighted average of Class I and Class II differentials.
.Location Differentials

Description of Location Differentials'

Many’ Federal orders use locatlon dlfferentlals in pr1c1ng milk,

especially Class I m11k between the producer and the handler. These

1/ It is the contention of the author that this method could "more"
nearly relate the Class I butterfat differential to the economic
conditions of the proposed Federal marketing area.

2/ This information was obtained from summaries of orders now in effect.
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location differentials take into account the fact that milk produced a
distance from the market has a lesser value than milk produced a shorter
distance from the market because of transportation costs. Generally, the
theory behind these location differentials is that they should be closely
related to actual transportation costs. This type of location differential
tends to make the handler indifferent to the location of his fluid milk
producers. ) '

There are two basic'ﬁays in which milk may move‘frdm the producing
area to the marketing area° It may move directly from the farm to the
marketing area with the'producer paying the hauling costs, or it may move
to a country rece1v1ng plant or a processing plant near the supply area
and thence to the marketlng area in bulk form or packaged form. In the
latter case,llf this country receiving plant is operated by a handler,
this handler pays part of the transportation costs invelved in moving the

milk from this plant to the market.l/

Location leferentlals as Related to the Proposed Federal Milk Marketlng
Order -

In the proposed marketing area, there seems to be no pressing need
for a location differential at the present time. Almost all of the milk
now produced in this area moves directly from the farm to the marketing
area.2/ Because of tnis; there will be no 1ocation'differential set- up
for the proposed Federal milk marketiné order. This does not mean that
there should never be a location differential in the proposed Federal
milk marketing order. However, a more adequate study of transportation
costs must be conducted before en adequate location differential can be

initiated.

1/ Texas Agrlcultural Experlment Statlon, Marketlng M11k Under Federal
: Orders in Texas, op. c1t., p. 13.

2/ This fact was obtained through dlscussions w1th producer groups
" located within the marketing. area.
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Entrance of New Producers Under a Federal Milk Marketing Order

One Possible Plan for Entrance of New'?rodﬁcers

A number of-plans’are new under’diSCussion involving the assignment
of farm marketing bases or quotas for milk. It is not the purpose of this
thes1s to treat each of these .plans in length. However, they all try to
answer problems involved in transferring milk bases ‘among producers or in
allowing new producers -entrance under a Federal milk marketlng order.

Several of the proposed plans would allow farmers. to transfer among
themselves, either permanent bases or annual marketlng certificates
representing'the right to sell milk without the payment pf:penaities;
Thus, a farmer increasing production would have the choice of paying
penaities on ever-quota milk or of buying additional base or marketing
certificates from other ﬁroducereﬂ Usually, under these—plans, every
holder of~e base or quota would be entitled,to obtain annual marketihg
certificates eqﬁal to soﬁe,uniform percentage of base for all producers.
The producer would be required to turn over to the handler certificates
to cover tﬁe amount of milk sold. ‘Any sales.not covered by these certi=-
ficetes Woulq require a penalty payment by the producer to-the handler,

who would turn it over to the apprépriate government agency.

Entrance of New Producers Under the Pr;posed Federal Milk Marketlng Order

At present, there is very 11tt1e data ava11ab1e about producer entrance

in the proposed marketing area. As a result, there will be no producer

entrance qualifications in this proposed Federal milk marketing order.
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Expense of Administration

Description of the Expense of Administration

. The administration costs of‘operéting a FederaI milk marketing order
are usually financed by assessments against regulated handlers based on’
the milk received from produeers and on all other source milk allocated
to Class I. The rate of assessment usually ranges between 2 and .6 cents
per hundredweight of milk handled.l/ "Ordinarily, operators of unregulated
distributing plants pay the same rate as regulated plants on Class 1 route

disposition in the marketing area.

Expense of Administration for the Proposed Federal Order
7 - - - e

The two closest Federal milk orders (Black Hills order and Inland
Emplre order) both have a rate of assessment against the regulated handler
of 5 cents per hundredwelght of m11k handled. They have the same assess-
ments against unregulated handlers on Class I route sales within the
marketing area.2/ A similar assessment is set up in the proposed Federal

milk order.

Summary of the Hypothetical Great Falls-Hi-Line
Federal Milk Marketing Order

Marketing'Area

All terrltory, 1nc1ud1ng m111tary installations, which is included in

the Mbntana counties of Blaine, Cascade, Chouteau, Hill, Lewis and Clark

1/ Texas Agricultural Experiment Station, Marketing Milk Under Federal
Orders in Texas, op. cit., p. 16

2/ These facts were obtained from summaries of Federal Milk Order No. 17
(Black Hills, South Dakota) and Federal Milk Order No. 108 (Inland
Empire, Washington-Idaho).
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(northeastern part), Liberty, Pondera, Teton, Toole, and Valiéy. The
principal cities included in the. area are Chinook, Great Falls, Fort

Benton, Havre, Chester, Malfa, Conrad, Choteau, Shelby, and Glasgow.

Handler

A handler includes the following:
1. The operator of a fully regulated distributing plant,

2. The operator of an unregulated distributing planf from which
Class I disposition is disposed of in the marketing area, and

3. A cooperative association with resPecﬁ to producer milk diverted
"by it, for its account, from a regulated to an unregulated plant.

Producer-Handler

A producermhéndler.is'a dairy-farmer whb‘Operates a’' plant from which

Class I milk is disposed of in the area.

Producer

A broducér is any dairy farmer, except a producer-handler, who.
produces milk which is inspected and approved for fluid comsumption in
accordance with sanitary requiréments of the order, and which is received

at a regulated plant.

Regulatéd (Pool) Plant

There are two types of regulated plants under this order. These are:

1. A "distributing piant"'Which distributes not less than 20
percent of total Grade A milk receipts in the form of Class I
milk sales in the market area, and.

2. A "supply plant" which ships not less than 50 percent of its
Grade A milk received from producers in the form of fluid milk
products to regulated plants. |
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Classification

1. Class I.--Class I milk 1s all skim milk and butterfat disposed of
in the form of a fluid milk product This class includes homogenized milk,
pasteurized milk, hi-test milk, low-fat milk, buttermilk, chocolate milk,
skim milk (including fortified skim milk), flavored milk drinks (such as’
chocolate milk), half and half cream, coffee creem, whipping cream, and all
shriﬁkaée over 2 percent of rhe receipte of milk by the distriﬁutor from

the producer.

2. Class II.--Class II milk is all skim milk and butterfat included
in sour cream,‘cottage cheese, ice cream, yogurt, bﬁtrer American cheese,
livestock feed ‘waste skim m11k, c1081ng 1nventor1es on the handlers books,

and- shrlnkage of producer milk under 2 percent.

