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Minnesota's Dairy Industry: 
Old Problems with New Dimensions 

Dairying is still the keyston of Min 
nesota's farm economy. Out of each 
farm income dol lar flowin g to Minne
sota farmers, about 25 cents comes from 
dairy product sales. Dairy sales at the 
farm level in Minnesota are 80 per cent 
as large as the sales value of iron or e 
produced in this state. In addition, dairy 
farmers purchase large quantities of 
production inputs such as machiner y , 
fertilizer, and feed in Minnesota. H an
dling and processing of dairy products 
prov ide income and employm ent for 
hundreds of Minnesota citizen s. 

Forces that affect the economi c h ealth 
of Minnesota's dairy industry also in 
flu ence large sectors of the sta te's non
farm economy. Many baffling long term 
problems still plague the da iry industry, 
and a host of new diffi culties h as de
veloped in r ecent years . The purpose 
of this report is twofold: (1 ) to consider 
some of the vital issues and problems 
confronting Minnesota's dairy industry 
and (2) to examine the policy a lterna
tives avail able to deal with these prob
lems and to facilita te needed ad just 
ments. 

The impact of adjustments will be 
most serious in areas where d airy ing is 
the principal farm enterprise. In Min
nesota th is area involves a b It run 
ning f~om the southeas tern pa rt of th e 
state northw st to the southern edge 
of th e Red River Valley (fi gure 1). The 
shaded ar a includ s counties in w hi ch 
da iry cow numbers declined r ela tiv ly 
1 ss than th st atewide drop in dairy 
cattle population during the 1943-66 pe
riod . Apart from this "dairy belt," a 
fi ve-county zone in southwestern Min
n sota a lso has a concentration of dairy
ing. It is these ar eas which h ave the 
greatest s take in the future of Minne
sota's dairy industry. 

Figure 2 illustrates one fac t of the 
da iry income problem . These curves, 
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Figure 1. Major dairy counties in Minnesota . 
Source : Minnesota Dairy Herd Improvement Asso· 
dation . 

bas d on county da ta, show tha t in both 
1950 and 1964 aver age farm sales re
ceip ts declined as a county's depend 
en ce on da iry increased. Notice tha t this 
rela tionship has been m os t striking in 
recent years. Additiona l con centra tion 
of da iry ing in the da iry belt is likely 
to occur, but the inabili ty of these ar eas 
to gen erate both fa rm and nonfarm in 
come has prevented them from keeping 
pace w ith other areas of the s ta te. If 
these con centrated d a iry ar eas are not 
to b ecome chronically depressed , eco
nomic adjustments must occur and an 
swer s to poli cy questions must be found. 

Consumption and Demand 

Domestic dairy consumption. N ationa l 

1950 

Actual 
Item 

Flu id milk 338.7 
Butter 10.7 
Cheese 7.7 
Ice cream 17 .2 
Nonfat and dry whole milk 4.0 
Eva Forated and conde nsed whole milk 20.0 
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Dairy product sales as perc ent of total farm sales " 
Figure 2. Relationship between average gross In
come per farm and da iry product sa les a s percent 
of total farm sa les by counties, Minnesota . 

per capita consumption of several da ir y 
products has declined over th e past 20 
years. Sever al factors ar e in volved
development of lower priced subst i 
tutes, concern over the consum ption of 
animal fa ts, and more sedentary liv ing 
ha bits, w hich reduce food n eeds. The 
da ta in table 1 show per capita con
sum pt ion of several major dairy prod
ucts in 1950 and 1966, both in term s of 
actua l pounds and milk equi valent 
pounds. 

Tw o products, butter and evapora ted
condensed w hole milk, have show n a 
ver y lar ge decline. P er capita consump
tion of fluid milk h as dropped in total 
product w eight and in term s of butter 
fa t milk equivalent. 

Two dairy product groups appear to 
h ave a re la ti vely stable demand. Dry 
w hol e and nonfa t dry milk consumption 
rose from 4.0 pounds in 1950 to 6.2 
pounds in 1966. However, since the la te 
1950's, there h as b een no upward tr end. 
Ice cr eam consumption also h as shown 
much stability. It h as b een at 17 to 18 
pounds per capita since the la te 1940's. 

