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7KH�SULFH�WKDW�GDLU\�IDUPHUV�LQ�WKH�8QLWHG�6WDWHV�UHFHLYH�IRU�WKHLU�PLON�LV�WKH�UHVXOW�RI�DQ�LQYROYHG
VHTXHQFH�RI�HYHQWV��&KDQJHV�LQ�JRYHUQPHQW�SROLFLHV�DQG�UHJXODWLRQV��FRQVXPHU�SUHIHUHQFHV�
SURGXFWLRQ�WHFKQRORJ\��DQG�RWKHU�PDUNHW�IRUFHV�DOO�DIIHFW�WKH�PLON�FKHFN��7KH�8�6��GDLU\�LQGXVWU\
LV�GULYHQ�SULPDULO\�E\�GRPHVWLF�HFRQRPLF�IRUFHV�DQG�SROLFLHV��,QWHUQDWLRQDO�PDUNHWV�KDYH
UHODWLYHO\�OLWWOH�LQIOXHQFH��WKRXJK�WKLV�PD\�FKDQJH�XQGHU�IXWXUH�PXOWLODWHUDO�WUDGH�DJUHHPHQWV��7KH
IROORZLQJ�GLVFXVVLRQ�ZLOO�KHOS�GDLU\�IDUPHUV�DQG�RWKHU�SHRSOH�LQWHUHVWHG�LQ�WKH�8�6��PLON�PDUNHW
WR�EHWWHU�HYDOXDWH�WKH�LPSDFW�WKDW�FKDQJHV�LQ�JRYHUQPHQW�SROLFLHV�DQG�HFRQRPLF�FRQGLWLRQV�PLJKW
KDYH�RQ�WKH�SULFH�RI�*UDGH�$�PLON�LQ�WKH�8QLWHG�6WDWHV�

$PHULFDQ�GDLU\�IDUPHUV�KDYH�EHHQ�EXIIHWHG�E\�SROLWLFDO��HFRQRPLF��DQG�UHJXODWRU\�FKDQJHV�LQ
UHFHQW�\HDUV��LQFOXGLQJ�FKDQJHV�LQ�FRQVXPHU�EHKDYLRU��PLON�SURGXFWLRQ�WHFKQRORJ\��WKH�IHGHUDO
GDLU\�SULFH�VXSSRUW�SURJUDP��DQG�IHGHUDO�PLON�PDUNHW�RUGHUV��7KH�)HGHUDO�$JULFXOWXUH
,PSURYHPHQW�DQG�5HIRUP�$FW�RI�������EHWWHU�NQRZQ�DV�WKH������)DUP�%LOO��UHTXLUHG�PDMRU
FKDQJHV�LQ�IHGHUDO�PLON�PDUNHW�RUGHUV��7KLV�OHJLVODWLRQ�DOVR�VWLSXODWHG�DQ�HQG�WR�WKH����\HDU�ROG
SULFH�VXSSRUW�SURJUDP�LQ�WKH�\HDU�������EXW�VXEVHTXHQW�OHJLVODWLRQ�H[WHQGHG�WKH�WHUPLQDWLRQ�GDWH
WZLFH��PRVW�UHFHQWO\�WKURXJK�������6R�KRZ�FDQ�IDUPHUV�DQWLFLSDWH�DQG�SUHSDUH�IRU�WKH�LPSDFW�RI
SROLF\�FKDQJHV�DQG�HFRQRPLF�HYHQWV"�7KH�IROORZLQJ�GLVFXVVLRQ�ORRNV�DW�WKH�IRUFHV�DIIHFWLQJ�WKH
GDLU\�LQGXVWU\�DQG�PLON�SULFHV�DQG�WKH�VHTXHQFH�RI�HYHQWV�WKDW�HQGV�ZLWK�WKH�PLON�FKHFN�LQ�WKH
GDLU\�IDUPHU©V�PDLOER[��7KLV�LQIRUPDWLRQ�SURYLGHV�IDUPHUV�DQG�RWKHUV�LQYROYHG�ZLWK�WKH�GDLU\
LQGXVWU\�D�EDVLV�IRU�HYDOXDWLQJ�SROLF\�LVVXHV�DQG�RSWLRQV�DQG�IRU�PDNLQJ�PRUH�LQIRUPHG�EXVLQHVV
GHFLVLRQV�

7KH�8�6��0DUNHW�IRU�'DLU\�3URGXFWV

)HGHUDO�*RYHUQPHQW�,QYROYHPHQW

2WKHU�)DFWRUV

6XPPDU\

A global perspective
0RUH�WKDQ����SHUFHQW�RI�ZRUOG�SURGXFWLRQ�RI�PLON�LV�FRQVXPHG�LQ�WKH�FRXQWULHV�ZKHUH�LW�LV
SURGXFHG��7KH�8QLWHG�6WDWHV�SURGXFHV�PRUH�PLON�WKDQ�DQ\�RWKHU�FRXQWU\��DOWKRXJK�LW�UDQNV
VHFRQG�WR�WKH�FRPELQHG�SURGXFWLRQ�RI�WKH�FRXQWULHV�RI�WKH�(XURSHDQ�8QLRQ��7KH�(8�LV�DOVR�WKH
ZRUOG©V�OHDGLQJ�H[SRUWHU��EXW�WKHVH�H[SRUWV�DUH�KHDYLO\�VXEVLGL]HG�DQG�UHSUHVHQW�VXUSOXVHV�FUHDWHG
E\�JHQHURXV�JRYHUQPHQW�SURJUDPV��1HZ�=HDODQG��D�ORZ�FRVW�SURGXFHU��LV�WKH�VHFRQG�ODUJHVW
H[SRUWHU�RI�GDLU\�SURGXFWV�LQ�WKH�ZRUOG��

8�6��GRPHVWLF�SULFHV�DUH�KLJKHU�WKDQ�ZRUOG�SULFHV��ZKLFK�DUH�NHSW�DUWLILFLDOO\�ORZ�E\�(XURSHDQ
8QLRQ�VXEVLGLHV��VR�8�6��H[SRUWV�DUH�OLPLWHG�WR�KLJK�YDOXH�SURGXFWV�RU�SURGXFWV�H[SRUWHG�ZLWK
DVVLVWDQFH�IURP�8�6��JRYHUQPHQW�VXEVLGLHV��)RU�PDQ\�\HDUV��WKH�8�6��GDLU\�LQGXVWU\�ZDV
SURWHFWHG�IURP�FKHDSHU�LPSRUWV�E\�TXRWDV��8QGHU�WKH�8UXJXD\�5RXQG�DJUHHPHQW�LQ�WKH�*HQHUDO
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$JUHHPHQW�RQ�7DULIIV�DQG�7UDGH��*$77���WKHVH�TXRWDV�ZHUH�FRQYHUWHG�WR�WDULII�UDWH�TXRWDV��EXW
WKH�HIIHFW�LV�WKH�VDPH�LQ�WKDW�LPSRUWV�DUH�UHVWULFWHG��8�6��LPSRUWV�DUH�HTXLYDOHQW�WR�DSSUR[LPDWHO\
��WR���SHUFHQW�RI�WRWDO�8�6��SURGXFWLRQ��DQG�H[SRUWV�DUH�HTXLYDOHQW�WR���WR���SHUFHQW��7DEOH�����)RU
FRPSDULVRQ��ZRUOG�SURGXFWLRQ�LQ������ZDV�DSSUR[LPDWHO\�����ELOOLRQ�SRXQGV��DQG�8�6�
SURGXFWLRQ�LQ������ZDV�������ELOOLRQ�SRXQGV�
�

Table 1. U.S. milk supplies and utilization, 1999
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Supply

8�6��SURGXFWLRQ
%HJLQQLQJ�VWRFNV��
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D� 7RWDOV�PD\�QRW�HTXDO�WKH�VXP�RI�LQGLYLGXDO�LWHPV�EHFDXVH�RI�URXQGLQJ�
E� &DOFXODWHG�E\�WKH�DXWKRU�IURP�H[SRUW�GDWD��,QGLYLGXDO�LWHPV�GR�QRW�DGG�WR�WRWDOV
EHFDXVH�RI�URXQGLQJ�

6RXUFH��Dairy Market News��$JULFXOWXUDO�0DUNHWLQJ�6HUYLFH��$06���8�6��'HSDUWPHQW�RI�$JULFXOWXUH��86'$���9RO�
����5HSRUWV����	����

$JULFXOWXUH�ZDV�ODUJHO\�RPLWWHG�IURP�GLVFXVVLRQV�RQ�WUDGH�OLEHUDOL]DWLRQ�GXULQJ�WKH�IRXU�GHFDGHV
IURP�WKH�HQG�RI�:RUOG�:DU�,,�XQWLO�WKH�����V��ZKHQ�D�QXPEHU�RI�GLIIHUHQW�URXQGV�RI�WUDGH
QHJRWLDWLRQV�ZHUH�VWDUWHG��7KH�1RUWK�$PHULFDQ�)UHH�7UDGH�$JUHHPHQW��1$)7$���ZKLFK�ZHQW
LQWR�HIIHFW�RQ�-DQXDU\����������KDV�QRW�KDG�D�PDMRU�LPSDFW�RQ�WKH�8�6��GDLU\�LQGXVWU\��5HVWULFWLRQV
UHPDLQ�LQ�SODFH�RQ�WUDGH�LQ�GDLU\�SURGXFWV�EHWZHHQ�&DQDGD�DQG�WKH�8QLWHG�6WDWHV��5HVWULFWLRQV
EHWZHHQ�0H[LFR�DQG�WKH�8QLWHG�6WDWHV�DUH�EHLQJ�SKDVHG�RXW�JUDGXDOO\�RYHU����\HDUV��8�6��GDLU\
H[SRUWV�WR�0H[LFR�GURSSHG�GXULQJ�WKDW�FRXQWU\©V�ILQDQFLDO�FULVLV�LQ�ODWH������DQG�����, EXW�KDYH
UHFRYHUHG�VORZO\��PDNLQJ�D�VPDOO�EXW�SRVLWLYH�LPSDFW�RQ�8�6��IDUP�SULFHV�

0DUNHW�DFFHVV�DQG�H[SRUW�VXEVLGLHV�ZHUH�LPSRUWDQW�DVSHFWV�RI�WKH�8UXJXD\�5RXQG�DJUHHPHQW�WKDW
ZHQW�LQWR�HIIHFW�RQ�-XO\����������5HGXFWLRQV�LQ�JOREDO�WUDGH�EDUULHUV�DQG�WUDGH�GLVWRUWLQJ�SROLFLHV
VXFK�DV�TXRWDV��LPSRUW�WDULIIV��DJULFXOWXUDO�VXEVLGLHV��DQG�VXEVLGL]HG�H[SRUWV�KDYH�EHHQ�SKDVHG�LQ
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RYHU�D�VL[�\HDU�SHULRG��)RUHLJQ�GDLU\�SURGXFWV�QRZ�KDYH�LQFUHDVHG�DFFHVV�WR�WKH�8�6��PDUNHW�
&RQYHUVHO\��8�6��GDLU\�SURGXFWV�KDYH�LQFUHDVHG�DFFHVV�WR�PDUNHWV�LQ�RWKHU�FRXQWULHV��+RZHYHU�
8�6��SULFHV�UHPDLQ�DERYH�ZRUOG�SULFHV�DQG�8�6��H[SRUW�VXEVLGLHV�DUH�EHLQJ�UHGXFHG��VR�8�6�
FRPSDQLHV�ILQG�LW�GLIILFXOW�WR�WDNH�DGYDQWDJH�RI�WKLV�RSSRUWXQLW\�

8QGHU�WKH�WHUPV�RI�WKH�*$77�DJUHHPHQW��PDUNHW�DFFHVV�E\�IRUHLJQ�GDLU\�LPSRUWV�LQFUHDVHG�WR��
SHUFHQW�RI�8�6��FRQVXPSWLRQ�DW�WKH�WLPH�WKH�DJUHHPHQW�ZHQW�LQWR�HIIHFW��DQG�DGGLWLRQDO�DFFHVV�XS
WR�D�PD[LPXP�RI���SHUFHQW�ZDV�JUDQWHG�RYHU�WKH�IROORZLQJ�VL[�\HDUV��,PSRUW�TXRWDV�KDYH�EHHQ
XVHG�WR�FRQWURO�GDLU\�LPSRUWV�VLQFH�������2Q�-XO\����������WKHVH�TXRWDV�ZHUH�FRQYHUWHG�WR�WDULII�
UDWH�TXRWDV��$�VSHFLILHG�YROXPH�RI�GDLU\�LPSRUWV�PXVW�EH�DOORZHG�LQWR�WKH�8QLWHG�6WDWHV�DW�D�ORZ
�RU�QR��WDULII��EXW�DGGLWLRQDO�LPSRUWV�DUH�VXEMHFW�WR�SURKLELWLYHO\�KLJK�WDULIIV��2YHU�WKH�VL[�\HDU
LPSOHPHQWDWLRQ�SHULRG��WKH�TXDQWLWLHV�VXEMHFW�WR�WKH�ORZ�WDULII�KDYH�LQFUHDVHG��DQG�WKH�KLJK�WDULII
RQ�DGGLWLRQDO�LPSRUWV�KDV�EHHQ�UHGXFHG�VRPHZKDW��2WKHU�*$77�PHPEHU�FRXQWULHV�DOVR�ZHUH
UHTXLUHG�WR�DOORZ�LPSRUWV�HTXDO�WR�DW�OHDVW���SHUFHQW�RI�WKHLU�GRPHVWLF�FRQVXPSWLRQ�E\�WKH�HQG�RI
WKH�VL[�\HDU�SHULRG�

$OO�*$77�PHPEHUV�ZHUH�UHTXLUHG�WR�UHGXFH�DJULFXOWXUDO�H[SRUW�VXEVLGLHV�RYHU�WKH�VL[�\HDU
SHULRG¥E\����SHUFHQW�LQ�WHUPV�RI�WKH�YROXPH�RI�VXEVLGL]HG�H[SRUWV�DQG�E\����SHUFHQW�LQ�WHUPV�RI
WKH�YDOXH�RI�H[SRUWV��7KHVH�UHGXFWLRQV�ZHUH�FDOFXODWHG�EDVHG�RQ�VXEVLGL]HG�H[SRUWV�GXULQJ�����
WKURXJK������

7KHVH�FKDQJHV�OLNHO\�KDYH�KXUW�UDWKHU�WKDQ�KHOSHG�8�6��GDLU\�IDUPHUV��EXW�WKH�LPSDFW�KDV�EHHQ
UHODWLYHO\�VPDOO��'RPHVWLF�IDFWRUV�DUH�PRUH�LPSRUWDQW�WR�WKH�8�6��GDLU\�HFRQRP\�WKDQ
LQWHUQDWLRQDO�FRQFHUQV�DQG�ZLOO�FRQWLQXH�WR�GRPLQDWH�IRU�VHYHUDO�PRUH�\HDUV�
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The U.S. market for dairy products
7KH�FXVWRPHU�LV�ERVV¥ULFK�RU�SRRU��HGXFDWHG�RU�LJQRUDQW��IRROLVK�RU�IDGGLVK��/HW�XV�H[DPLQH
FKDQJHV�LQ�GDLU\�SURGXFW�FRQVXPSWLRQ�E\�$PHULFDQV��VLQFH�WKHVH�LVVXHV�DIIHFW�WKH�VL]H�DQG
ORFDWLRQ�RI�WKH�8�6��GDLU\�LQGXVWU\�DQG�LWV�VXSSRUWLQJ�VHUYLFHV�

&RPPHUFLDO�XVH�RI�GDLU\�SURGXFWV��RU�commercial disappearance��KDV�LQFUHDVHG�E\�DQ�DYHUDJH
UDWH�RI���SHUFHQW�DQQXDOO\�RYHU�WKH�ODVW����\HDUV��7DEOH�����VOLJKWO\�IDVWHU�WKDQ�WKH�����SHUFHQW
DQQXDO�LQFUHDVH�LQ�WKH�SRSXODWLRQ�GXULQJ�WKH�VDPH�SHULRG��+RZHYHU��WKH�VORZ�LQFUHDVH�LQ�RYHUDOO
FRQVXPSWLRQ�PDVNV�D�VLJQLILFDQW�FKDQJH�LQ�WKH�SURGXFW�PL[��7RWDO�IOXLG�PLON�VDOHV�KDYH�FKDQJHG
OLWWOH�RYHU�WKH�SDVW����\HDUV��EXW�ZKROH�PLON�FRQVXPSWLRQ�KDV�GURSSHG�IURP����SHUFHQW�RI�WRWDO
IOXLG�VDOHV�WR�OHVV�WKDQ�KDOI�RI�WRWDO�VDOHV�DV�FRQVXPHUV�KDYH�VZLWFKHG�WR�ORZ�IDW�DQG�VNLP�PLON�
%XWWHU�VDOHV�KDYH�JURZQ�VORZO\��LQ�SDUW�EHFDXVH�RI�KHDOWK�FRQFHUQV�DQG�LQ�SDUW�EHFDXVH�EXWWHU
SULFHV�ZHUH�VLJQLILFDQWO\�KLJKHU�WKDQ�PDUJDULQH�SULFHV�GXULQJ�WKH�����V�DQG�HDUO\�����V��,FH�
FUHDP�VDOHV�KDYH�JURZQ�VORZO\��WRR�

7KH�RQO\�LWHPV�VKRZLQJ�D�UDSLG�UDWH�RI�VDOHV�JURZWK�DUH�\RJXUW�DQG�FKHHVH��+RZHYHU��\RJXUW
DFFRXQWV�IRU�OHVV�WKDQ���SHUFHQW�RI�WRWDO�FRQVXPSWLRQ��&KHHVH��RQ�WKH�RWKHU�KDQG��DFFRXQWV�IRU
DSSUR[LPDWHO\����SHUFHQW�RI�FRQVXPSWLRQ�QRZ��RQ�D�UDZ�PLON�HTXLYDOHQW�EDVLV��&KHHVH�VDOHV
KDYH�VKRZQ�VWURQJ�DQG�VWHDG\�JURZWK¥GRXEOLQJ�RYHU�WKH����\HDU�SHULRG��0R]]DUHOOD�KDV�SRVWHG
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WKH�PRVW�JURZWK�DQG�QRZ�ULYDOV�$PHULFDQ�FKHHVH�LQ�WRWDO�SURGXFWLRQ��3L]]D��FKHHVHEXUJHUV��DQG
RWKHU�IRRGV�SUHSDUHG�RU�HDWHQ�DZD\�IURP�KRPH�H[SODLQ�PRVW�RI�WKH�LQFUHDVH��6WLOO��ZKHQ�YLHZHG
IURP�WKLV�SHUVSHFWLYH��ZH�FDQ�VHH�WKH�JURZWK�LQ�WRWDO�GDLU\�SURGXFW�VDOHV�KDV�D�UDWKHU�QDUURZ�EDVH�

Table 2. Commercial disappearance of selected dairy products, United States,
1980–99

�

Item 1980 1999
Average

annual change

�PLOOLRQV�RI�SRXQGV� �SHUFHQW�

)OXLG�PLON ������ ������ �����

,FH�FUHDP ��� ��� �����

%XWWHU ��� ����� �����

&KHHVH��QDWXUDO ����� ����� �����

7RWDO�GLVDSSHDUDQFH�
DOO�SURGXFWV�D

������� ������� �����

D�0LON�HTXLYDOHQW��PLON�IDW�EDVLV�

6RXUFHV��Dairy Yearbook, 1995��(FRQRPLF�5HVHDUFK�6HUYLFH��86'$��DQG�Dairy Market News��$JULFXOWXUDO
0DUNHWLQJ�6HUYLFH��86'$��9RO������5HSRUW���

6HYHUDO�IDFWRUV�SOD\�D�UROH�LQ�GDLU\�SURGXFW�VDOHV��%DVHG�RQ�LQIRUPDWLRQ�FRPSLOHG�IURP�����
WKURXJK�������7DEOH�����WKHVH�LQFOXGH�

� 3RSXODWLRQ�JURZWK�DW�����SHUFHQW�SHU�\HDU�PHDQV�PRUH�PRXWKV�WR�IHHG�

� 'DLU\�SURGXFW�SULFHV�KDYH�WHQGHG�WR�LQFUHDVH�PRUH�VORZO\�WKDQ�WKH�RYHUDOO�UDWH�RI�LQIODWLRQ
DQG�WKH�SULFHV�RI�RWKHU�IRRG�LWHPV��7KLV�KHOSV�GDLU\�SURGXFW�VDOHV�EHFDXVH�SULFHV�DUH�ORZHU
ERWK�LQ�UHDO�WHUPV�DQG�UHODWLYH�WR�FRPSHWLQJ�SURGXFWV�

� 1HZ��VXEVWLWXWH�SURGXFWV�UHSUHVHQW�D�FRQWLQXLQJ�FKDOOHQJH�WR�WUDGLWLRQDO�GDLU\�SURGXFWV�

� 7KH�HFRQRP\�KDV�KDG�LWV�XSV�DQG�GRZQV��ZLWK�KLJK�LQIODWLRQ�DQG�ORZ�JURZWK�LQ�WKH�����V
DQG�D�UHFRUG�SHULRG�RI�HFRQRPLF�JURZWK�ZLWK�ORZ�LQIODWLRQ�GXULQJ�WKH�����V��2YHUDOO
GXULQJ�WKH����\HDU�SHULRG��FRQVXPHU�SXUFKDVLQJ�SRZHU�KDV�JURZQ��DV�PHDVXUHG�E\�DQ
DQQXDO�DYHUDJH�LQFUHDVH�RI�����SHUFHQW�LQ�UHDO��LQIODWLRQ�DGMXVWHG��GLVSRVDEOH�LQFRPH�
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+LJKHU�LQFRPHV�DOORZ�SHRSOH�WR�HDW�PRUH�H[SHQVLYH�IRRGV��LQFOXGLQJ�OLYHVWRFN�SURGXFWV�
$OVR��DV�LQFRPHV�ULVH��FRQVXPHUV�VSHQG�DQ�LQFUHDVLQJ�VKDUH�RI�WKHLU�IRRG�GROODU�RQ
FRQYHQLHQFH�IRRGV�DQG�IRRG�HDWHQ�DZD\�IURP�KRPH��7KLV�WUHQG�KDV�FRQWULEXWHG�WR�WKH
LQFUHDVHG�FRQVXPSWLRQ�RI�FKHHVH�DQG�VRPH�RWKHU�GDLU\�SURGXFWV�

� $�YDULHW\�RI�RWKHU�LQIOXHQFHV�DOVR�DIIHFW�FRQVXPHU�GHFLVLRQV��7KHVH�LQFOXGH�KHDOWK�DQG
GLHWDU\�FRQFHUQV��UHDO�RU�LPDJLQHG���ZKLFK�KDYH�OHG�FRQVXPHUV�WR�VZLWFK�IURP�KLJK�IDW�WR
ORZHU�IDW�SURGXFWV�DQG�IURP�DQLPDO�IDWV�WR�YHJHWDEOH�RLOV��&KDQJLQJ�GHPRJUDSKLFV
LQFOXGH�PRUH�VLQJOH�SDUHQW�DQG�WZR�ZDJH�HDUQHU�IDPLOLHV�DQG�D�FRUUHVSRQGLQJ�UHGXFWLRQ
LQ�WUDGLWLRQDO�PHWKRGV�RI�IRRG�SUHSDUDWLRQ�DQG�HDWLQJ��FKDQJHV�LQ�WKH�DJH�GLVWULEXWLRQ��DQG
FKDQJHV�LQ�WKH�UDFLDO�PL[��3URGXFHU�IXQGHG�JHQHULF�DGYHUWLVLQJ�DQG�SURPRWLRQ�KDYH�KDG�D
PHDVXUDEOH�LPSDFW�RQ�FRQVXPHU�EHKDYLRU�

,Q�VXPPDU\��WKHUH�KDV�EHHQ�VORZ�JURZWK�LQ�WRWDO�GHPDQG�IRU�GDLU\�SURGXFWV�LQ�VSLWH�RI�VHYHUDO
IDYRUDEOH�IDFWRUV��7KLV�VORZ�JURZWK�UHIOHFWV�WKH�FRPELQHG�HIIHFWV�RI�OLWWOH�RU�QR�JURZWK�LQ�VDOHV�RI
PRVW�GDLU\�SURGXFWV�DQG�VLJQLILFDQW�VDOHV�JURZWK�LQ�RQO\�RQH�SURGXFW�FDWHJRU\¥FKHHVH�
&RQWLQXHG�VORZ�RYHUDOO�JURZWK�VHHPV�WR�EH�WKH�EHVW�WKH�LQGXVWU\�FDQ�KRSH�IRU�

Table 3. Economic factors affecting U.S. dairy product demand, 1980–99 

Item 1980 1999 Average
annual change

3RSXODWLRQ��PLOOLRQV� ����� ����� �������

'LVSRVDEOH�LQFRPH�SHU�SHUVRQ��������� ������� ������� ������

&RQVXPHU�3ULFH�,QGH[��&3,�¥$OO�LWHPV
�����¤��� ����� ���� ����� �������

&3,¥$OO�IRRG������¤��� ����� ���� ����� �������

&3,¥'DLU\�SURGXFWV������¤��� ����� ���� ����� �������

6RXUFHV��Agricultural Outlook��(FRQRPLF�5HVHDUFK�6HUYLFH��86'$��DQG�CPI—Detailed Report��%XUHDX�RI�/DERU
6WDWLVWLFV��8�6��'HSDUWPHQW�RI�/DERU�
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Milk production in the United States
7KH�8�6��GDLU\�LQGXVWU\�LV�D�G\QDPLF�RQH��ZLWK�D�ORQJ�KLVWRU\�RI�LQFUHDVHG�SURGXFWLYLW\��+RZHYHU�
WKH�����SHUFHQW�SHU�\HDU�SHU�FRZ�LQFUHDVH�LQ�PLON�SURGXFWLRQ��7DEOH����KDV�H[FHHGHG�WKH�UDWH�RI
JURZWK�LQ�VDOHV��7KH�UHVXOWLQJ�SUHVVXUH�RQ�PLON�SULFHV�KDV�IRUFHG�D�UHGXFWLRQ�LQ�ERWK�WKH�QXPEHU
RI�FRZV�DQG�WKH�QXPEHU�RI�GDLU\�IDUPV�

Table 4. U.S. milk production, 1980–99�

Item 1980 1999 Average
annual change

7RWDO�PLON�SURGXFWLRQ��ELOOLRQV�RI�SRXQGV� ����� ����� �������

0LON�SHU�FRZ��SRXQGV� ������ ������ �������

&RZV��WKRXVDQGV� ������ ����� ¤������

6RXUFH��Milk Production��(FRQRPLF�5HVHDUFK�6HUYLFH��86'$�

:KLOH�WRWDO�8�6��SURGXFWLRQ�KDV�EHHQ�LQFUHDVLQJ�VORZO\��PDUNHG�UHJLRQDO�VKLIWV�LQ�PDUNHW�VKDUH
KDYH�RFFXUUHG��FKDUDFWHUL]HG�E\�JDLQV�LQ�WKH�:HVW�DQG�ORVV�RI�PDUNHW�VKDUH�HOVHZKHUH��7DEOH����
7KH�GHFOLQH�LQ�WKH�QXPEHU�RI�IDUPV�KDV�EHHQ�HYHQ�JUHDWHU�WKDQ�WKH�GHFUHDVH�LQ�FRZ�QXPEHUV�
%DVHG�RQ�GDWD�FROOHFWHG�E\�WKH�$PHULFDQ�)DUP�%XUHDX�)HGHUDWLRQ��GDLU\�IDUP�QXPEHUV�IHOO�E\
RQH�WKLUG�IURP������WR������
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Table 5. U.S. milk production, by region, 1980–99

Region 1980 1999

—Percent of U.S. total—

1RUWKHDVW �� ��

/DNH�6WDWHV �� ��

&RUQ�%HOW �� �

1RUWKHUQ�3ODLQV � �

$SSDODFKLDQ � �

6RXWKHDVW � �

'HOWD � �

6RXWKHUQ�3ODLQV � �

0RXQWDLQ � ��

3DFLILF �� ��

6RXUFHV��Dairy Situation and Outlook��DQG�Dairy Yearbook, 1995��(FRQRPLF�5HVHDUFK�6HUYLFH��86'$.

)DUP�OHYHO�SURGXFWLRQ�FRVWV�DQG�UHWXUQV�YDU\�\HDU�E\�\HDU�EHFDXVH�RI�FKDQJHV�LQ�PLON�SULFHV��IHHG
DQG�RWKHU�FRVWV��DQG�HIILFLHQF\�JDLQV��7DEOH�����,Q�JHQHUDO��SURGXFWLYLW\�JDLQV�KDYH�UHVXOWHG�LQ
FRVWV�DQG�UHWXUQV�WKDW�KDYH�QRW�NHSW�SDFH�ZLWK�LQIODWLRQ��+RZHYHU��LQ�DQ\�JLYHQ�\HDU�WKHUH�DUH
ZLGH�GLIIHUHQFHV�LQ�FRVWV�DQG�UHWXUQV�DPRQJ�WKH�YDULRXV�UHJLRQV�RI�WKH�FRXQWU\��DV�ZHOO�DV
GLIIHUHQFHV�LQ�FRVW�VWUXFWXUH��7DEOH�����$OWKRXJK�WKH�GHILQLWLRQV�RI�WKH�LQGLYLGXDO�UHJLRQV�DUH�QRW
VWULFWO\�FRPSDUDEOH�IRU�7DEOHV���DQG����LW�LV�UHDVRQDEOH�WR�FRQFOXGH�WKDW�GLIIHUHQFHV�LQ�SURILWDELOLW\
KDYH�GULYHQ�WKH�SURGXFWLRQ�VKLIWV�VKRZQ�LQ�7DEOH���
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Table 6. Farm costs and returns of producing milk, United States, 1980 and
1998

Item 1980 1998

���������OE�

Gross returns

0LON ����� �����

&XOO�FRZV ���� ����

7RWDO�UHWXUQVD ����� �����

Cash expenses

9DULDEOH ���� �����

)L[HG ���� ����

7RWDO�FDVK�H[SHQVHVD ���� �����

*URVV�UHWXUQV�OHVV
FDVK�H[SHQVHV ���� ����

2YHUKHDG�FRVWV�DQG�FKDUJHV
IRU�RZQHG�LQSXWV ���� ����

Total economic costsD���7RWDO�FDVK
H[SHQVHV�SOXV�2YHUKHDG�FRVWV� ���������������� �����

Residual returns to management and
riska��7RWDO�UHWXUQV�OHVV�7RWDO�HFRQRPLF
FRVWV�

���� ¤����

D�
7RWDOV�PD\�QRW�HTXDO�WKH�VXP�RI�LQGLYLGXDO�LWHPV�EHFDXVH�RI�URXQGLQJ�

6RXUFH��Milk Costs and Returns��(FRQRPLF�5HVHDUFK�6HUYLFH��86'$��6HSWHPEHU�������
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Table 7. Farm costs and returns of producing milk, by region, 1998 

Region Gross
returns

Cash
expense

Net
cash

Total
economic

costs

Returns to
management

and risk

                           ���������OE�

1RUWKHDVW ����� ����� ���� ����� ¤����

&RUQ�%HOW ����� ����� ���� ����� ¤����

8SSHU�0LGZHVW ����� ����� ���� ����� ¤����

6RXWKHDVW ����� ����� ���� ����� �����

6RXWKHUQ�3ODLQV ����� ����� ���� ����� �����

3DFLILF ����� ����� ���� ����� �����

6RXUFH��Milk Costs and Returns��(FRQRPLF�5HVHDUFK�6HUYLFH��86'$��6HSWHPEHU�������

Federal government involvement
*RYHUQPHQW�LQYROYHPHQW�LQ�*UDGH�$�PLON�SURGXFWLRQ��SULFLQJ��DQG�PDUNHWLQJ�LQ�WKH�8QLWHG
6WDWHV�WDNHV�WKUHH�IRUPV��SXEOLF�KHDOWK��WKH�IHGHUDO�GDLU\�SULFH�VXSSRUW�SURJUDP��DQG�IHGHUDO�PLON
PDUNHW�RUGHUV�

3XEOLF�KHDOWK��*RYHUQPHQW�UHJXODWLRQV�VSHFLI\�WKDW�RQO\�*UDGH�$�PLON�PD\�EH�XVHG�IRU�WKH
SURGXFWLRQ�RI�IOXLG��EHYHUDJH��PLON�SURGXFWV�WR�HQVXUH�D�VDIH�DQG�KLJK�TXDOLW\�PLON�VXSSO\��*UDGH
$�GDLU\�IDFLOLWLHV�PXVW�EH�FRQVWUXFWHG�DFFRUGLQJ�WR�JRYHUQPHQW�VSHFLILFDWLRQV��WKHQ�URXWLQHO\
LQVSHFWHG�WR�HQVXUH�WKH�IDFLOLW\�LV�PDLQWDLQHG�DQG�RSHUDWHG�DFFRUGLQJ�WR�VSHFLILHG�VWDQGDUGV�
)LQDOO\��PLON�VDPSOHV�DUH�WDNHQ�UHJXODUO\�DQG�PXVW�PHHW�FHUWDLQ�TXDOLW\�VWDQGDUGV�LI�WKDW�PLON�LV�WR
EH�VROG�DV�*UDGH�$�PLON�

7KH�GDLU\�SULFH�VXSSRUW�SURJUDP��+LVWRULFDOO\��WKH�IHGHUDO�SULFH�VXSSRUW�SURJUDP�KDV�KDG�D
VLJQLILFDQW�HIIHFW�RQ�PLON�SULFHV�DFURVV�WKH�QDWLRQ��7KLV�SURJUDP�EHJDQ�LQ������WR�¦DVVXUH�DQ
DGHTXDWH�VXSSO\�RI�ZKROHVRPH�PLON�DW�UHDVRQDEOH�SULFHV�§�%HWZHHQ������DQG�������WKH�VXSSRUW
SURJUDP�UDLVHG�IDUP�PLON�SULFHV�DQG�KHOSHG�WR�VWDELOL]H�WKHP��7KH�SURJUDP�DOVR�FUHDWHG�SHULRGLF
VXUSOXVHV�WKDW�WKH�JRYHUQPHQW�ERXJKW�DW�WD[SD\HU�H[SHQVH�

/DUJH�DQG�FRVWO\�VXUSOXVHV�RFFXUUHG�LQ�WKH�HDUO\�����V��ZKLFK��LQ�FRPELQDWLRQ�ZLWK�HIIRUWV�WR
FRQWURO�WKH�ODUJH�IHGHUDO�GHILFLW��OHG�WR�FKDQJHV�LQ�WKH�VXSSRUW�SURJUDP��7KH�VXSSRUW�SULFH�ZDV�FXW�
DQG�D�¦EX\RXW§�SURJUDP�RIIHUHG�GDLU\�IDUPHUV�FDVK�SD\PHQWV�WR�VODXJKWHU�RU�H[SRUW�WKHLU�KHUGV�LQ
����¤����7KH������)DUP�%LOO�VSHFLILHG�WKDW�WKH�VXSSRUW�SURJUDP�ZRXOG�HQG�RQ�'HFHPEHU����
������EXW�WKLV�GHDGOLQH�ZDV�H[WHQGHG�XQWLO�'HFHPEHU�����������E\�VXEVHTXHQW�OHJLVODWLRQ��7KH
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IXWXUH�RI�WKH�SULFH�VXSSRUW�SURJUDP�LV�XQFHUWDLQ��DQG�DQ�XQGHUVWDQGLQJ�RI�WKH�ZD\�LW�RSHUDWHV�LV
QHHGHG�WR�HYDOXDWH�WKH�FRQVHTXHQFHV�RI�FKDQJHV�LQ�IDUP�SROLF\�

7KH�VXSSRUW�SULFH�IRU�PLON�LV�VHW�DFFRUGLQJ�WR�UXOHV�HVWDEOLVKHG�E\�&RQJUHVV��XVXDOO\�LQ�WKH�)DUP
%LOOV�WKDW�KDYH�EHHQ�SDVVHG�HYHU\�IRXU�RU�ILYH�\HDUV��7KHVH�UXOHV�KDYH�FKDQJHG�IURP�WLPH�WR�WLPH�
EXW�WKH�EDVLF�RSHUDWLRQ�RI�WKH�SURJUDP�KDV�QRW�

7KH�VXSSRUW�SULFH�LV�DQQRXQFHG�LQ�8�6��GROODUV�SHU�����SRXQGV�RI�PDQXIDFWXULQJ�JUDGH�PLON�
%HFDXVH�UDZ�PLON�LV�KLJKO\�SHULVKDEOH��LW�LV�QRW�IHDVLEOH�IRU�WKH�JRYHUQPHQW�WR�LQWHUYHQH�GLUHFWO\
LQ�UDZ�PLON�PDUNHWV��7KHUHIRUH��WKH�IDUP�OHYHO�VXSSRUW�SULFH�LV�FRQYHUWHG�LQWR�VXSSRUW�SULFHV�IRU
VWRUDEOH�GDLU\�SURGXFWV¥FKHHVH��EXWWHU��DQG�QRQIDW�GULHG�PLON��7KH�&RPPRGLW\�&UHGLW
&RUSRUDWLRQ��&&&���DQ�DJHQF\�RI�WKH�8�6��'HSDUWPHQW�RI�$JULFXOWXUH��86'$���RIIHUV�WR�EX\
WKHVH�SURGXFWV�DW�WKH�DQQRXQFHG�VXSSRUW�SULFHV�DQG�PXVW�EX\�HYHU\WKLQJ�LW�LV�RIIHUHG�

86'$�KDV�GLVFUHWLRQ�RYHU�WKH�SULFHV�IRU�WKH�GLIIHUHQW�FRPSRQHQWV�RI�UDZ�PLON¥EXWWHUIDW�DQG
QRQIDW�VROLGV¥DV�ORQJ�DV�WKH�FRPELQDWLRQ�DFKLHYHV�WKH�PDQGDWHG�VXSSRUW�SULFH��,Q�UHFHQW�\HDUV�
86'$�KDV�UHGXFHG�WKH�VXSSRUW�SULFH�IRU�EXWWHU�LQ�RUGHU�WR�VWLPXODWH�VDOHV�DQG�KDV�RIIVHW�WKLV
UHGXFWLRQ�E\�LQFUHDVLQJ�WKH�SULFH�RI�QRQIDW�VROLGV�

,I�PRUH�PLON�LV�SURGXFHG�WKDQ�FRQVXPHUV�DUH�ZLOOLQJ�WR�EX\�DW�SUHYDLOLQJ�SULFHV��WKH�GDLU\
SURFHVVRUV�FDQ�VHOO�SURGXFWV�PHHWLQJ�FHUWDLQ�TXDOLW\�VSHFLILFDWLRQV�WR�WKH�&&&��7KH�LGHD�LV�WKDW
&&&�LV�DOZD\V�D�EX\HU�RI�ODVW�UHVRUW��DQG��WKHUHIRUH��SURFHVVRUV�VKRXOG�DOZD\V�EH�DEOH�WR�SD\
GDLU\�IDUPHUV�D�SULFH�WKDW�LV�DW�RU�DERYH�WKH�VXSSRUW�SULFH��7KHUH�DUH�QR�OLPLWV�RQ�WKH�TXDQWLWLHV�RI
HOLJLEOH�SURGXFWV�WKDW�&&&�ZLOO�SXUFKDVH�LQ�WLPHV�RI�VXUSOXV�

0RVW�RI�WKH�PDQXIDFWXULQJ�JUDGH�PLON�LV�SURGXFHG�LQ�:LVFRQVLQ�DQG�0LQQHVRWD��)RU�PDQ\�\HDUV�
WKH�PRQWKO\�DYHUDJH�SULFH�SDLG�WR�IDUPHUV�LQ�WKHVH�VWDWHV��WKH�0LQQHVRWD�:LVFRQVLQ��0�:��SULFH�
ZDV�XVHG�DV�D�UHIHUHQFH�SRLQW�IRU�PLON�SULFHV�QDWLRQDOO\�EHFDXVH�LW�UHVSRQGHG�WR�WKH�EDODQFH
EHWZHHQ�VXSSO\�DQG�GHPDQG��7KLV�SULFH�DOVR�FKDQJHG�PRQWK�WR�PRQWK�LQ�UHVSRQVH�WR�VHDVRQDO
FKDQJHV�LQ�PLON�SURGXFWLRQ�DQG�FRPPHUFLDO�VDOHV��+RZHYHU��RYHU�WLPH��WKH�TXDQWLW\�RI
PDQXIDFWXULQJ�JUDGH�PLON�GHFOLQHG��DQG�WKH�0�:�SULFH�EHFDPH�OHVV�UHOLDEOH��,Q�WKH�PLG�����V
WKLV�EHQFKPDUN�SULFH�ZDV�UHSODFHG�E\�D�IRUPXOD�EDVHG�LQ�SDUW�RQ�ZKROHVDOH�GDLU\�SULFHV��WKH�VR�
FDOOHG�¦%DVLF�)RUPXOD�3ULFH§�RU�%)3�

7KH�UHODWLRQVKLS�EHWZHHQ�WKH�VXSSRUW�SULFH�DQG�WKH�0�:�DQG�%)3�SULFHV�IURP������WR������LV
VKRZQ�LQ�)LJXUH����7KHUH�ZDV�UDSLG�LQIODWLRQ�LQ�WKH�PLG�WR�ODWH�����V��$W�WKDW�WLPH��WKH�VXSSRUW
SULFH�ZDV�LQGH[HG�WR�D�SDULW\�IRUPXOD�WKDW�ZDV�KHDYLO\�LQIOXHQFHG�E\�WKH�UDWH�RI�LQIODWLRQ��/DUJHO\
DV�D�UHVXOW�RI�WKHVH�SULFH�FKDQJHV��WKHUH�ZDV�D�ODUJH�PLON�VXUSOXV�LQ�WKH�HDUO\�����V��)URP�WKH�PLG
����V�WKURXJK�WKH�����V��WKH�WZR�SULFHV�ZHUH�VLPLODU��DV�WKH\�KDYH�EHHQ�RYHU�PRVW�RI�WKH�OLIH�RI
WKH�VXSSRUW�SURJUDP�

)URP������WR�������D�FRPELQDWLRQ�RI�HYHQWV�GLVFRXUDJHG�PLON�SURGXFWLRQ�ZKLOH�VDOHV�FRQWLQXHG
WR�LQFUHDVH��7KH�KLJK�FRVW�RI�JRYHUQPHQW�SXUFKDVHV�DW�D�WLPH�ZKHQ�&RQJUHVV�ZDV�WU\LQJ�WR
FRQWURO�WKH�IHGHUDO�EXGJHW�GHILFLW�UHVXOWHG�LQ�D�VHULHV�RI�UHGXFWLRQV�LQ�WKH�VXSSRUW�SULFH��/RZHU
SULFHV��WKH�IHGHUDO�'DLU\�+HUG�%X\RXW�3URJUDP�LQ�����¤����D�GURXJKW�LQ�������DQG�XQIDYRUDEOH
ZHDWKHU�LQ�WKH�QRUWKHUQ�GDLU\�VWDWHV�LQ������DOO�DIIHFWHG�PLON�VXSSOLHV�DQG�KHOSHG�EULQJ
SURGXFWLRQ�LQ�OLQH�ZLWK�FRPPHUFLDO�VDOHV��%\�WKH�HQG�RI�WKH�����V�WKH�VXSSRUW�SULFH�ZDV
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FRQVLGHUDEO\�EHORZ�WKH�FRVW�RI�SURGXFLQJ�PLON��DV�PHDVXUHG�E\�WKH�DQQXDO�FRVW�RI�SURGXFWLRQ
ILJXUHV�SXEOLVKHG�E\�86'$�

&KDQJHV�LQ�WKH�GDLU\�TXRWD�SURJUDP�LQ�WKH�(XURSHDQ�&RPPXQLW\�WHPSRUDULO\�KHOSHG�UHGXFH�WKH
YROXPH�RI�VXEVLGL]HG�GDLU\�SURGXFWV�LQ�ZRUOG�PDUNHWV�LQ�WKH�ODWH�����V��DOORZLQJ�SULFHV�WR�ULVH
DQG�SHUPLWWLQJ�VSRUDGLF�8�6��H[SRUWV��8�6��PLON�SRZGHU�H[SRUWV�DOVR�ZHUH�ERRVWHG�E\�LQFUHDVHG
IXQGLQJ�IRU�'DLU\�([SRUW�,QFHQWLYH�3URJUDP�VXEVLGLHV��7KHVH�H[SRUWV�RFFXUUHG�DW�WKH�VDPH�WLPH
WKDW�GRPHVWLF�VDOHV�RI�GDLU\�SURGXFWV�ZHUH�LQFUHDVLQJ�

)URP������WKURXJK�������PLON�SURGXFWLRQ�DQG�FRPPHUFLDO�VDOHV�ZHUH�LQ�FORVH�EDODQFH��([FHSW
IRU�RFFDVLRQDO�EULHI�SHULRGV�GXULQJ�VRPH�VSULQJ�PRQWKV�ZKHQ�SURGXFWLRQ�ZDV�DW�D�VHDVRQDO�SHDN�
PDUNHW�IRUFHV�VHW�SULFHV�LQVWHDG�RI�WKH�SULFH�VXSSRUW�SURJUDP��&&&�PDGH�RQO\�VPDOO�SXUFKDVHV�
FRPSDUHG�WR�WKH�OHYHOV�VHHQ�LQ�WKH�����V��0DUNHW�SULFHV�ZHUH�DERYH�WKH�VXSSRUW�SULFH��LQ�JHQHUDO�
+RZHYHU��DV�WKH�QDWLRQDO�VXUSOXV�RI�WKH�HDUO\�����V�YDQLVKHG��PLON�SULFHV�EHFDPH�LQFUHDVLQJO\
YRODWLOH��DV�VKRZQ�LQ�)LJXUH���

7KH�IDUP�PLON�SULFHV�WKDW�ZHUH�JHQHUDWHG�E\�PDUNHW�IRUFHV�GXULQJ�����¤���ZHUH�FRQVLGHUDEO\

Figure 1.  Federal Dairy Support Price & Minnesota-
Wisconsin or Basic Formula Price, Monthly, 

1975-1999
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KLJKHU�WKDQ�WKH�IHGHUDO�VXSSRUW�SULFH��RQ�DYHUDJH��EXW�WKHUH�ZHUH�ODUJH�IOXFWXDWLRQV��)DUP�PLON
SULFHV�DUH�YHU\�VHQVLWLYH�WR�FKDQJHV�LQ�SURGXFWLRQ�RU�VDOHV��DQG�VPDOO�FKDQJHV�KDYH�D
GLVSURSRUWLRQDWHO\�ODUJH�LPSDFW�RQ�IDUP�SULFHV��0LON�SURGXFWLRQ�KDV�D�SURQRXQFHG�VHDVRQDO
SDWWHUQ��)LJXUH�����DQG�WKHUH�LV�QR�FRUUHVSRQGLQJ�SDWWHUQ�WR�VDOHV��7KLV�VHDVRQDOLW\�KDV�FUHDWHG�D
SULFH�UROOHUFRDVWHU�ZLWK�ODUJH�PRQWK�WR�PRQWK�FKDQJHV��,Q�WLPHV�SDVW��WKH�SULFH�VXSSRUW�SURJUDP
KHOSHG�VWDELOL]H�SULFHV�E\�UHPRYLQJ�VSULQJ�VXUSOXVHV�DQG��DV�SURGXFWLRQ�GHFOLQHG�DQG�SULFHV
LQFUHDVHG�ODWHU�LQ�WKH�FDOHQGDU�\HDU��SURGXFWV�FRXOG�EH�UH�VROG�LQWR�WKH�FRPPHUFLDO�PDUNHWV�
GDPSHQLQJ�SULFH�LQFUHDVHV��7KH�HOLPLQDWLRQ�RI�WKH�GDLU\�SULFH�VXSSRUW�SURJUDP�ZRXOG�PHDQ
LQFUHDVHG�SULFH�YRODWLOLW\�DQG�ZRXOG�UHPRYH�D�VDIHW\�QHW�WKDW�KDV�SURWHFWHG�IDUPHUV�IURP�WKH
H[WUHPHO\�ORZ�SULFHV�WKDW�ZRXOG�RWKHUZLVH�RFFXU�ZKHQ�PLON�SURGXFWLRQ�H[SDQGV�UDSLGO\�RU�VDOHV
VOXPS�

)HGHUDO�PLON�PDUNHW�RUGHUV��7KH�$JULFXOWXUDO�0DUNHWLQJ�$JUHHPHQW�$FW�RI������HVWDEOLVKHG
SURFHGXUHV�IRU�IDUPHUV�WR�SHWLWLRQ�IRU��DQG�YRWH�RQ��WKH�FUHDWLRQ�RI�PDUNHWLQJ�RUGHUV�IRU
DJULFXOWXUDO�SURGXFWV��7KH�LQWHQW�RI�WKLV�DFW�ZDV�WR�SURYLGH�D�PHFKDQLVP�IRU�VROYLQJ�SUREOHPV�RI
¦GLVRUGHUO\�PDUNHWLQJ�§�3URGXFHUV�DUH�UHTXLUHG�WR�GHPRQVWUDWH��WKURXJK�WHVWLPRQ\�DW�SXEOLF
KHDULQJV��WKDW�D�SUREOHP�H[LVWV�DQG�WKDW�D�PDUNHW�RUGHU�ZLOO�KHOS�VROYH�LW��2QFH�HVWDEOLVKHG��D
IHGHUDO�PDUNHWLQJ�RUGHU�IRU�D�JLYHQ�DJULFXOWXUDO�SURGXFW�UHJXODWHV�WKH�PDUNHWLQJ�RI�WKDW�SURGXFW�LQ
D�VSHFLILHG�JHRJUDSKLF�DUHD�

)HGHUDO�PLON�PDUNHW�RUGHUV��)002V��DUH�DGPLQLVWHUHG�E\�WKH�86'$��(IIHFWLYH�-DQXDU\���������
WKHUH�ZHUH����)002V��)LJXUH�����DQG�WKHVH�RUGHUV�UHJXODWHG�DSSUR[LPDWHO\�WKUHH�TXDUWHUV�RI�WKH

Figure 2.  Average Daily Milk Production, by 
Month, 1997-99
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*UDGH�$�PLON�SURGXFHG�LQ�WKH�8QLWHG�6WDWHV��&DOLIRUQLD�LV�WKH�PDMRU�H[FHSWLRQ�DQG�LV�UHJXODWHG
XQGHU�D�VWDWH�RUGHU�WKDW�IXOILOOV�FRPSDUDEOH�IXQFWLRQV��2QO\�*UDGH�$�PLON�PD\�EH�XVHG�IRU�IOXLG
�EHYHUDJH��PLON�SURGXFWV��DQG�ZHOO�RYHU����SHUFHQW�RI�WKH�PLON�SURGXFHG�LQ�WKH�8QLWHG�6WDWHV�LV
*UDGH�$��+RZHYHU��LQ������DSSUR[LPDWHO\�RQH�WKLUG�RI�*UDGH�$�PLON�ZDV�VROG�LQ�IOXLG�IRUP��DQG
WKH�UHVW�ZDV�XVHG�LQ�PDQXIDFWXUHG�SURGXFWV�

�

�

�

�

�

�

�

�

�

�

�

)HGHUDO�PLON�PDUNHW�RUGHUV�SHUIRUP�WKUHH�PDMRU�IXQFWLRQV�

• 7KH\�FODVVLI\�*UDGH�$�PLON�DFFRUGLQJ�WR�KRZ�LW�LV�XVHG¥LQ�IOXLG�RU�PDQXIDFWXULQJ�SURGXFWV�
)OXLG�SURGXFWV�DUH�&ODVV�,�XVH��DQG�¦VRIW§�SURGXFWV�VXFK�DV�LFH�FUHDP�DQG�FRWWDJH�FKHHVH�DUH
&ODVV�,,��0LON�XVHG�LQ�FKHHVH�SURGXFWLRQ�LV�&ODVV�,,,��DQG�PLON�XVHG�WR�SURGXFH�EXWWHU�DQG�GU\
PLON�SRZGHU�LV�&ODVV�,9��0LON�XVHG�LQ�HDFK�RI�WKHVH�IRXU�FODVVHV�KDV�D�GLIIHUHQW�IHGHUDO�RUGHU
SULFH�

• )002V�VHW�PLQLPXP�SULFHV��ZLWK�D�KLJKHU�SULFH�IRU�IOXLG�XVH��&ODVV�,��DQG�ORZHU�SULFHV�IRU
PDQXIDFWXULQJ�XVHV��&ODVVHV�,,��,,,��DQG�,9���3ULFHV�FKDQJH�PRQWKO\��DQG�)002�VWDII
PHPEHUV�DXGLW�PLON�SURFHVVRUV�WR�HQVXUH�WKDW�SURGXFHUV�DUH�SDLG�WKHVH�SULFHV�

Figure 3. Federal Order Milk Markets, effective January 1, 2000
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• )002V�UHTXLUH�WKDW�WKH�SURFHHGV�IURP�WKH�VDOH�RI�PLON�LQ�D�JLYHQ�IHGHUDO�PLON�PDUNHW�DUHD
EH�SRROHG�DQG�WKDW�DOO�WKH�SURGXFHUV�VXSSO\LQJ�WKDW�PDUNHW�UHFHLYH�WKH�DYHUDJH�RU�EOHQG�RI�WKH
PLQLPXP�SULFHV�HVWDEOLVKHG�IRU�HDFK�FODVV�RI�PLON��7KLV�EOHQG�SULFH�UHIOHFWV�ERWK�WKH
PLQLPXP�SULFHV�LQ�HIIHFW�DQG�WKH�XWLOL]DWLRQ�RI�WKH�PLON�LQ�WKH�YDULRXV�FODVVHV�

7KHUH�LV�D�QDWLRQDO�PDUNHW�IRU�GDLU\�SURGXFWV�VXFK�DV�EXWWHU��FKHHVH��DQG�QRQIDW�GULHG�PLON
EHFDXVH�WKHVH�SURGXFWV�DUH�VWRUDEOH�DQG�UHODWLYHO\�FKHDS�WR�WUDQVSRUW��,Q�DQ\�SDUWLFXODU�PRQWK�
WKHUH�LV�QRW�PXFK�YDULDWLRQ�LQ�WKH�ZKROHVDOH�SULFHV�RI�WKHVH�SURGXFWV�LQ�GLIIHUHQW�SDUWV�RI�WKH
FRXQWU\��DQG��WKHUHIRUH��WKH�SULFH�WKDW�SURFHVVRUV�FDQ�DIIRUG�WR�SD\�IRU�PLON�WR�PDQXIDFWXUH�WKHVH
SURGXFWV�LV�VLPLODU�DURXQG�WKH�FRXQWU\��7KH�)002V�UHFRJQL]H�WKLV�HFRQRPLF�UHDOLW\�LQ�WKH
PHFKDQLVPV�WKDW�VHW�PLQLPXP�&ODVV�,,��,,,��DQG�,9�SULFHV�LQ�WKH�GLIIHUHQW�RUGHU�PDUNHWV�

7KH�DUJXPHQWV�PDGH�LQ�VXSSRUW�RI�WKH�KLJKHU�&ODVV�,�SULFH�DUH�DV�IROORZV��7KHUH�DUH�DGGLWLRQDO
FRVWV�DVVRFLDWHG�ZLWK�WKH�SURGXFWLRQ�RI�*UDGH�$�PLON��)OXLG�PLON�LV�QRUPDOO\�SURFHVVHG�DQG
GLVWULEXWHG�LQ�ORFDO�RU�UHJLRQDO�PDUNHWV�EHFDXVH�LW�LV�EXON\��SHULVKDEOH��DQG�H[SHQVLYH�WR�WUDQVSRUW�
$OVR��WKHUH�DUH�VSHFLILF�FRVWV�DVVRFLDWHG�ZLWK�VHUYLQJ�IOXLG�PDUNHWV��2ULJLQDOO\��WKH�)002V�VHW�D
PRQWKO\�PLQLPXP�&ODVV�,�SULFH�LQ�HDFK�PDUNHW�EDVHG�RQ�WKH�0�:�SULFH�SOXV�D�¦GLIIHUHQWLDO§
FDOFXODWHG�E\�ILJXULQJ�LQ�WKH�GLVWDQFH�IURP�:LVFRQVLQ�DQG�WKH�FRVW�RI�WUDQVSRUWDWLRQ��6R��IRU
H[DPSOH��)ORULGD�KDG�WKH�KLJKHVW�GLIIHUHQWLDO�EHFDXVH�LW�LV�IDUWKHVW�IURP�:LVFRQVLQ��7KH�ORJLF�ZDV
WKDW�:LVFRQVLQ��ZKLFK�KDG�WKH�ODUJHVW�VXSSOLHV�DQG�D�ORZ�&ODVV�,�XWLOL]DWLRQ��ZDV�WKH�SODFH�WR�JHW
DGGLWLRQDO�PLON�ZKHQ�ORFDO�VXSSOLHV�ZHUH�VKRUW��+RZHYHU��WKH�)002�&ODVV�,�SULFHV�JHQHUDWHG�E\
WKLV�IRUPXOD�ZHUH�JUHDWHU�WKDQ�WKH�FRVWV�RI�SURGXFWLRQ�LQ�PDQ\�DUHDV�RI�WKH�FRXQWU\��DQG�WKLV
HQFRXUDJHG�ORFDO�SURGXFWLRQ�WKDW�ZDV�QRW�QHHGHG�WR�PHHW�ORFDO�&ODVV�,�QHHGV�

7KHVH�&ODVV�,�GLIIHUHQWLDOV�ZHUH�QRW�DGMXVWHG�IURP�WKH�HDUO\�����V�XQWLO�WKH�SDVVDJH�RI�WKH�����
)DUP�%LOO��HYHQ�WKRXJK�WUDQVSRUWDWLRQ�FRVWV�KDG�LQFUHDVHG�VLJQLILFDQWO\��,Q�������&RQJUHVV
LQFUHDVHG�WKH�&ODVV�,�GLIIHUHQWLDOV��EXW�WKH\�UHPDLQHG�FRQVLGHUDEO\�EHORZ�DFWXDO�WUDQVSRUWDWLRQ
FRVWV��$IWHU�PXFK�SROLWLFDO�ZUDQJOLQJ��WKH������)DUP�%LOO�UHIRUPV�PDGH�UHODWLYHO\�PLQRU�FKDQJHV
WR�WKH�&ODVV�,�GLIIHUHQWLDOV�LQ�WKH�YDULRXV�SDUWV�RI�WKH�FRXQWU\�

)URP�0D\��������XQWLO�'HFHPEHU��������WKH�0�:�SULFH�ZDV�UHSODFHG�DV�WKH�EDVH�SULFH�IRU�VHWWLQJ
)002�FODVV�SULFHV��7KH�YROXPH�RI�PDQXIDFWXULQJ�JUDGH�PLON�KDG�EHHQ�GHFOLQLQJ�IRU�PDQ\�\HDUV
DV�SURGXFHUV�LQ�WKH�WZR�VWDWHV�HLWKHU�FRQYHUWHG�WR�*UDGH�$�RU�VWRSSHG�SURGXFLQJ�PLON�DOWRJHWKHU�
7KH�UHSODFHPHQW��WKH�%)3��ZDV�D�UDWKHU�FRPSOH[�IRUPXOD�EDVHG�RQ�ZKROHVDOH�SULFHV�IRU�EXWWHU�
FKHHVH��DQG�PLON�SRZGHU��ZHLJKWHG�DFFRUGLQJ�WR�LPSRUWDQFH��7KH�UHODWLRQVKLS�EHWZHHQ�WKH�0�:
DQG�%)3�SULFHV�UHPDLQHG�YHU\�FORVH��KRZHYHU�

)LJXUH���LOOXVWUDWHV�WKH�OLQNDJH�EHWZHHQ�WKH�IHGHUDO�RUGHU�SURJUDP�DQG�WKH�SULFH�VXSSRUWV��'XULQJ
WLPHV�RI�VXUSOXV�WKH�SULFH�VXSSRUW�SURJUDP�HVWDEOLVKHG�D�IORRU�XQGHU�ZKROHVDOH�SULFHV��:KROHVDOH
SULFHV��LQ�WXUQ��DIIHFWHG�WKH�IDUP�SULFH�IRU�PDQXIDFWXULQJ�PLON�DQG�ZHUH�UHIOHFWHG�LQ�WKH�0�:
SULFH��7KHUHIRUH��LQ�WLPHV�RI�VXUSOXV��WKH�IDUP�SULFH�IRU�PDQXIDFWXULQJ�JUDGH�PLON�ZDV�VXSSRUWHG
LQGLUHFWO\�E\�WKH�SULFH�VXSSRUW�SURJUDP��DV�FDQ�EH�VHHQ�E\�WKH�FORVH�UHODWLRQVKLS�EHWZHHQ�WKH
VXSSRUW�SULFH�DQG�WKH�0�:�SULFH�IURP������WKURXJK�WKH�ODWH�����V��7KH�0�:�SULFH��LQ�WXUQ�
IRUPHG�WKH�EDVLV�IRU�IHGHUDO�RUGHU�SULFHV��7KH�%)3�ZDV�DOVR�DIIHFWHG�E\�WKH�VXSSRUW�SURJUDP�LQ
WLPHV�RI�VXUSOXV�EHFDXVH�LW�LQFRUSRUDWHG�ERWK�WKH�IDUP�SULFH�IRU�PDQXIDFWXULQJ�JUDGH�PLON�DQG
ZKROHVDOH�SULFHV�IRU�GDLU\�SURGXFWV��+RZHYHU��ZKROHVDOH�SULFHV�ZHUH�DERYH�VXSSRUW�SULFHV�GXULQJ
WKH�SHULRG�WKH�%)3�ZDV�XVHG�WR�VHW�IHGHUDO�RUGHU�SULFHV�
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2Q�-DQXDU\����������DQ�HQWLUHO\�QHZ�)002�SULFH�VHWWLQJ�PHFKDQLVP�ZDV�LPSOHPHQWHG��7KLV
QHZ�DSSURDFK�HVWDEOLVKHG�WKH�YDOXH�RI�PLON�EDVHG�RQ�WKH�ZKROHVDOH�SULFH�RI�FKHHVH��EXWWHU��DQG
QRQIDW�GU\�PLON��7KH�YDOXH�RI�WKH�GLIIHUHQW�PLON�FRPSRQHQWV�XVHG�LQ�HDFK�)002�FODVV�LV�GHULYHG
IURP�ZKROHVDOH�SULFHV�XVLQJ�SURGXFW�\LHOG�IRUPXODV�DQG�VR�FDOOHG�¦PDNH�DOORZDQFHV§�WKDW�UHIOHFW
WKH�HVWLPDWHG�PDQXIDFWXULQJ�FRVW�RI�FRQYHUWLQJ�UDZ�PLON�LQWR�WKHVH�VSHFLILF�GDLU\�SURGXFWV�
3URGXFHUV�DUH�SDLG�EDVHG�RQ�WKH�TXDQWLW\�DQG�YDOXH�RI�WKH�FRPSRQHQWV�LQ�WKH�PLON�WKH\�VHOO�
8QGHU�WKHVH�QHZ�SURFHGXUHV��&ODVV�,,�PLON�UHFHLYHV�D�VPDOO�GLIIHUHQWLDO��SUHPLXP��UHODWLYH�WR
PLON�XVHG�LQ�&ODVVHV�,,,�DQG�,9��7KH�QHZ�&ODVV�,��IOXLG��GLIIHUHQWLDOV�DUH�DGGHG�WR�D�EDVH�SULFH�WKDW
UHIOHFWV�WKH�YDOXH�RI�VNLP�PLON�XVHG�LQ�HLWKHU�&ODVV�,,,�RU�,9��ZKLFKHYHU�LV�KLJKHU�

7KH�SRROLQJ�SURYLVLRQV�RI�)002V�UHTXLUH�DOO�PLON�KDQGOHUV¥IDUPHU�FRRSHUDWLYHV�DQG�GDLU\
SURFHVVRUV¥ZKR�DUH�UHJXODWHG�XQGHU�D�SDUWLFXODU�RUGHU�WR�VKDUH�RU�SRRO�WKH�YDOXH�RI�WKH�UDZ�PLON
XVHG�LQ�WKH�GLIIHUHQW�FODVVHV��$Q�DYHUDJH�SULFH�LV�FRPSXWHG��EDVHG�RQ�WKH�WRWDO�&ODVV�,��,,��DQG�,,,
VDOHV�IRU�WKDW�IHGHUDO�RUGHU�PDUNHW��EDVHG�RQ�WKH�PLQLPXP�SULFHV�LQ�WKDW�RUGHU��$OO�SURGXFHUV
UHJXODWHG�XQGHU�WKDW�IHGHUDO�RUGHU�PXVW�EH�SDLG�WKLV�DYHUDJH�RU�VR�FDOOHG�¦EOHQG§�SULFH�SHU����
SRXQGV��3RROLQJ�GRHV�QRW�DIIHFW�ZKDW�HDFK�SURFHVVRU�SD\V�IRU�PLON��LW�LV�D�ZD\�RI�SD\LQJ
SURGXFHUV�EDVHG�RQ�VDOHV�LQ�WKH�WRWDO�PDUNHW�LQVWHDG�RI�WKH�VDOHV�SHUIRUPDQFH�RI�DQ�LQGLYLGXDO
PLON�SURFHVVRU�

)HGHUDO�RUGHUV�UHJXODWH�WKH�LQGLYLGXDO�PLON�SURFHVVLQJ�ILUPV�EDVHG�RQ�ZKHUH�WKHLU�IOXLG�SURGXFWV
DUH�VROG��,I�D�SURFHVVRU�VHOOV�LQ�PRUH�WKDQ�RQH�)002�DUHD��WKDW�SURFHVVRU�LV�UHJXODWHG�XQGHU�WKH
)002�DUHD�ZLWK�WKH�ODUJHVW�YROXPH�RI�VDOHV��3URGXFHUV��LQ�WXUQ��DUH�UHJXODWHG�XQGHU�WKH�VDPH
IHGHUDO�RUGHU�DV�WKH�SURFHVVRU�ZKR�EX\V�WKHLU�PLON��7KHUHIRUH��QHLJKERUV�PD\�UHFHLYH�GLIIHUHQW
SULFHV�IRU�WKHLU�PLON�EHFDXVH�WKH\�VHOO�WR�GLIIHUHQW�SURFHVVRUV��ZKR�DUH�UHJXODWHG�XQGHU�GLIIHUHQW
IHGHUDO�RUGHUV�

7KH�VWURQJ�UHODWLRQVKLS�EHWZHHQ�WKH�YDOXH�RI�PLON�XVHG�LQ�PDQXIDFWXUHG�GDLU\�SURGXFWV��DV
UHIOHFWHG�LQ�WKH�0�:�SULFH�DQG�WKH�%)3��DQG�WKH�DFWXDO�SULFH�SDLG�WR�SURGXFHUV�RI�*UDGH�$�PLON
LV�LOOXVWUDWHG�LQ�)LJXUH����ZKLFK�VKRZV�WKH�SULFH�UHODWLRQVKLS�LQ�WKH�ROG�&DUROLQD�IHGHUDO�RUGHU�WKDW
FRYHUHG�1RUWK�DQG�6RXWK�&DUROLQD�LQ�WKH�ODWH�����V�

Over-order premiums
$Q�RYHU�RUGHU�SUHPLXP�LV�WKH�GLIIHUHQFH�EHWZHHQ�WKH�SULFH�D�SURFHVVRU�SD\V�IRU�PLON�DQG�WKH
PLQLPXP�IHGHUDO�RUGHU�SULFH��2YHU�RUGHU�SUHPLXPV�DUH�IDLUO\�FRPPRQ�LQ�)002V�DQG�KDYH�EHHQ
DV�KLJK�DV����SHU�����SRXQGV��7KH�XVXDO�MXVWLILFDWLRQ�JLYHQ�LV�WKDW�WKH�PLQLPXP�IHGHUDO�RUGHU
&ODVV�,�SULFH�LV�WRR�ORZ�WR�VXSSRUW�DGHTXDWH�OHYHOV�RI�ORFDO�PLON�SURGXFWLRQ�EXW�WKDW��HYHQ�ZLWK�WKH
RYHU�RUGHU�SUHPLXP��ORFDO�PLON�LV�VWLOO�FKHDSHU�WKDQ�PLON�LPSRUWHG�IURP�RWKHU�SDUWV�RI�WKH
FRXQWU\��7KHVH�SUHPLXPV�DUH�REWDLQHG�WKURXJK�QHJRWLDWLRQV�EHWZHHQ�SURFHVVRUV�DQG�SURGXFHU
DVVRFLDWLRQV��7KHVH�DVVRFLDWLRQV�DUH�XVXDOO\�ODUJH�GDLU\�IDUPHU�FRRSHUDWLYHV�RU�SULFLQJ
IHGHUDWLRQV��ZKLFK�DUH�FRRSHUDWLYHV�PDGH�XS�RI�VHYHUDO�SURGXFHU�RUJDQL]DWLRQV�LQ�RUGHU�WR�EDUJDLQ
PRUH�HIIHFWLYHO\�IRU�KLJKHU�SULFHV��3ULFLQJ�IHGHUDWLRQV�XVXDOO\�H[LVW�DQG�RSHUDWH�UHJLRQDOO\�

2YHU�RUGHU�SUHPLXPV��E\�GHILQLWLRQ��DUH�QRW�UHJXODWHG�E\�)002V��DUH�QRW�DXGLWHG�E\�)002
VWDII��DQG�DUH�QRW�SDUW�RI�WKH�SRRO��0DQ\�IDFWRUV�DIIHFW�WKH�VL]H�RI�DQ�RYHU�RUGHU�SUHPLXP�
LQFOXGLQJ�WKH�DYDLODELOLW\�RI�PLON�LQ�D�PDUNHW�DUHD��WKH�DYDLODELOLW\�DQG�FRVW�RI�EULQJLQJ�LQ�PLON
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IURP�VRXUFHV�RXWVLGH�WKH�QRUPDO�PDUNHW�VXSSO\�DUHD��DQG�WKH�VL]H�DQG�VWUHQJWK�RI�WKH�SURGXFHU
SULFLQJ�IHGHUDWLRQ�

7R�EH�HIIHFWLYH��D�SULFLQJ�IHGHUDWLRQ�PXVW�FRQWURO�PRVW�RI�WKH�PLON�LQ�D�ODUJH�JHRJUDSKLF�DUHD����
SHUFHQW�LV�D�IUHTXHQWO\�FLWHG�WDUJHW��+RZHYHU��WKH�HIIHFWLYHQHVV�RI�SULFLQJ�IHGHUDWLRQV�LV�OLPLWHG
EHFDXVH�RI�GLVWUXVW�EHWZHHQ�SURGXFHU�JURXSV��SUHVVXUH�IURP�LQGLYLGXDO�SURFHVVRUV�RQ�SDUWLFXODU
JURXSV�RI�SURGXFHUV��LQFHQWLYHV�IRU�VRPH�SURGXFHU�JURXSV�WR�FKHDW�RQ�WKH�QHJRWLDWHG�SULFHV��DQG
ODFN�RI�UHOLDEOH�LQIRUPDWLRQ�RQ�SULFHV�SDLG�LQ�LQGLYLGXDO�WUDQVDFWLRQV��,Q�VSLWH�RI�WKHVH
ZHDNQHVVHV��WKH�SULFLQJ�IHGHUDWLRQ�FRQFHSW�LV�RQH�RI�D�YHU\�IHZ�SUDFWLFDO�PHDQV�IRU�SURGXFHUV�WR
LQIOXHQFH�WKH�SULFH�WKH\�UHFHLYH�IRU�WKHLU�PLON�RWKHU�WKDQ�WKURXJK�WKH�SROLWLFDO�SURFHVV�

 State regulation
7KH�ZKLWH�DUHDV�VKRZQ�LQ�)LJXUH����)HGHUDO�2UGHU�0LON�0DUNHWV��DUH�WKH�SRUWLRQV�RI�WKH�FRXQWU\
QRW�LQFOXGHG�LQ�IHGHUDO�RUGHU�PDUNHWV��&DOLIRUQLD��WKH�QXPEHU�RQH�GDLU\�VWDWH��LV�WKH�ODUJHVW�VWDWH�
UHJXODWHG�PLON�PDUNHW��,Q�D�VXUYH\�FRQGXFWHG�LQ�WKH�����V�����VWDWHV�KDG�VWDWH�PLON�PDUNHWLQJ
ODZV�DQG�UHJXODWLRQV��EXW�WKH�YDVW�PDMRULW\�RI�SURGXFHUV�LQ�WKHVH�VWDWHV�DOVR�ZHUH�UHJXODWHG�XQGHU
IHGHUDO�RUGHUV��,Q����RI�WKH����VWDWHV��ODZV�DQG�UHJXODWLRQV�FRYHUHG�WUDGH�SUDFWLFHV�EXW�QRW�PLON

Figure 4. Carolina Order Mailbox Prices and the 
BFP Lagged 2 Months, 1996-99
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SULFHV��7ZHOYH�VWDWHV�KDG�DXWKRULW\�WR�HVWDEOLVK�PLQLPXP�SURGXFHU�SULFHV����KDG�DXWKRULW\�WR
HVWDEOLVK�PLQLPXP�UHWDLO�SULFHV��DQG����KDG�DXWKRULW\�WR�OLPLW�VDOHV�EHORZ�FRVW��(LJKW�VWDWHV
UHTXLUHG�SULFH�ILOLQJ�ZLWK�D�VWDWH�DJHQF\�

6WDWH�RUGHUV�GLIIHU�IURP�IHGHUDO�RUGHUV�LQ�VRPH�UHVSHFWV��EXW�WKH�SURGXFHU�SULFHV�WKH\�HVWDEOLVK�DUH
JRYHUQHG�E\�WKH�HFRQRPLF�UHDOLW\�WKDW�PLON�DQG�GDLU\�SURGXFWV�PRYH�DFURVV�VWDWH�OLQHV�DQG�SULFHV
LQ�QHLJKERULQJ�PDUNHWV�DUH�OLQNHG�E\�WUDQVSRUWDWLRQ�FRVWV��7KHUHIRUH��WKH�LPSDFW�RI�WKH�VXSSRUW
SULFH��WKH�IHGHUDO�RUGHU�V\VWHP��DQG�RYHU�RUGHU�SUHPLXPV�LV�IHOW�HYHQ�E\�SURGXFHUV�ZKR�DUH�QRW
GLUHFWO\�UHJXODWHG�XQGHU�)002V��

Dairy compacts
$�QHZ�W\SH�RI�UHJXODWRU\�DJHQF\�DSSHDUHG�RQ�WKH�GDLU\�VFHQH�GXULQJ�WKH�����V¥WKH�LQWHUVWDWH
FRPSDFW��,Q�UHVSRQVH�WR�ORZ�IHGHUDO�RUGHU�SULFHV�DQG�GHFOLQLQJ�PLON�SURGXFWLRQ�DQG�IDUP
QXPEHUV��VL[�1HZ�(QJODQG�VWDWHV�FUHDWHG�WKH�1RUWK�(DVW�'DLU\�&RPSDFW��7KHVH�VWDWHV�DUH
&RQQHFWLFXW��0DLQH��0DVVDFKXVHWWV��1HZ�+DPSVKLUH��5KRGH�,VODQG��DQG�9HUPRQW��,QWHUVWDWH
FRPSDFWV�DUH�QRW�QHZ��EXW�WKLV�ZDV�WKH�ILUVW�GDLU\�UHODWHG�FRPSDFW��$Q\�LQWHUVWDWH�FRPSDFW�PXVW
EH�FUHDWHG�ILUVW�E\�KDYLQJ�HQDEOLQJ�OHJLVODWLRQ�SDVVHG�DW�WKH�VWDWH�OHYHO�DQG�WKHQ�E\�REWDLQLQJ
DXWKRUL]DWLRQ�IURP�WKH�8�6��&RQJUHVV��&RQJUHVV�DSSURYHG�WKH�1RUWK�(DVW�&RPSDFW�LQ�������EXW
WKLV�FRQJUHVVLRQDO�OHJLVODWLRQ�LQFOXGHG�D�VXQVHW�SURYLVLRQ�WLHG�WR�WKH�GDWH�WKDW�IHGHUDO�RUGHU
UHIRUPV�ZHUH�LPSOHPHQWHG��XOWLPDWHO\��-DQXDU\�����������7KLV�H[SLUDWLRQ�GDWH�ZDV�H[WHQGHG�XQWLO
6HSWHPEHU�����������E\�OHJLVODWLRQ�SDVVHG�LQ�1RYHPEHU�������

%HFDXVH�WKH�1RUWK�(DVW�&RPSDFW�LV�D�IHGHUDOO\�VDQFWLRQHG�DJHQF\��LW�KDV�DXWKRULW\�WR�VHW�&ODVV�,
SULFHV�LQ�WKH�VL[�VWDWH�DUHD��VXEMHFW�WR�FHUWDLQ�VDIHJXDUGV��7KH�FRPSDFW�ODZ�LV�DGPLQLVWHUHG�E\�D
FRPPLVVLRQ�ZLWK�UHSUHVHQWDWLRQ�IURP�SURGXFHUV��SURFHVVRUV��DQG�FRQVXPHUV��&RPSDFW�SULFHV�DUH
PLQLPXP�SULFHV�WKDW�KDYH�WKH�IRUFH�RI�ODZ��DQG�WKH�FRPPLVVLRQ�KDV�WKH�DXWKRULW\�WR�DXGLW�PLON
KDQGOHUV�WR�HQVXUH�SURGXFHUV�UHFHLYH�WKH�PDQGDWHG�SULFHV��7KH�FRPSDFW�FRPPLVVLRQ�ILUVW�XVHG�LWV
SULFH�VHWWLQJ�SRZHUV�LQ�-XO\��������DQG�KDV�ERWK�UDLVHG�DQG�VWDELOL]HG�IDUP�PLON�SULFHV��7KLV
VWLPXODWHG�LQWHUHVW�LQ�HVWDEOLVKLQJ�FRPSDFWV�LQ�RWKHU�SDUWV�RI�WKH�FRXQWU\��)RXUWHHQ�VRXWKHUQ�VWDWHV
SDVVHG�HQDEOLQJ�OHJLVODWLRQ�WR�IRUP�D�FRPSDFW�GXULQJ�WKH�ODWH�����V��EXW��DV�RI�'HFHPEHU�������
&RQJUHVV�KDG�QRW�SDVVHG�WKH�QHFHVVDU\�OHJLVODWLRQ�DXWKRUL]LQJ�LW��7KH����VWDWHV�DUH�9LUJLQLD��:HVW
9LUJLQLD��1RUWK�&DUROLQD��6RXWK�&DUROLQD��.HQWXFN\��7HQQHVVHH��*HRUJLD��$ODEDPD��0LVVLVVLSSL�
/RXLVLDQD��$UNDQVDV��0LVVRXUL��.DQVDV��DQG�2NODKRPD�

Cooperatives
0RVW�GDLU\�IDUPHUV�EHORQJ�WR�FRRSHUDWLYHV¥VRPH�VPDOO�DQG�VRPH�YHU\�ODUJH��&RRSHUDWLYHV�DUH
DOORZHG�WR�UH�EOHQG�WKH�PRQH\�WKH\�UHFHLYH�IURP�WKH�VDOH�RI�WKHLU�PHPEHUV©�PLON�DQG�SD\�LW�WR
WKHLU�PHPEHUV�LQ�DQ\�PDQQHU�WKH\�FKRRVH��VXEMHFW�RQO\�WR�WKH�FR�RS©V�E\ODZV��$OVR��DOO�FR�RSV
KDYH�RSHUDWLQJ�H[SHQVHV��DQG�WKH�PHPEHUV�PXVW�SD\�WKHVH�IURP�WKH�PRQH\�WKH\�UHFHLYH�IURP�WKH
VDOH�RI�PLON��&R�RS�PHPEHUV�SURYLGH�ZRUNLQJ�FDSLWDO�WKURXJK�¦FDSLWDO�UHWDLQV§�SURJUDPV¥SDUW
RI�WKH�IDUPHUV©�LQFRPH�LV�ZLWKKHOG�DQG�XVHG�WR�VXSSO\�WKH�FR�RSV�ZLWK�ZRUNLQJ�FDSLWDO��0HPEHUV
DUH�GHQLHG�WKH�XVH�RI�WKLV�PRQH\�XQWLO�LW�UHYROYHV�RXW�RI�WKH�ZRUNLQJ�FDSLWDO�IXQG�DIWHU�D�SHULRG�RI
\HDUV�
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7KHVH�RSHUDWLQJ�H[SHQVHV�DQG�GHGXFWLRQV�YDU\��GHSHQGLQJ�RQ�WKH�W\SH�RI�FR�RS��WKH�DFWLYLWLHV�LQ
ZKLFK�LW�HQJDJHV��DQG�WKH�HIILFLHQF\�ZLWK�ZKLFK�LW�RSHUDWHV��)RU�H[DPSOH��VRPH�FR�RSV�DUH
LQYROYHG�LQ�PLON�SURFHVVLQJ�ZKLOH�RWKHUV�VLPSO\�WU\�WR�EDUJDLQ�IRU�D�EHWWHU�SULFH�RU�ILQG�EHWWHU
SD\LQJ�PDUNHWV��VRPH�FR�RSV�DUH�PRUH�DFWLYH�LQ�SROLWLFDO�OREE\LQJ�WKDQ�RWKHUV��VRPH�SURYLGH
ILHOG�VHUYLFHV�DQG�VHOO�GDLU\�VXSSOLHV�DQG�LQVXUDQFH��$OO�RI�WKHVH�DFWLYLWLHV�KDYH�D�FRVW��VRPH
JHQHUDWH�EHQHILWV�IRU�WKH�FR�RS�PHPEHUV��DQG�VRPH�JHQHUDWH�EHQHILWV�IRU�PHPEHUV�DQG�QRQ�
PHPEHUV�DOLNH��&R�RS�PHPEHUV�RIWHQ�UHFHLYH�D�ORZHU�SULFH�WKDQ�SURGXFHUV�ZKR�GR�QRW�EHORQJ�WR
FR�RSV��EXW�WKLV�LV�QRW�D�IDLU�FRPSDULVRQ�XQOHVV�WKH�RWKHU�EHQHILWV�DUH�FRQVLGHUHG��VXFK�DV�DQQXDO
SDWURQDJH�GLYLGHQGV��ILHOG�VHUYLFH��FRVW�RI�VXSSOLHV��DQG�PDUNHW�VHFXULW\�

Other factors
2WKHU�IDFWRUV�DOVR�DIIHFW�WKH�SULFH�SURGXFHUV�UHFHLYH��7KH�SURSRUWLRQ�RI�*UDGH�$�PLON�XVHG�LQ
&ODVV�,�SURGXFWV�IOXFWXDWHV�WKURXJKRXW�WKH�\HDU�EHFDXVH�SURGXFWLRQ�DQG�VDOHV�IROORZ�GLIIHUHQW
VHDVRQDO�SDWWHUQV��&KDQJHV�LQ�WKH�SURSRUWLRQ�RI�&ODVV�,�PLON��ZLWK�LWV�KLJKHU�SULFH��DIIHFW�WKH
EOHQG�SULFH�UHFHLYHG�E\�IDUPHUV��&ODVV�,�XWLOL]DWLRQ�UDWHV�WHQG�WR�EH�KLJKHU�ZKHQ�PLON�VXSSOLHV�DUH
WLJKWHU�DQG�SULFHV�KLJKHU��FRQYHUVHO\��UDWHV�GURS�ZKHQ�VXSSOLHV�DUH�DEXQGDQW��7KHVH�RFFXUUHQFHV
FRQWULEXWH�WR�WKH�VHDVRQDO�IOXFWXDWLRQV�LQ�IDUP�SULFHV�VKRZQ�LQ�)LJXUH���

6HYHUDO�IDFWRUV�DIIHFW�WKH�SULFH�RQH�IDUPHU�PD\�UHFHLYH�FRPSDUHG�WR�WKDW�SDLG�WR�D�QHLJKERU��7KH
IDUP�YDOXH�GHSHQGV�RQ�WKH�VSHFLILF�FRPSRVLWLRQ�RI�WKH�PLON��IRU�H[DPSOH��WKH�EXWWHUIDW�FRQWHQW�
7KH�EXWWHUIDW�DQG�QRQIDW�VROLGV�LQ�PLON�DUH�DIIHFWHG�E\�FKRLFH�RI�EUHHG��UDWLRQ�IRUPXODWLRQ��DQG
RWKHU�IDFWRUV��0LON�KDXOLQJ�FKDUJHV��TXDOLW\�SUHPLXPV�DQG�GHGXFWLRQV��DQG�YROXPH�SUHPLXPV�DQG
GHGXFWLRQV�YDU\�DPRQJ�PLON�EX\HUV�DQG�DIIHFW�WKH�QHW�SULFHV�SDLG�WR�SURGXFHUV��7KHVH�SD\PHQWV
DQG�GHGXFWLRQV�WHQG�WR�EH�IDLUO\�VWDEOH��KRZHYHU��DQG�GR�QRW�FRQWULEXWH�WR�WKH�PRQWK�WR�PRQWK
YDULDWLRQ�LQ�WKH�SULFHV�IDUPHUV�VHH�LQ�WKHLU�PLON�FKHFNV�

Summary
7KH�8QLWHG�6WDWHV�LV�ODUJHO\�VHOI�VXIILFLHQW�LQ�PLON�SURGXFWLRQ��'RPHVWLF�SULFHV�DUH�KLJKHU�WKDQ
SUHYDLOLQJ�ZRUOG�SULFHV��ZKLFK�DUH�DUWLILFLDOO\�ORZ�EHFDXVH�RI�VXEVLGL]HG�H[SRUWV�IURP�WKH
(XURSHDQ�8QLRQ��,Q�WKH�SDVW��LPSRUWV�LQWR�WKH�8QLWHG�6WDWHV�ZHUH�FRQWUROOHG�E\�TXRWDV��EXW�WKHVH
ZHUH�UHSODFHG�E\�KLJK�WDULIIV�XQGHU�WKH�*$77�8UXJXD\�5RXQG��7KHUHIRUH��WKH�8�6��GDLU\�LQGXVWU\
KDV�EHHQ�DQG��DW�OHDVW�IRU�WKH�IRUHVHHDEOH�IXWXUH��ZLOO�FRQWLQXH�WR�EH�DIIHFWHG�SULPDULO\�E\
GRPHVWLF�HFRQRPLF�IRUFHV�DQG�SROLFLHV�

'RPHVWLF�FRQVXPSWLRQ�RI�GDLU\�SURGXFWV�LQFUHDVHG�VORZO\�EHWZHHQ������DQG������
DSSUR[LPDWHO\���SHUFHQW�SHU�\HDU�RQ�DYHUDJH��0LON�SURGXFWLRQ�SHU�FRZ�KDV�LQFUHDVHG�PRUH
UDSLGO\�WKDQ�VDOHV������SHUFHQW�SHU�\HDU��DQG�WKHVH�SURGXFWLRQ�LQFUHDVHV�KDYH�SXW�GRZQZDUG
SUHVVXUH�RQ�IDUP�SULFHV��&RZ�QXPEHUV�KDYH�GHFOLQHG�DV�D�UHVXOW�RI�WKLV�SULFH�SUHVVXUH�DQG�RWKHU
IDFWRUV�

)DUP�PLON�SULFHV�ZHUH�HVWDEOLVKHG�SULPDULO\�E\�WKH�IHGHUDO�SULFH�VXSSRUW�SURJUDP�EHIRUH������
EXW�¦PDUNHW�IRUFHV§�WRRN�RYHU�GXULQJ�����¤����7KHUH�ZDV�D�UHDVRQDEO\�FORVH�EDODQFH�EHWZHHQ
SURGXFWLRQ�DQG�VDOHV�GXULQJ�WKLV�SHULRG��ZKLFK��ZKHQ�FRPELQHG�ZLWK�VHDVRQDO�IDFWRUV��FDXVHG
H[WUHPH�PRQWK�WR�PRQWK�SULFH�YRODWLOLW\�
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%HIRUH�������WKH�IHGHUDO�GDLU\�SULFH�VXSSRUW�SURJUDP�ZDV�DQ�LPSRUWDQW�IDFWRU�LQ�VHWWLQJ�PLON
SULFHV�DFURVV�WKH�QDWLRQ�LQ�WLPHV�RI�VXUSOXV�EHFDXVH�LW�VHW�D�IORRU�SULFH�IRU�PDQXIDFWXULQJ�JUDGH
PLON��+RZHYHU��LWV�LPSRUWDQFH�KDV�GHFOLQHG�EHFDXVH�WKH�JRYHUQPHQW�KDV�UHGXFHG�WKH�VXSSRUW
SULFH�WR�OHYHOV�WKDW�DUH�FRQVLGHUDEO\�EHORZ�WKH�FRVW�RI�SURGXFWLRQ��7KH�VXSSRUW�SURJUDP�LV
VFKHGXOHG�WR�EH�WHUPLQDWHG�DW�WKH�HQG�RI�������EXW�DW�WKH�WLPH�RI�ZULWLQJ��HIIRUWV�DUH�XQGHU�ZD\�WR
H[WHQG�WKH�GHDGOLQH�

7KH�)HGHUDO�0LON�0DUNHW�2UGHU�V\VWHP�UHJXODWHV�WKH�PDUNHWLQJ�RI�PRVW�RI�WKH�*UDGH�$�PLON
SURGXFHG�LQ�WKH�8QLWHG�6WDWHV��)HGHUDO�RUGHUV�XVHG�WKH�PDQXIDFWXULQJ�PLON�SULFH�DV�WKH�EDVH�SRLQW
IRU�VHWWLQJ�PLQLPXP�IDUP�SULFHV�XQWLO�'HFHPEHU��������8QGHU�RUGHU�UHIRUP�LPSOHPHQWHG�LQ
-DQXDU\��������PLQLPXP�SULFHV�QRZ�DUH�EDVHG�RQ�ZKROHVDOH�SULFHV�IRU�GDLU\�SURGXFWV��7KH�IDUP
YDOXH�RI�UDZ�PLON�LV�GHULYHG�IURP�WKHVH�SULFHV�E\�XVLQJ�VSHFLILF�SURGXFW�\LHOG�IRUPXODV�DQG
PDQXIDFWXULQJ�FRVWV��PDNH�DOORZDQFHV���'XULQJ�PRVW�RI�WKH�����V��ZKROHVDOH�GDLU\�SULFHV�ZHUH
LQIOXHQFHG�E\�PDUNHW�IRUFHV��EXW�WKH�VXSSRUW�SULFH�KDG�D�VSRUDGLF�LPSDFW��ODUJHO\�LQ�WLPHV�RI
VHDVRQDO�VXUSOXV�

)HGHUDO�RUGHU�&ODVV�,�GLIIHUHQWLDOV�DUH�UHODWHG�LQ�SDUW�WR�WKH�GLVWDQFH�IURP�:LVFRQVLQ�WR�D
SDUWLFXODU�SURGXFHU�ORFDWLRQ�LQ�D�JLYHQ�IHGHUDO�RUGHU�DQG�DUH�ODUJHVW�LQ�WKH�6RXWKHDVW��+RZHYHU��LQ
PDQ\�PDUNHWV�WKHVH�PLQLPXP�SULFHV�DUH�FRQVLGHUHG�WR�EH�WRR�ORZ�WR�VXSSRUW�WKH�GHVLUHG�YROXPHV
RI�ORFDO�PLON��'XULQJ�WKH�ODVW����\HDUV�WKH�ODUJHU�FR�RSV�DQG��PRUH�UHFHQWO\��SURGXFHU�SULFLQJ
IHGHUDWLRQV�KDYH�VXFFHVVIXOO\�QHJRWLDWHG�RYHU�RUGHU�SUHPLXPV�RQ�&ODVV�,�PLON��7KH�VL]H�RI�WKLV
SUHPLXP�YDULHV��GHSHQGLQJ�RQ�WKH�DYDLODELOLW\�RI�PLON�DQG�WKH�VWUHQJWK�RI�WKH�SULFLQJ�IHGHUDWLRQ�

7KH�FRPELQDWLRQ�RI�QDWLRQDO�VXSSO\�DQG�GHPDQG�FRQGLWLRQV��WKH�SULFH�VXSSRUW�SURJUDP��DQG�WKH
IHGHUDO�RUGHU�V\VWHP�DIIHFWV�SULFHV�HYHQ�LQ�DUHDV�WKDW�DUH�QRW�XQGHU�IHGHUDO�UHJXODWLRQV�EHFDXVH
SULFHV�FDQQRW�VWUD\�WRR�IDU�RXW�RI�OLQH�ZLWK�WKRVH�LQ�QHLJKERULQJ�PDUNHWV�

$OO�RI�WKHVH�IDFWRUV¥PDUNHW�IRUFHV��WKH�VXSSRUW�SULFH��IHGHUDO�RUGHUV��RYHU�RUGHU�SUHPLXPV�
VHDVRQ¥DIIHFW�DOO�SURFHVVRUV�DQG�SURGXFHUV�LQ�D�VLPLODU�ZD\��+RZHYHU��WKH\�GR�QRW�H[SODLQ�ZK\
WZR�QHLJKERUV�UHFHLYH�D�GLIIHUHQW�PDLOER[�SULFH�IRU�WKHLU�PLON��7KHVH�GLIIHUHQFHV�FDQ�RFFXU�IRU�D
QXPEHU�RI�UHDVRQV��VLQJO\�RU�LQ�FRPELQDWLRQ�

� 7KH�PLON�ZDV�VROG�LQ�GLIIHUHQW�PDUNHWV�ZLWK�GLIIHUHQW�SULFHV�DQG�D�GLIIHUHQW�&ODVV�,�XWLOL]DWLRQ�
)RU�H[DPSOH��RQH�IDUPHU�PLJKW�VHOO�KLV�PLON�XQGHU�D�IHGHUDO�RUGHU�DQG�WKH�RWKHU�PLJKW�VHOO�WR
D�SODQW�UHJXODWHG�E\�D�VWDWH�DJHQF\�

� 2QH�SURGXFHU�PLJKW�EH�D�FR�RS�PHPEHU�DQG�WKH�RWKHU�PLJKW�QRW��RU�SURGXFHUV�PLJKW�EHORQJ
WR�GLIIHUHQW�FR�RSV��ZKLFK�VROG�WKHLU�PHPEHUV©�PLON�LQ�GLIIHUHQW�PDUNHWV�RU�ZKLFK�KDG
GLIIHUHQW�RSHUDWLQJ�FRVWV�

� 7KHUH�ZHUH�GLIIHUHQFHV�LQ�PLON�FRPSRQHQWV�VXFK�DV�EXWWHUIDW�WHVW��KDXOLQJ�FKDUJHV��TXDOLW\
DQG�YROXPH�SUHPLXPV��HWF�

7KH�FKDLQ�RI�HYHQWV�OHDGLQJ�WR�D�SURGXFHU©V�PDLOER[�FKHFN�LV�GHSLFWHG�LQ�)LJXUH���

2QH�ILQDO�DQG�YHU\�LPSRUWDQW�SRLQW��0DQ\�XQLYHUVLW\�VWXGLHV�RI�GDLU\�IDUP�ILQDQFLDO�UHFRUGV�VKRZ
D�ODUJH�YDULDWLRQ�LQ�ILQDQFLDO�SHUIRUPDQFH�DPRQJ�GDLU\�IDUPV��0RVW�RI�WKLV�YDULDWLRQ�LQ
SHUIRUPDQFH�LV�FDXVHG�E\�WKLQJV�RWKHU�WKDQ�GLIIHUHQFHV�LQ�WKH�SULFH�UHFHLYHG�IRU�PLON��7KH�PRVW
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LPSRUWDQW�IDFWRU�LV�WKH�OHYHO�RI�PDQDJHPHQW�DELOLW\�RI�WKH�IDUPHU��7KH�SULFH�RI�PLON�DORQH�GRHV
QRW�H[SODLQ�ZK\�RQH�GDLU\�IDUP�IDLOV�DQG�DQRWKHU��SHUKDSV�D�QHLJKERULQJ�IDUP��VXUYLYHV�DQG
SURVSHUV�

Figure 5. The sequence of events that determines the price individual dairy
farmers receive for milk
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