}

Class Prices (3.5 percent butterfat)

"1. Class I Milk Pr1ce =~The economic formula for Class I prlce 1s

‘' made up of the following economic indicators related to the area m11k

.industry:
1m\.ered dairy feed--10 percent,
2. ‘Farm labor wages=--15 percent,
3. Alfalfa hay--20 percent, .
4. _Prices received by farmers for all products--20 percent,
5. Per capita rncomewelo percent, |
6. Weekly wages--15 percent, and

7. Bank debits--10 percent,
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The formula is set up to determine the price paid to producers for
Class I milk every three months. All components of the formula index are
converted to a 1960 base. Thus, the index value of the formula with 1960

figures for all components contained in the formula is equal to 100.

2. Class IT Milk Price.-~The Class IT milk price equals the average

price paid at the following manufacturing milk processing blants for 3.5

percent milk in the previous qhafter:
1. Farmers Uhion Creamery, Chinook, Montana,
2. Beatrice Foods Company, Great Falls, Montana,
3. Farmers Union Co-op Creamery, Great Falls, Montana,
4, idowell Creamery Company;iGreqﬁ Falls, Montana, and

5. Glacier Trail Creamery, Havre, Montana.

Butterfat Differentials

1. Class I Butterfat Differentiai,--The Class I butterfat differ-

ential is set at $.07 perhhundredweighf.

2. Class IT Butterfat Differential.~-~The Class IIvbutterfat differ-

ential is equal to the average Chicago 92-score butter price for the

previous quarter x .1l1.

Location Differentials

There are no location differentials.

Method of Accounting for Milk

"Skim milk and butterfat are accounted for separately.
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Type of Pool

The order has a market-wide pool.

Transfers Between Regulated Plants

Transfers of milk from one plant or another in the form of fluid milk

products are Class I unless Class II utilization is claimed by both plants.

In this case, producer milk at both plants receives priority in Class I

over other=source milk.

Transfers of Fluid Milk Products to Unregulated Plants ‘

This milk is classified as Ciaés I in the following cases:
LJ.'Transfers'tb produée:»handlefs, and

2. Transfers 'in consumer packages.

Receipts From Unregulated Plants

1. Classification.--The milk is classified according to its

utilization.

‘2, Compensatory Payment.--Regulated handlers payment = Class I

price minus; Market-wide blend price
times: Quantity assigned to Class I use.

Expense of Administration

1. Regulated Plants.--Operators of regulated plants must pay admin-

istrative costs not to exceed 5 cents per hundredweight of pfoducer milk

and other source milk allocated to Class I.
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2. Unregulated Plants,--Operators of unregulated distributing plants

pay .the same rate as regulated plants on Class I'route disposition in the

marketing area; .

Special Handler Provisions (Unregulated Plants)

1. Plants éubject_to Other Federal Orders.-=Plants subject't6I6ther
Federal orders are not squect,ta'thls order except for reports requested
by the market administrator unless such a plant qualifies as a "regulated
plant"'under this order and dlsposes of a greater volume of fluid milk
products in the Great Falls-HlsLlne marketlng area than in the marketlng

area of the other Federal order,

2. Unregulated Plants not SubJect to Other Federal Orders.~~0perators

of unregulated plants are requlred to:
1. Submit requested reports to the market admlnlstrator,

2, Pay’a sPec1f1ed adm1n1strat1ve assessment (see "Expense of
Admlnlstratlon provision), and

3. Pay compensatory payments on Class I route disposition in the
marketing area equal to:

Class I price adjusted for butterfat content
minus: Market blend price adjusted for butterfat content
times: Quantity sold within the market area

minus: Class I milk recelved by partially regulated plant from
fully regulated plant . '

timesgs Class I producer price.




CHAPTER 1V

A COMPARISON OF THE-HYPOTHETICAL FEDERAL MILK MARKETING ORDER DEVELOPED
FOR THE GREAT FALLS-HL-LINE AREA WITH THE MONTANA MILK CONTROL LAW IN
ITS PRESENT. STATE OF EFFECTIVENESS AND ITS POTENTIAL STATE OF EFFECTIVENESS

Norms Used in the Cogparison Analysis

When an ecofiomist has the problem of determining the impact of two,
alternéfive‘economic policies on industry pefformance, he usually finds
that he must. be prepared to make his appraisal on both efficiency and
equity grounds. Ba51ca11y, the norm of eff1c1ency, as used for the
comparison of alternative tgpes-of economic policies cdn be-broken'into
two parts: "Economic‘efficiency" and "technical efficiency." - The
"technical efficiency" of;ag industry or firm is purely physical and
the term means to maximize the rate of output with given résources° " Thus,
it is actually an engineering problem. "Economic efficiency'" means to
conform to the communities wishes. This involves the industry“s combining
the factors of productipn correctly, prodpcing the different products in
the right proportions, and choosing the mbstvdesirable rate of output.
This comparison analysis will deal With the latter concept of that of the

"economic efficiency” of the alternative policies under considerationm.

Using the Canept,of,"Econbmic Efficiency"

The "economic efficienty" of a particular industry may be directly
related to the industry's "performance.'" Many economists argue that pure
competition provides thellargest possible degree of "economic efficiency"
in those industries in which it can exist, If this is assumed to be true
and simulating, pure compmition is assumed to be the goal of both
alternative policies, the relative ' ‘pure competition performance" of thg
Montana dairy induétry undér the alternative types of agricultural policies

willndgtermine which policy is most efficient. The comparison, using
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pure competition as a guide, can be made theoretically as well as directly.l/

Economic Efficiency vs, Equity

In economics,'equity usually refers to the distribuéion of income or
the divisien of income among the factofs of production. In the classical
welfare model, equity, in the functional sense, occurs when the factors
of production (or their owners) receive the marginal value productivity
of the resources as compensation. Equity, in this sense then, turns out
to be almost synonymous with "economic efficiency'" under pure competition.
Accordingly, it is assumed in this-analysis that the most equitable division
of income in the input factor portion of the Montamna dairy industry is
equivalent to the most efficient position of this input factor portion.
Thus, "economic efficiency" can be used as the sole comparison norm.

This is not to deny that ‘equity in terms of a distributive norm is
not important. However, in most cases, separating'considerations of
efficiency from those of equity is an impossibility. The term "equity",
as used as a norm for comparison of.two alternative agricultural policies,
is related to the actual social structure of the United States. According
to John M. Brewster, the fresent social structure of this country is the
result of compromise between the various factions of the population involved
in status aspiration. There are three main groups of value judgments
connected with this. They are the "work ethic", the "democratic creed",

7

and the "enterprise creed."2/

. 1/ A direct comparison, in this thesis, means to show answers offered by
the hypothetical Federal order to problems now present in the Montana
dairy industry under the state control law,

2/ John M. Brewster, "The Impact of Technical Advance and Migration on
Agricultural Society and Policy", Journal of Farm Economics, Volume
XLI, No. 5, December, 1959, pp. 1169-1184, -
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The "work ethic" has the follpwing components:

1, The "work-imperative" component, which states that one fails to
deserve esteem from his fellow man of from himself if he places
love of easy ways above love of excellence in any employment,

2. The' superlor industry" component, which states.that society owes
to each man thé equivalent of his contributions and also equal
access to the means necessary for developing his creative potential
to the fullest extent, and

3. The "human capacity" component, which states that human capacities
are quite suffi¢ient to improve the lot of the common man without
limit, -

The "democratic creed" can be broken into two parts. These are:
1. That all men are of equal worth and dignit&, and

2. That no man, however wise or good, is wise enough to have
dictatorial poWwer over another. »

The main judgments involved in the "enterprise creed" are:

1. The judgment which states that proprietors deserve exclusive
! rights to prescribe.the working rules of their productlon units,
and

2. The judgment which states that, because of this proprietor right,
a prlme function of government is to prevent anyone, including
government itself, from invading this power of proprietors to run
their businesses as they please.