Cheese is a bright spot in the per 
capita consumption picture. At 7.7 
pounds in 1950, it had risen to almost 
10 pounds in 1966. Consequently, the 
proportion of the tota l m ilk supply 
used in cheese increased from 12 per
cent in 1950 to 14 p er cent in 1966. 

Although not sh own in table 1, dairy 
product use in processed fo ods h as in 
creased . For example, th e use of bu tter 
by canners, baker s, and other food pro
cessors has incr eased in r ecent years. 
Nonfa t dry milk, casein, and evapora ted 
and condensed m ilk always h ave b een 
used primarily in other food products. 
The use of nonfa t dry milk in blended 

Mi lk 
equi va lent 

pounds per 
350.0 
232.2 

55.8 
46 .5 
43 .4 
42 .9 

Actual 

person 
296.0 

5.7 
9.9 

18.2 
6 .2 

10.0 

1966 

Milk 
equiva lent 

300.0 
123.7 
71.7 
49 .2 
67.9 
2 1.4 

T his arti c le was cond n sed f rom a Depar t 
men t of A gr icul tu ra l Econ om ics r por t pre
pa r ed by B . M. Bux ton and J . W. Ha m mo nd . 
Bac k ground m a ter ia ls wer e provided b y M . 
K . hri sti a n se n, E . F . Koller . P . M. Ra u p . 
V. W. Rutta n . a nd H . . P ederson . H elpfu l 
su gges ti on s wer e made by da iry spec ia li<ts in 
the Departm e nt o f An ima l Sc i n ee ~ nd th 
Dep a rtme n t of Food SciPn ce ~ nd Ind u ~tr i es . 
Th e a rti c le w as edited for M in11esota Farm 
Busin ess Notes b y J . P . H ou c k . Sources: Dairy Statistics and The Da iry Situation, USDA . 
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food products has increased both for 
domestic markets and for foreign rood 
aid programs. However, less evaporated 
and condensed milk is being used in 
baby foods and infant formulas. 

In general, these trends are expected 
to continue. Butter and condensed 
whole milk will continue to lose ground 
to substitutes; ice cream, nonfat, and 
dry whole milk consumption will re
main stable or increase modestly; and 
cheese consumption probably will con
tinue to expand. The future of fluid 
milk is uncertain because of the recent 
development of substitute products. In 
any case, per capita fluid milk consump
tion cannot be expected to increase. 

The products with the largest impact 
oil total milk consumption in the 1950-
66 period were butter and fluid milk. 
Total per capita dairy product con
sumption in terms of whole milk equiv
alent was 740 pounds in 1950 and 603 
pounds in 1966. Continuation of this 
trend would result in a per capita con
sumption well below 500 pounds by 
1980. Therefore, as has been the situa
tion since 1950, increasing population 
may do little more than maintain total 
dairy product consumption. 

Imitation products. For years dairy 
products have faced strong competition 
from several imitation products. Mar
garine, though restricted by taxes and 
prohibitions on coloring, now has a per 
capita consumption almost twice th~t 
of butter. Mellorine, a frozen vegetable 
fat dessert, accounts for about 5 percent 
of all frozen dessert sales. Nondairy 
coffee whiteners and whipped toppings 
have taken a large share of the fluid 
cream market. 

Imitation fluid milk is the most recent 
development. Its potential effects on the 
dairy industry are significant and far
reaching. Two types of products are 
being marketed. One is filled milk. This 
is milk with the butterfat replaced by 
a vegetable fat. It cannot be sold in 
interstate commerce because of federal 
restrictions, but it can be sold within 
states. The other product is a complete 
nondairy beverage. It contains sodium 
caseinate, a product produced from 
milk but defined as a chemical. It also 
includes vegetable protein, vegetable 
fats, and other nondairy ingredients. 
Since this item is not legally defined as 
a dairy product, it can be sold in inter
state commerce. 

These two fluid beverage products 
already have made inroads in some 
markets, especially in deficit milk pro
ducing areas. There are estimates that 
filled milk accounts. for about 20 per
cent of the fluid milk consumption in 
Hawaii. For the central Arizona area, 
figures show that these substitutes held 
over 5 percent of that market in Janu
ary 1968. A complete nondairy drink 
recently was introduced in the Twin 
Cities market at about 5 cents per quart 
less than whole milk. 