It is quite evident that there is conflict between some of these
value judgments. Compromlse between them must play an important part in
agricultural policy in general, It is this compromise which forms some
of the basis for equity judgments’in evaluating agricultural policies.
However, the analysis'intolved in this thesis is in an area where. compromise
has already been accepted by the Montana dairy industry. The Montana
Milk Control Law is already in effect. Thus, this present analysis concerns
itself with measurable differences in equity under the alternative types of

agricultural policy.
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Pricing and Performance Under Alternative
Milk Programs

Structure of the Montana Dairy Industry

The structure of the Montana dairy industry is definitely not purely
competitive. It was shown in Chapter I that the industry is characterized
by many producers, few distributors, and many consumers. The input factor
portion of the Montana dairy industry is basically oligopsonistic in nature.
In an oligopsony one individual firm has a perceptible degree of control
over the prices paid for his input factors (in this case, milk). Figure
12 illustrates how an oligopsonistic distributor would arrive at the
price paid for milk.

P2

figad

Q Q
Figure 12. An Example of an Oligopsonistic Market.

In the case of an oligopsonistic milk market, the distributor would
pay the producer P} for his milk and thus would enjoy abnormal profits
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equal to (P2 - P;) x Q;.1/ This position would be both inefficient and
inequitable, using equity.in the classical sense.

It was also shown that the distributor-consumer relationship is some-
what oligopolistic in mature because of the relatively few distfibutdrs,
However, the sales area of the individual milk distributor has expanded,

thus bringing more of them into direct competition.

A Comparison of the Hypothet1ca1 Federal Order With the Montana Milk
Control Law in its Present State of Effectlveness

It is assumed that both the proposed Federal order and the Montana
Milk Control Laﬁ'have'the goal of improving industry performancé by
directing this performance as close1§ as possible to the situation whiéh
would exist under pure éompetition. However, different means are used to
achieve: this goal. The main differences between the two policies will now
be compared.

Firét, it appears that in most respects a Federal order could more
effectively achieve the stipulated goal. A Federal order would provide
more adequafé‘informatien on the milk picture within the state on which
to base decisions and achiéve effective administration. .The.Montana Milk
Control Board requires reports from fluid milk distributors only. In addition
to this, it cannot get a cbmpletely accurate picture of milk moving into
the state from out-of-state sources, The Federal order may require reports
from manufacturing milk distriButors as well as fluid milk distributors.

It also may require reports from out-of-state sources of milk. As a
result, its policies would probably be more accurately correlated to the

Montana milk picture,

1/, 1t should be noted here that it is assumed that the average cost to
the distributor includes a '"nmormal" profit. This £s true of all ‘the
diagrams that follow.
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Secondly, the Montana Milk Control Board operdtes under an individual .

handler pooling system. The Federal order operates under a marketwide
pooling system. Because of this, the distributor would have less “justi-

fication in "playing favorites" among his producers under a Federal order.

Third, a Federal order, in most cases, requires better training of its

personnel. This would probabiy mean that a Federal order would be more
effectively handled.

The Montana Milk Control Law*ﬁses price hearings to set the prices
of fluid milk. This is both time cornsuming and costly. The Federal
order would use a formula pricipg system, with periodio check5.' This
would tend to be more efficient, and certainly more‘expediento

The Montana Milk Control Board  sets prices, and thus directs, only

that milk sold for fluid purposes. The Federal order would control prices

paid to.the'biése'l.producer'on both fluid milk’apd surplps milk. “However,

the Federal order woula use a surplus prrcing formula based on manufééturing

milk prices in. the area so there probably would be little difference
betweén the two systems."

The Montana Milk Control Law is still’ being challenged in the courts.
Federal orders have already been subjected to sufflclent legal tests,'and_
therefore their authority.hae already,become secure, In addition, state
cases are often tried under officers of the court inexperienced in milk
problems who ere subject:to'local politics and pressure. Issues arrising:
under a Federal order are tried under experienced Federally appointed
judges. Thus, the Federal order would probably be more effective and
require lower court costs.

The State Control Board sets milk prices at both the‘produEer and
consumer levels. In other words, it is 1nferred that the Board attempts
to similate the conditions that would be present in the Montana dalry
industry under pure competltlon at both levels. The Federal order controls
milk’ prlces at oxly the producer level, relying on its compensatory

payment provision to aid in helping "to make the movement of milk as
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efficient as possible. The question is: Is this complete control of

milk prices at the producer and consumer level necessary to simulate

pure competition, or can price controls at only the producer level simulate
this? It is the author's contention that price controls at only the
producer level can simulate competition throughout the market.l/

In the input-factor market, it is assumed that the Montana Milk
Control Board attempts to equate the price paid to the producer for his
product to the marginal productivity of that product to the distributor.
This is the equality that would exist under pure competition. Figure 13

is an example of how this would work.

Q @ Q

Figure 13. Equating the Price Paid for Milk to the Marginal Value
Productivity of Milk.

1/ For simplicity, this argument assumes that all milk goes for fluid
uses. This assumption is not necessary to the main argument, but
merely serves to provide a neater presentation.
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Under oligopsonistic conditions, the distributor would pay P for
producers’' milk., This would mean that he would enjoy abnormal profits
equal to (P3 - P;) x Q). If the Montana Milk Control Board attempts to
follow the efficiency-equity criterion set forth earlier, it would set
the producers' milk price at P2, If this were accomplished, the shape of
the marginal cost curve would be P2 X Y MC. At this price, P2 = MVP and
no abnormal profits accrue to the distributor.

The Montana Board also sets the consumer price of milk in the state.

Figure 14 is an example of how this works.

AC

AR

Q

Figure 14, Equating the Price Charged for Fluid Milk to the Marginal Cost.

In this case, it is assumed that the State Control Board attempts
to equate the price charged the consumer for fluid milk to the marginal
cost of milk. This would be the situation under pure competition. With
no controls whatsoever, assuming profit maximization as a distributors
goal, the distributor would sell Qi quantity of milk at price P3. Thus,
he would enjoy abnormal profits equal to (P3 - P1) x Qj. If the price
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were set at Py, these abnormal profits would be erased, and the resources
of the Montana milk industry would be directed to the most efficient use
according to classical economic theory.

The Federal order would attempt to accomplish the same results using
price controls at only the producer level. Figure 15 is a hypothetical
example of how this might work.

A,

Figure 15. A Hypothetical Example of How Price Controls at Only the
Producer Level can Simulate Conditions Under Pure Competition

at A1l Levels.
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Assume that, under a Federal milk marketing order, the price paid for
milk by the distributor is set at P2 as in Figure 15A. This would mean
that the marginal cost curve in Figure 15A. would assume the shape Pp
X Y Z MC. The average cost curve would assume the shape P X Y AC, This
would simulate purely competitire conditions in the factor market. This
price setting in the input factor merket would also change the shape of
the marginal cost and -average cost curves faced by the'diStributor in the
retail market. The average cost curve would assume the shape. of ABCD, and
the marginal cost curve would assume the shape of EFCBG in Figure 15]3°
Thus, the dlstributor, in order to maximize net revenue, would set his
selling price at Py in Figure 15B,, because at this point MR = MC. HUWf
ever, this is the same retail price'that the Montana Milk Control Board
would set in an attempt to simulate pure competition in the'distributorf
consumer market (see Figure 14). Therefore, producer price cootrols would
simulate pure competition in the distributor-consumer market. It seems
1ogice1 to conclude that the Federal order would be more efficient in price
control in that less data, less implementation, and a narrower area of
enforcement would be involved This.system provides a simpler structure
and- encourages distributors toward economies of scale. |

In concludlng this partlcular comparison, it must be p01nted out that
the hypothetical Federal order would tend to have higher. administratlve

costs. However, these costs.would probably be more than offset by the

~ satisfaction derived from the Federal-order"s greater overall efficiency.

Finally; the Montana Milk Control Law, in its present form, is not opereting
at its potential state of effectiveness; However, even if it were so
operating, the bargaiﬁing anaiysis suggests that the hypothetical Federal
order would be more efficient. The state law would ‘still have ineffi-
ciencies connected with price controls at all levels, inadequate records,
price hearlngs for setting the price of fluid milk, and lack of control

over out-of-state milk movements.
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Another Solution to the Problems Present Under
the Current Montana. Milk Control Law

It should be noted that a Federal milk marketing order is not the

only solution for problems of "performance'" now present in the Montana

milk industry. A revision of the Montana Milk Control Law is a potentiai

i .
solution to some of these problems. Some of the revisions which would

increase the law's efficiency are:

S5,

of

present

Revise the state order to control price at only the producer level,

Require more adequate reports from distributors and producers
within the state,

Issue a joint and concurrent order with surrounding states,

Incorporate Dr, Ward's milk pricing formula into the state order,
and’ . ' !

'Get rid of the "paper tiger'" aspect of the law.

course, these revisioné would probably involve the time consuming

challenges brought into court. However, this would be preferable to the

situation. Even then the revised state'iaw would probably be

less efficient than a Federal order. However, revisions of the state order
would, in all probability, be more readily accepted than a Federal order by

the Montana dairy industry as a whole.




CHAPTER V_
SUMMARY AND CONCLUSIONS

Summary

The relative ''performance" possible under two alternative types of
agricultural policy may be used in comparing these two policies. This
study is.an attempt to compare the present Montana Milk Control Law with
o a hypotherical Federal milk marketing order. Their relative ability to.
simulate conditions which would be'oresent uuder-pure cdmpetition is the
mainfguiding factor 'for an efficiency comparisou‘ ‘

The area selected for this study is the Great Falls-Hi-Line Area.
This area has most of the problems present 1n the milk industry throughout
the state. In additlon, in the past the producers of this area have
indicated their preference for a Federal order.

The present Montana Milk Control Law was revised in 1959, This
revision corrected, at least partially, many of the iuadequacies of the
previous law. It proﬁides for more adequate trecords, a better under-
standing of the'"narural market area for milk, and.a generally stronger
position with relarion'to the iﬁdustry, However, there are still many
problems present in the.ﬁoﬁfane=deiry‘industry, Some of these problems
ares

1. The Montana Milk Control Board has no jurisdiction over out-of-
" state milk, "

2. The Board has jurisdiction over only that milk which is sold in
fluid form, and '

3. The Montana Milk Control Law is still being challenged in the
courts.,

A Federal milk order is one possible solution to these problems, Another

_ possible solution is a revision of the present Montana Milk Control Law.
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In developing any Federal ‘order, certain parts are similar in structure.
0f course,ithe economic factors present in the area selected must be .
integrated into the order. The hypothetical Federal order developed in
this study takes advantage of this fact. It is developed using other
Federal orders as well as the economic corditions present -in the Great
lalls-HinLine ‘Area. This includes outlining the area selected, firms
affected by the order, milk pricing under the order, pooling of milk,
compensatory payments, butterfat differentials, location differentlals,
entrance of new producers, and expense of administration. 4

Finally, a comparison of the 'differences between the two alternative

agricultural policieshis'made using efficiency as the main criterion.

Conclusions

'-The results of the alternative agricultural‘policies tend to indicate
the proposed_Federal-order is more efficient than the present Montana Milk
Control-Laﬁ. First, it would provide better information on tne Montana
milk industry. Secondly, it operates under a marketwide pooling system.
Third, in most cases it requires better training of its personmel. The
Federal order would also save time and money by using a formula pricing
system. Finally, it theoretically would achieve the same results as'the
state order while using price controls at the producer level only° This
would involve a narrower area. of enforcement and, as a result, a simpler
structure, .Thus, the "performance" of the state dairy industry would

probably be improved under a Federal order.

Future Research

There are three.general areas in which research on the Montana milk
industry might be conducted, The first of these is research connected
with a possible Federal order for the state or part of the state. The

gaps in the information'gaqﬁered for this study are many. Data is needed
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on manufacturing milk processing plants {cheese factories, etc.) in the
state. Transportation costs are needed to develop location diffefentiéls,
Information is needed in connection with supply-demand adjusters.

Secondly, future research might be éonducfed in connection with a
possibie revision of the present Montana Milk Controlli.aw° Revision of the
state order to %ontrol price af only the producer level would be an import-
ant ared of study. In addition, the possibility of comcurrent state milk
orders might be considered. '

Finally, future research may be mecessary on the Montana milk industry
structure itself. The milk industry is dynamic, and thus research must be
undertaken from time.to_time to show the chaﬁges'which have taken place in

itﬂ
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APPENDIX A

TABLE I, CONVERSION FORMULAS USED TO TRANSLATE TOTAL PRODUCT SALES BY

MANUFACTURING MILK PROCESSING PLANTS IN 1961 TO TOTAL POUNDS
OF FLUID MILK RECEIVED IN 1961.%

Conversion Formula for Butterfat
a, Average butterfat content for Montana: 3.8081 percent
b, Conversion formula: a/

Pounds of butterfat - .0381 = PoundS'of milk

Conver51on Formula for Amerlcan Cheese and Cottage Cheese
a. Assumption:

13 pounds of cheese obtalned from 100 pounds of milk
b. Conversion Formulay

Pounds of cheese =~ .13 = Pounds of milk

Conversion Formula for Butter
a, Assumption:
Yield of butter is 120 percent of the butterfat content in milk
b. Conver51on_Formu1a:
Pounds:of butter = pounds of butter = pounds of milk,
1,20 X ,0381 .04572 '

Conver31on Formula for Ice Cream C
a. Assumption:
{1bs. of ice cream = 2) X .12 = ibs. of butterfat
b. Conversion Formula: ° : ’
.12 X 1bs. of ice.cream = .06 X 1lbs, of ice cream
2 X .0381 .0381

1bs. of milk

. Conversion Formula for Yogurt

a., Assumption:
.0025 X 1bs., of yogurt
b. Conversion Formula;
,0025 X 1bs. of yogurt = ,065617 X 1lbs. of yogurt
.0381

]

1bs. of butterfat

]

1bs. of milk

#* See -asterigk on followiﬁg’page?.:

a/ See footnote on following page.
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TABLE I. CONVERSION FORMULAS USED TO TRANSLATE TOTATL PRODUCT SALES BY

MANUFACTURING MILK PROCESSING PLANTS IN 1961 TO TOTAL POUNDS
OF FLUID MILK RECEIVED IN 1961.% (CONTINUED)

6. Conversion Formula for Low=Fat Ice Cream
a. Assumptlon. - _ -
1bs of low-fat ice cream X .05 = lbs. of butterfat
1.65
b. Convers1on Formula ) -
.05 X lbs. of low-fat ice cream .795355 X 1lbs. of low-fat
1.65 X .0381 ) ice cream = 1bs. of milk

7. Conversion Formula for Ice Milk
a, Assumption: -
.033 X 1bs. of ice milk
b. Conversion Formula:
.033 X 1bs. of ice milk
.0381

1bs. of butterfat

1bs. of milk

.866142 X 1bs. of ice milk

8. Conversion Formula for Sherbert
a. Assumptiong
045 .X .1bs., of sherbert
. 1,65 '
b. Conversion Formula:
.045 X 1bs. of sherbert
1.65.X .0381

1bs. of butterfat

.715820 X 1bs. of sherbert

1bs. of milk

3

% Source: The Montana Milk Control Office, Helena, Montana.

a/ For purposes of developing these conversion formulas, the author has
"rounded off" the average butterfat content of milk from 3,808l percent
to 3.81 percent.
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APPENDIX B

TABLE I; PRODUCER-DISTRI%UTOR PLANT BY SIZE BY COUNTIES IN MONTANA.*

" Number of plants - 1961

County ‘ Total plants Uﬁdér 3  3-15 ‘15 - over
: Mil. 1lbs. Mil. 1bs. Mil, 1bs.
Number of milk of milk of milk
Carbon 1 1 -- -
Cascade 1 1 -- -~
Custer 2 2 - --
Flathead 1~ 1 -- --
Gallatin 2. 2 -- --
Lewis and Clark 2 © 2 -~ -
Madison 1 | 1 -- --
Missoula 2 2 -- --
Park 1 1 -- =
Ravalli 1 1 -- --
‘Richland 1 1 - --
Sanders 1 1 e e
Silver Bow 2 2 - -

=
\0
H
o

Total .

% Source: The Montana Milk Control Board Office,

Helena, Monfana.

!
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TABLE II.- NUMBER OF FLUID MILK PROCESSING (DISTRIBUTING) PLANTS BY SIZE
BY COUNTIES IN MONTANA,*

[

- " Number of plants - 1961 /
County Total plants Undér 3 3 -'15" .15 and.over 2
) Mil, 1bs. Mil. 1bs. Mil. 1lbs.
Number of milk of milk of milk

Broadwater 1 1 - -
Carbon 1 1 - -
Cascade 4 - 4 --
~Custer 1 -- 1 -
Dawson 2 1 -
Fergus 3 3 - --

~ Flathead 3 "1 2 -
Gallatin 3 1 1 1
Hill 1 - - 1
Lake 2 1 1 -
Lewis and Clark K] 2 1 -
Missoula 3 - 2 1
Musselshell 1 1 - ~-
Park 3 2 1 -
Phillips 1 1 -~ --
Pondera 2 1 1 -
Powell 1 1 - -
Roosevelt 2 2 -— -
Sanders b/ 1 1 -- -
Sheridan - 1 1 - .-
Silver Bow 3 2 1 .-
Stillwater -1 1 .- e
Sweet Grass 1 1 -- -
Teton ‘; 1 - -
Yellowstone 3 - 3 -
Total 48
% Source: The Montana Milk Control Board Office, Helena, Montana,

a/ None over 50 million pounds of milk.

b/ More manufactured milk sold than Class I milk.
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NUMBER OF MANUFACTURING MILK PROCESSING PLANTS BY SIZEE/ AND
BY COUNTIES IN MONTANA.*. A

. Number of plants - 1961

County . Total plants‘ Under 3 =~ 3 - 15 ' 15 and over b/
' ; ' Mil. 1lbs. Mil. 1bs. Mil, 1bs.
- Number of milk. ~ -of milk of milk

Beaverhead. 1 1 ’ - -
Blaine 1" 1 - -
Carbon 1 - 1 -
Cascade 4 3 1 -
Fergus . 1 1 -n -
Gallatin 3- 1 2 -

©Hill 1 1 - -
Jefferson 1 1 - -—
Lake 1 - 1 ~=
Lewis and Clark 1 1 - -
Missoula 1 1. - -
Park 1 1 - -
Ravalli - 2 - 1 1
Sanders 1 1 - -
Silver Bow 3 3 - ——
Stillwater 1 1 -- -
Yellowstone .2 1 1 S
fotal 26

% Source: The Mdntgné_Milk Control Board Office, Helena, Montana.

a/ The size of these plants was derived using conversion formulas,

E/ None over 50 million pounds of milk,
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APPENDIX C-1

SUMMARY OF COURT CASES OF INTEREST TO THIS STUDY

1. Montana Milk.Control.Board, plaintiff vs. Kessler Daify, Inc.,
a.corporation, and. James Robert Hansen, d/b/a Hansen's All.Star Dairy,
defendants.- {In the district court of the Eighteenth Judicial District
of the.State of Montana, in and for the‘County of Géllatin, heafing'on
March 6,-1963.)1/

' This court(éase is concerned with the shipment .of bulk milk from
Kessler Dairy, Inc. in Bozeman to Hansen's All Star Dair&_ianreat Falls,
Kessler sold the milk to Hansen as Class III or manufacturing.milk at
$1.20 per pound butterfat, The going price paid to the'prducgr.for
~manufacturing miilk at the time of the sale‘was 70 cents per pound -
butterfat. The Milk Control Board's audit records established tﬁat the .
ultimate usage of this milk made by Hansen was Class I, Neither defend-
ant denies the above facts or that Kessler's producers were underﬁaid
for milk involved in the transaction. However, each defendant denies
respective responsibility for suéh underpayments. The Montana Milk .
Control Board maintains that Kessler Dairy is responsible to its producers
for actual underpayments. ‘At the time of this writing, the case is

still in coﬁrt°

2, Lehigh Valley Cooperative Farmers, Inc., et. al., Petitiomers,

vs. United States et. al., (Supreme Court of the United States.)2/

f=
~

The facts on this case were- obtalned from a copy of the Plaintlff"
Brief, No. 15170