But price is not the only considera-
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tion. There is also the question of com
parative nutritional content. In the case 
of filled milk the only difference is the 
type of fat. However, there are more 
components that can vary in nondairy 
imitation products. Analysis by the Uni
versity of Minnesota's Food Science and 
Industries Department showed that one 
such imitation had less than one-fourth 
the protein of cow's milk and one-sixth 
the calcium content of milk. Taste is 
another crucial angle. We do not yet 
know if the taste of whole milk can 
be duplicated closely enough for a price 
advantage to encourage substitution. 

How will filled and imitation milk be 
classified and priced under federal 
orders? Producer groups already have 
requested that filled milk be designated 
as a Class I product under federal milk 
marketing orders. This classification 
would impose an additional cost on the 
product to make its total price equal to 
that of locally produced whole milk. 
This may be possible with filled milk, 
which has skim or nonfat dry milk as 
its base. Whether or not a complete 
nondairy product can be regulated un
der the Agricultural Marketing Agree
ment Act has not yet been decided. 

The proportion of the total dairy 
market that may be captured by sub
stitutes is uncertain. Margarine already 
has taken a large share of the table 
spread market. Growth in sales of imi
tation fluid milk would have seriou; 
implications for the dairy industry. 
Fluid milk now accounts for about half 
of total milk consumption. Twenty per
cent of the fluid market already has 
been displaced by filled milk in Hawaii. 
If other markets were to experience 
shifts anything like this, a large de
crease in the number of dairy producers 
and processors would occur. However. 
if nonfat dry milk is a major ingredient 
in the imitations, there is a possibility 
of a partially offsetting increase in de
mand for Minnesota's nonfat dry milk. 

Exports and Imports 

Dairy products are among the most 
highly protected farm commodities 
moving in world markets. Importing 
nations protect domestic dairy farmers 
by means of tariffs and restrictive non
tariff trade barriers such as quotas. Ex
porters protect domestic dairy indus
tries by means of export subsidies, 
multiple price schemes, and conces
sional export sales. As an exporter and 
an importer, the United States employs 
both types of protection (figure 3). 

An increasingly severe struggle for 
foreign markets is underway among 
dairy surplus nations. Some of the sur
pluses are so large that price cutting. 
disguised dumping, and similar signs of 
distressed marketing are visible. The 
prospect for the United States in for
eign dairy markets is very unfavorable. 

We face strong competition not only 
from Europe. New Zealand and Aus
tralia have long depended heavily on 
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Figure 3. Dairy imports ond exports. Source: 
USDA. 

world markets. Although they may 
lose some market outlets in Europe, 
they may be able to offset these losses 
with gains in the Far East. They are 
more favorably located for these mar
kets than the United States. 

The Food and Agriculture Organiza
tion of the United Nations projects con
siderable expansion of world trade in 
dairy products, but concludes that the 
United States will not be participating 
to a large degree. 

This agency predicts that commercial 
market growth will fail to provide an 
outlet for all supplies in excess of do
mestic needs. Existing and anticipated 
domestic price support policies will en
courage this excess production. The ex
pected result is that surplus milk prod
ucts will continue to be used in various 
disposal programs or sold on a conces
sional basis. Substantial quantities of 
dairy products have been exported to 
food-short friendly nations on special 
terms under our food aid programs. 

The future of dairy product exports 
in these programs also is uncertain. A 
shift to nonanimal protein sources al
ready has occurred in the food aid pro
gram. The government is purchasing a 
blended food product instead of pure 
nonfat dry milk for some foreign pro
grams. One of these blends includes 
gelatinized cornmeal, soy flour, nonfat 
dry milk, vitamins, and minerals. The 
cost of this blend is about 7.5 cents per 
pound versus 20 cents per pound for 
nonfat dry milk. An important impli
cation of this shift is that unless there 
is a large increase in foreign aid pro
grams, a smaller total demand will exist 
for nonfat dry milk. 

Imports. Ir..1ports of dairy products 
probably will remain a minor source of 
U.S. supplies, partly because of legisla
tive and administrative restrictions on 
dairy imports. In 1967 the President 
announced new, more comprehensive 
dairy import quotas in response to a 
sensational jump in imports during 1966 
and early 1967 (figure 3). These quotas 
will limit annual dairy imports to about 
1 billion milk equivalent pounds-less 
than 1 percent of total domestic con
sumption. These restrictions were im
posed because it was shown that dairy 
imports were interfering with our do
mestic dairy price support program. 