.}Q

Supreme Court of the United States, Lehigh Valley Cooperatlve Farmers,
Inc.;. et. al., Petitioners, vs.. United States, et. al., No. 79=~
October- Terms, 1961, Washington D. C., June 4, 1962.
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-In.this case,-the petitioners, operating milk processing plants in
Pennsylvania, challenged the validity of certain "compensatory payment"
provisions included in milk marketing ‘orders affecting the New York--

New Jersey area. A.previous judgment of the Court of Appeals for the.
Third Circuit . 287F. 24 726, upheld the validity of thlS ""compensatory
payment" provision. However, thlS previous judgment- conflicted w1th a .
decision rendered by the Court of Appeals for the Second Circuit, Kass
vs. Brannan, 196F. 2d 791.. The Supreme Court of the United States was
called in to resolve this comnflict. ,

Basically, the New York--New Jersey Order had a compensatory payment
provision which prouided that a handler who brings "outside'" milk into
the marketing area; under the jurisdiction of this order, and sold it
for fluid use had to pay the pool's producers, through the Producer
Settlement Fund, an amount equal to.the difference between the minimum
prices for the highest and the lowest use classifications which prevailed.
in the area; Thus, for each hundredweight of non-pool milk sold for Class
I use in the New York--New Jersey area, a compensatory. payment had .to be
paid by the seller into the Producer Settlement Fund which was. equal -to
the difference between Class I (fluid nilk) and Class III (surplus milk)
prices, _

The Court of Appeals for the Second Circuit held that this compensa-
tory requirement was a !'penalty." After this decision, the Secretary of
Agriculture conducted extensiye hearings to determine whether the
compensatory payment requirement should be retained. He found that it _
should be'retained because it was the most satisfactory means of imposing
"a suitable charge on such unpriced milk in.an emount sufficient to.
neutralize, compensate for and eliminate the artificial economic advantage
for non-pool milk which necessarily is created by the classified pricing

dnd pooling of pool milk under the order."l/

1/ Ibid., p. 79.
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When this case was.brought before the-Supreme Court of the  United .
States, the government used. two arguments in contending that the compen-
safory.peyment-proeision‘was legal. These were: .

1, That the effect of §8c () (©), which’ states‘ that

"No marketing agreement or order applicable to
milk and its products in any marketing area shall
prohibit or in any manmner limit, in the case of
the products of milk, the marketing in that area
of any milk or product thereof in any production
area in the United States."l/.

could not be considered.by the Court since. that provision was
not. sited by the petitioners in. the administrative proceedlng
in the Department. of Agrlculture and

2. That the petitioners had the choice of joining the market-wide

"pool, in which case they wouldn't have been subject to the |
compensatory payment provision in the New York--New-Jereey
© . Order. '

However, the Supreme Court found the compensatory payment prov131on
invalid, There were several reasons given. for this finding.

First, the Court found that the Secretary ofogrlculture's reasoning
was inadequate. His reasoning was based 6n the supposition that non-
pool milk Was not worth more than the Class III prices as set by.the -
New York--New Jersey Order. The Court‘fdund that this supposition was
not true, ‘ ‘

Second, the Court found that the administrative petition filed by
the petitioners did make an obvious reference to the prohibition of
§éc (5) (G). Thus, their decision could be based on this sectiom of
the Federal milk law. | ‘

Third, they found that any "election" by the petitioners to join.

the market-wide pool under the order was purely illustionary. Therefore,

this argument by the government was ipvalid.

1/ Ibid.

T
!
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APPENDIX C-2

OPINIONS OF DR, ROLAND W BARTLETT ON THE REALISTIC AND LEGAL NATURE
OF PARTICULAR TYPES OF COMPENSATORY PAYMENT PROPOSALS AS RELATED TO
THE PREVIOUS SUPREME COURT ON THE UNITED STATES DECISION.

-

"Proposals relating to packaged milk and packaged fluid
milk products disposed of on routes in the marketing areanor
to a regulated plant by a plant not fully regulated under
a federal order: :

“Proposal No. 1. Compute the handler's obligation under
the option chosen by the handler as follows: (a) The amount
which would be his obligation for all receipts if his plant
were fully regulated, less the sum of his payments to dairy
farmers who furnish his Grade A milk supply; or (b) the .
amount computed by miltiplying the hundredwelght of fluid
milk products disposed of on routes in the marketing area by
the difference between the Class I price and the Class II
(or lowest class) price adjusted for butterfat content of
the m11k and for location of the plant.

YAnswer No. 1. (a) Thls-proposal is unrealisic and
probably illegal. There is not necessarily any relation=-
ship between the market value of milk in an unregulated
plant and its market value:in.a regulated market to which
packaged milk was sold. For example, if a handler sold
5 percent of his packaged milk in the regulated market
and 95 percent of his milk elsewhere, in many unregulated
areas, to meet competition, he would be forced to sell his.
Class I milk below the Class I price .in the. regulated market.
In this case it would be impossible for him to pay a b1end
pricé for all his milk as high as that paid by a plant in'a
regulated market. In this situation, is it not possible that
the exaction of a unnecessarily high blend price would be
considered a trade barrier which would tend to prevent his
selling packaged milk in the regulated market, thereby limiting
his sales, and thus might be considered 111ega1 under the
Agricultural Marketing Agreements Act of 19377

"Furthermore, even if it were legal, would it be desirable

for a market to be loaded with a large amount of surplus milk
which would act as a millstone around the blend price? (b)
Probably illegal similar to the Lehigh Valley case.




= 104 -

"Proposal No. 2. Compute the handler's obligation by
multiplying the quantity--of -fluid milk and fluid milk products
disposed of on routes in the marketing area by the difference
between the Class I price and the market uniform price both
adjusted for butterfat content of the milk.

"Answer No, 2. This proposal looks workable, and would
prevent the unregulated handler from buying his milk at a
blend price and selling this in competition with the Class I
price in the regulated market. Since the payment to the pool
would be based only upon the amount of packaged -milk disposed
of on routes, this should not result in hardship for the
unregulated handler.

"Propodsal No. 3. Compute the handler's obligation as in
proposals (1) or (2), but offset any quantity of milk onm which
obligation is due by any amcunt of milk received from a fully
regulated plant and classified and priced at such plant as Class
I milk.

"Answer No, 3. As applied to Proposals (la). and (1b),
this would' reduce the amount of obligation of the unregulated
handler. Otherwise .the same reasons as set forth above would
apply to this proposal, and it would still be unrealistic and
probably 111ega1

"As applied to Proposal (2), Proposal (3) would be
desirable,

B. Proposals related to milk and fluid milk products received
at a fully regulated plant from 'a plant not fully regulated '
by any Federal order:

"Proposal No. 4. Require a regulated handler to make' payment
into the producer-settlement fund with respect to milk’ received
from an unregulated plant, if it is assigned to Class I use, at
the rate which is the difference between the applicable Class I
and Class LI prices at the location of the plant from which
received.

"Answer No. 4. Same reason as set forth for packaged milk
under Proposal. {1b). /

"Proposal No, 5. Require a regulated handler to make pay-
ment into the producer-settlement fund with respect to milk
received from an unregulated plant, if it 'is assigned to Class I
use, at the rate“which is the difference between the Class I
-price and the market-wide uniform price. .
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"Answer No. 5., Same reasons as set forth for packaged milk
under Proposal (2).

Bulk Milk From Unregulated Plant to Regulated
Plant Under Federal Order

"Proposal No. 6. A regulated handler's obligation would
be computed as follows: (a) The value of all milk received by
the handler from producers and unregulated sources would be '
calculated on.the basis of class prices .according to its
utilization. (b) With respect to receipts of milk from unregulated
sources, allow the regulated handler credit at the market-wide
blend price. {c) The handler's obligation for producer milk
would be the market-wide blend price. (d) The handler's
obligation to the producer-settlement fund would be the
remainder.

"Answer No. 6. (a) Desirable. Under Proposal (5), the
unregulated handler would pay the difference between the Class
I price and the market uniform price for the amount of milk
sold in the regulated market. Under this provision, the
regulated handler would receive credit at the market blend
price for the unregulated milk; would pay his own producers
the market blend price; and then owe the producer-settlement
fund the remainder based upon utilization values of the regulated
market. (b) Desirable. (See Proposal-5.) (c) Desirable.
(d) Desirable.

"Proposal No. 7. With respect‘to receipts of milk from
unregulated sources, allow a regulated handler credit at the
actual cost of the milk to the handler.

"Answer No, 7.. Not desirable, and inconsistent with Proposal
{2). 1In practice this would tend to destroy the classified system
used in the pricing of milk and create unnecessary instability
in a regulated market,

"Proposal No. 8, Allocate bulk receipts from unregulated
distributing plants to Class II utilization to the extent
available, and then to Class I utilization.
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"Answer No. 8. Undesirable and probably illegal. If a
handler in a regulated market needs more milk to meet “his Class
I needs during part of a month,. and pays a price necessary 'to
get this milk, he should be credited at the Class I price and
not at the Class II price for these purchases. 'Furthermore,
this proposal would tend to act as a trade barrier against
purchases of milk outside the local market and as such might be
construed as being illegal under the Agricultural Marketlng

. Agreements Act of 1937.

"Proposal No. 9. Require that, with respect to receipts of
non~£fluid milk products, the pool obllgatlon of a regulated handler
shall be credited at not more than the Class II (or lowest class)
price, regardless of actual use of such non~fluid milk products,

"Answer No. 9. Desirable. If Class II products, are used
to fortify skim milk, flavored drinks, or other Class I products,
these should be credited at the Class II price.

"Proposal No. 10. Require no payment with respect to milk
received from an unregulated plant if the unregulated plant
has paid for its milk supply an amount at least equal to what ’
its obligation would have been had it been regulated by the
same order as the plant to Wthh the mllk is transferred

"Answer No. 10. Undesirable, since it would tendi to
ignore differences in utilization. There would mnot necessarily
be any relationship between the utilization of milk in the
regulated plant with that in. the non-regulated plant. For
example, if the regulated plant had 50 percent Class I milk,
and the non- regulated plaxnt 75-percent Class I milk, while
both plants had the same blend price, this would mean that-
the unregulated plant sold its Class I milk at a price sub-
stantially below that of the regulated plant

"Proposal No. lOA. Provide measures for dehling with milk
from producers, who are also handlers.,

"Answer No. 10A. Desirable. Not spelled out so cannot be
analyzed, '

R

' "Proposal No, 11. Allow a credit to a fully regulated
handler with respect to bulk milk received from a plant’ fully
regulated under another order according to the classification
or pricing required under the other order,
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"Answer No. 11, Desirable. Transactions between handlers
in different markets should be handled' in the same way as in inter-
handler transactions within a given market. This would permit
inter-market shipments of milk in an orderly way and be in line
with the principle of comparative advantage. Furthermore, freedom
of inter-market- shipments’ of milk would tend to take away the need
for regiomal or national federal orders. One reason for the
success of the federal order program during the past 29 years
has been its decentralized operation

-"Proposal No., 12. Allow a credit to afully regulated handler .
with respect to bulk milk received from a plant fully regulated
under another order according to the classification agreed upon
between transferor and transferee handler.

"Answer No, 12. Desirable. Would permit specialization
of plants under two or more federal orders similar to what would
be possible under a single federal order., Furthermore, if
classification prices of the two or more orders were not in line,
this provision would encourage gettlng them in line.

"Proposal No. 13, Assign bulk milk received from & plant
fully regulated under another order pro rata with producer
milk to utilization in the plant of receipt.

\

"Ansver No. 13. Not desirable and probably illegal. There
would not necessarily be any relationship between the proportions
of utilization in the tyo plants. If a handler .in the regulated
market buys Class I milk from a handler in another regulated
market, this transaction should be handled like an inter-handler
transaction in the same market. The market from which the

Class I milk originated has a surplus as well as the market ~
where it is received. Furthermore, payment of the blend price of
the receiving plant, for Class I milk originating in that plant
under another order, would act as a trade barrier and might be -
considered illegal under the Agricultural Marketing Agreements
Act.of 1937.

"Proposal No. 14, With respect to bulk milk received from
a plant fully regulated pursuant to another order allow the
receiving handler a credit at the market-wide average class use
value.

"Answer No. 14. Not desirable eﬂd probably illegal.
Same reasoning as for Proposal (13).
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“"Proposal No. 15. Assign packaged milk or fluid milk pro-
ducts received from a plant fully regulated under another order
to Class I utilization in the receiving plant.

"Answer No. 15. Desirable, but should be treated as a
statistic and not included in the pooling operatlon of the
receiving market°

"Proposal No. 16. Provide that milk or- fluid milk products
transferred from a fully regulated plant under one order to a
fully regulated plant under another order shall be classified
av the transferor plant in the same manner as in the transferee
plant.