Our future position on import restric
tion is uncertain. Even these low cur
rent import quotas have come under 



S >El:IAL NO. 3~MARCH 1968 

5 rang pressure from groups that would 
like to fix absolute quotas on dairy 
iJ,1ports through legislation. This would 
p ··event an administration from relax
illg quotas at some future date. On the 
o her hand, increased import quotas 
v ould be consistent with our overall 
c 1mmitment toward freer trade. It is 
f ustrating for our trade negotiators to 
L 1sist that other nations open their ports 
t•, U.S. farm and industrial products 
v hile rigid quotas are employed against 
f, ,reign agricultural products such as 
c 1eese, butter, and cream. Yet, if we 
c wose to operate a dairy market price 
s 1pport program, we must be able to 
protect that program from being 
s Namped by home production or imports. 

Marketing Trends and Prospects 

Marketing has long presented major 
rroblems for the Minnesota dairy in
dustry. New technology has increased 
t 1e plant size necessary for low cost 
c peration. As a result, many small 
r !ants have left the industry. Minnesota 
i:; farther from the large consuming 
r.1arkets than any other major milk 
~roducing state. Our dairy industry is 
<' ble to compete because of low produc
tion costs. Marketing costs are a pri
mary factor in determination of pro
ducer return for milk. They also affect 
the competitive position of our dairy 
industry within the national dairy 
economy. 

Marketing manufactured dairy prod
ucts. One of the major market functions 
involved in handling manufactured 
dairy products is processing or manu
facturing milk into butter, dry milk, 
or cheese. Processing is done at country 
plants throughout the state. Adjust
ments in these plants have been taking 
place for many years. 

Creamery butter manufacture has 
undergone major changes in the direc
tion of fewer and larger plants. Minne
sota had 874 butter plants in 1938 and 
only 231 in 1967. Over the same period 
the average annual output of butter 
per plant increased from 346,000 pounds 
to about 1,300,000 pounds. The largest 
plants in the state are producing 10 to 
J 5 million pounds of butter a year. 
Among the technological developments 
requiring this change were larger 
( hurns, high temperature-short time 
pasteurization, clean-in-place equip
ment, and bulk milk tank handling 
l:quipment. Prospects are that the trend 
loward fewer and larger creameries 
•viii continue. 

The manufacture of dried milk prod-
1\cts has increased rapidly in Minnesota 
in recent years. Here too the change 
has been toward larger plants with 
'Ower per unit costs. Also, milk drying 
•las shifted from large specialized plants 
<lrying only milk to large, efficient but
' er-powder plants. 

Whole milk cheese was processed in 
:;5 plants in the state in 1950 and in 
•mly 17 in 1967. On the other hand, 
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cheese output in the state increased 
from about 52 million pounds in 1950 
to 91 million in 1966. This is a desirable 
adjustment in Minnesota dairying, since 
cheese demand is improving while the 
demand for a number of other high 
fat dairy products is declining. 

Wholesalers and ass em biers receive 
dairy products from manufacturing 
plants and provide additional market
ing services. Three major Minnesota 
cooperative marketing associations han
dle growing quantities of butter and 
other dairy products. A 1965 survey 
showed that these associations assem
bled about 46 percent of all the state's 
butter, compared with only 30 percent 
in 1949. These farmer-owned firms can 
bring dairy producers the economic ad
vantages of vertical integration from 
the farm to the retail level. 

Another marketing prospect is that 
the product mix will gradually change. 
In view of the weak demand for butter, 
s'O!les will level out or grow very litt'e. 
However, Minnesota plants probabl)· 
will produce a larger proportion of the 
national butter requirements. In view 
of growing demand, cheese sales from 
the state are likely to increase. Minne
sota dry milk sales will continue a·, 
high levels. 

More and more dry milk will be sold 
in the form of new dairy blends and 
new food combinations. Nonfat drY 
milk will be used in increasing qua~
tities in numerous baking mixes, frozen 
meal combinations, soups, and dietar)· 
foods. Milk and cheese powders are im
portant ingredients in the rapid!~· 
growing snack food markets. 

Additional manufactured dairy prod
ucts will be made from grade A milk. 
More and more dry milk products and 
cheese will bear grade A labels. A 
single high quality standard for all 
dairy products is a distinct possibility. 