"Answer No. 16. Desirable, but both Class I and Class I
milk so handle should be treated as statistics and not included
in the pooling operations of the receiving market."l/ '

Roland W, Bartlett, "Brief Relative to Compensatory Payments and the

Intergration of Other Source Milk into Proposed Regulation,'’
Proceedings--Federal Order Heari_g, Coronado Hotel, St Louis,
January-8, 1963, p. 1-7. :
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~ APPENDIX D-1

SALES AREA OF CLASS .I MILK PLANTS

"Restricted Marketing

WITH RESTRICTED MARKETING 1/

Plant Sales Area

1. Farmers Creamery Livingston area

2. ‘'Sweet ‘Grass Dairy Big Timber area

3. Dillon Creamery Dillion area (out-of-state
source)

4. Connelly's Creamery iivingsﬁon

5, Columbus Creamery Columbus

6. Lind's _ Harlowton area

7. Jersey Creamery Hardin area

8. Carbon Co,.Creamery Red Lodge area

9., Fallon Co. Cgéamery . Baker

10. Pléntywood Creamery Plentywood

11. Moore Dairy ' Culbertson area

12, Dufner Glendive area

13. Gate City Giendive and Sidney

14, Jensen Sidney area

15. Rothe's Wolf Point area

16, Meadow Valley Créamery Malta

17. Burke Lewistown -

18. Lewlstown Creamery Area VII

19. Quality Milk Plant. Conrad

20. Superior Dairy Choteau

21. Meridian Kalispell area

1/ This inforﬁation was obtéined from the Montana Milk Control Board

Office, Helena, Montana.




22.
23,
24,

25.
260
27.
28.

290
30.

Sky Line
Mission Range Dairy

Crystal Creamery
Deer Lodge Creamery

Treasure State

Broadwater Creamery

Brookside

Clover Leaf

Phillips

?
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Kalispell and Area IX
Missoula area

Butte area (out-cf-state
source)

Same as Golden West Ddiries
Deer Lodge and Anaconda

Butte

Townsend and Helena
Héléna :
Helena

Helena
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APPENDIX D-2

SALES AREA OF PLANTS IN THE STATE MARKETING
MILK UNDER THEIR OWN BRAND NAMESL/ -

1/ This information was derived from an unpublishéd survey of these
11 plants which. have sales of milk outside of the pricing zone
in which they are located. '
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APPENDIX E

The ways in which the values of the.various components of the formula
are cénvepted to_a'1960 base and the proper percentage weights are given
to them is.shown below.

1., Farm Wages Paid

To give the 'farm wages paid" a 15.percent weight in the formula

.and convert it to the 1960 base, do the following:

a. Get the index of farm wages published by the Montana Crop
and Livestock Reporting.SerVice-for the previous quarter.

b. Miltiply this figire by 0.1158500.

This answer will be dng of thg,numberé to be added to get the

formula index for the following quérter.

2, Prices Paid for Alfalfa Hay\

To give the "prices paid for alfalfa hay" a 20 percent weight in

the formula and convert it to the 1960 base, do 'the following:

a. Get the monthly figures of prices paid in dollars .for
alfélfa hay for the previous quarter from the Montana Crop
and Livestock Reporting Service.

b. Multiply these prices by the figures shown in Table I
for ﬁhe particular months involved. . Match the .price month.
with the table month. The figures in this table will adjust
the hay prices for the seasonal variation.

p c¢. Now add the products derived im "b". This answer will .be

the second pumbéf to add_to get the formula'index for the

following quarter, '

«
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TABLE I. CONSTANTS FOR ALFALFA HAY.*

Month Constant
January. 0.2173538
February 0.2188167
March 0.2237654
April 0.2255395
May 0.2268887
June 0.2287129
July. 0.2350923
August 0.2365108
September 0.2397991
October 0.2317407
November , 0.2242063
December 0.2242063

Edward H. Ward, A Formula for Montaha‘ﬁiik Montana Agricultural
Experiment’ Station, ‘Bulletin 569, Montana State College,
Bozeman, Montana, p. 13.

% Source:

3. Mixed.Dairy Feed '
To give'the "mixed dairy feed" a 10.percent weight in the formula
index and convert it .to the 1960 base, do the followingl

a., Get the. three monthly dollar figures for mixed dairy feed
costs for the previous quarter from the monthly release of
‘the Montana Crop anq.leestock-Servicew

b. 'MultipI&\thesa.figures by the comstants shown .in Table II
matching the month that the figures are for with the month
the constants are for. The.constants in Table. IT will
remove the seasonal pattern in this. price.series.

c. Nowjadd'these products up to get the answer,

This answer is the third number to add to get the formula index

for the following quarter.
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TABLE II; CONSTANTS FOR MIXEb DAIRY.FEEDSQ*

Month Constant
January 0.9864738
February 0.9835401
‘March 0.9737867
April 0.9737867
May- 0.9689796
June 0.9632953
July 0.9786527

~ August 0.9796376
September 0.9835304
October 1.0035860
November 1.0139323
December 0.9995165
%* Soufce: Edward H. Ward, A Formula for Montana Milk, Mbntahd Agricultural

Experimént Station, Bulletin 569, Montana State College,
Bozeman, Montana, p. 13. '

Prices Received by Farmers for_ali Products

To giQe the "prices received by farmers for all products" a

20 percent weight in the.fonmula index and convert it to the-

1960 base, do the following: |

a. Get the three monthly figures‘fot the previous quarter from
the monthly release of the Montana Crop and Livestock Service,

b. Multiply these three figures by 0,07699711,

c. Add the -three answeré gotten in "b",

This. answer in "c'" is the fourth ﬁumﬁer to add to get the formula

index for the following quarter.

?




- 126 -

Per Capita. Income. in Montana . )

To give. the '"per capita income in Montana" a 10 percent weight

in the formula index and convert it fo'the 1960 base, do the

following:

a. Obtain the most recent annual figure from thé Survey of
Current Business.

b. Multiply-this figure by .004955401.

This answer will be the fifth number to add to get the formula

index for the following quarter.

Wéeklylwages Paid in Montana

To give the "weekly wages baid‘in Montana" a 15 percent weight

in the formula index and convert it fo the 1960 base, do the

following: )

.a. Obta{n-the average weekly wages paid workers in (1) all
manufacturing, (2) all miniﬁg and (3). transportation and
utilities from.The Montana Eébdr'Market.

b. Multiply the average weekly wages of manufacturing workers
for the previous quarter by 0.02131558.

c. Mulfiply the average: weekly wages of transportation and
utilities for"théaprevious quarter by 0;02131558.

d. Mult?ply the average weekly Wages.of mining workers for
the previous. quarter .by 0.00812022.

e. .Add the answers. from b, ¢, and d,

This. will give the sixth number.to add in gefting the formula

index for thé following duarte;.

Bank Debits .

To give the "bank debigs" a 10 percent weight in the formula

index aﬁd converf it to.the 1960 base, do the following:

a.’ Oﬁtain the seasonally adjusted index of bank debits which
is published'mbﬁthly-in.the Montana Business Review for

the previous quarter,
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b. Multiply. the three monthly index numbérs by 0.01699741.
This will give the seventh and final number.to add in getting
the.fofmula index for the following quarter.

Final Formula index

To get the final formula index. add the seven answers derived
above. To- get the Class I:priceufor the following quarter,
ﬁultiplyvthis final formula index by the set 1960 base'price
for Class 1 ﬁilk.
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