Marketing fluid milk. About 12 per
cent of Minnesota's 10 billion pounds 
of annual milk production is marketed 
as fluid milk. A small quantity of fluid 
milk, most of it in bulk form, is shipped 
out of the state each year. 

Fluid milk processing and packaging 
are undergoing trends similar to those 
for manufactured dairy products. In 
1935 there were about 550 fluid milk 
plants in Minnesota. compared with 
only 104 in 1967. The average volume 
of milk handled in each plant has 
grown rapidly. Today the 26 plants in 
the state, which each handle over 10 
million pounds of milk annually, process 
nearly 87 percent of the fluid milk. 
Major factors in these changes have 
been new technological developments 
that have enabled large plants to sen·e 
a very large marketing area at rela
tively low costs. 

Many other changes in fluid milk 
processing have had an effect on the 
structure of the market and the nature 
of competition. One has been the major 
shift from glass to paper containers. 
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In the Twin Cities market, the propor
tion of milk sold in glass declined from 
76 percent in 1950 to 29 percent in 
1963. The increase in the use of paper 
has been concurrent with the increase 
of fluid milk sales through retail stores. 
Use of the lightweight, compact, dispo:;
able paper container has facilitated the 
sale of milk over much wider market 
areas and hastened the exit of many 
small milk firms. 

Another major shift in milk distribu
tion has been from home delivery to 
store sales, which has paralleled the 
rise of supermarket merchandising. In 
the 1930's it was not uncommon for 70 
percent of all milk sales to be on home 
delivery routes and only 30 percent on 
wholesale routes. In the Twin Cities, 
the increase in wholesale sales was 
from 52 percent of all milk in 1950 to 
73 percent in 1961. 

Wholesale distribution permits large 
per unit cost advantages. However, the 
control of the majority of milk sales 
by large chainstores tends to improve 
the bargaining position of these store3 
and may weaken the market power of 
milk dealers. When the chainstore sells 
milk under its own private label (rather 
than under the processor's label), its 
bargaining position may be enhanced 
even more. 

The threat of vertical integration into 
milk processing by chainstores is caus
ing concern in the dairy industry. This 
development has occurred in major 
markets in Illinois, Michigan, Ohio. 
Pennsylvania, and other states in the 
last year or two. This distribution 
method is spreading and could be part 
of the Minnesota milk market picture 
in the years ahead. 

Production 

In 1966 over 53 percent of the farms 
in Minnesota reported having milk 
cows. Production of milk and cream on 
these farms accounted for about one
fourth of Minnesota's cash farm in
come. A 1964 survey by the Minne3ota 
Crop and Livestock Reporting Service 
showed that 76.8 percent of the dairY 
producers sold manubcturing grad·e 
milk, 13 percent sold milk as cream, 
and 7.4 percent sold fluid grade mille 
The remaining 2.8 percent produced 
milk for home use only. 

The production sector of the dairy 
industry has undergone import3nt 
structural changes and evidence points 
to continued changes in the future. 

Number of milk cows and production 
per cow. Since 1945, cow numbers have 
dropped, though there have been inter
mittent periods of relatively const1nt 
numbers (figure 4). Numbers remained 
quite constant from 1960 to 1964 with 
sharp decreases in 1965 and 1966. A 
projection of cow numbers to 1976 
shows a continued downward trend. 
Important factors influencing the recent 
decline in cow numbers have been (1) 
relatively good production alternatives 
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Figure 4. Milk cows on farms and milk per cow, 
Minnesota, 1945-66 and projections to 1976. 

compared to dairy, (2) high prices for 
beef, making the culling of dairy herds 
more attractive, (3) good off-farm em
ployment opportunities, and (4) farmer 
dissatisfaction with dairying. 

Since 1945 the trend in milk produc
tion per cow has been upward at a 
relatively constant rate (figure 4). By 
1976, average production per cow in 
Minnesota is expected to be at least 
11,200 pounds. 

Many herds currently are achieving 
yields substantially higher than the 
state average of about 9,000 pounds 
per cow. For example, average produc
tion per cow for Dairy Herd Improve
ment Association herds was 12,429 
pounds in 1967. Through improved 
breeding, selection, and feeding, maxi
mum production per cow has increased 
substantially over time. Some herd av
erages are presently near 20,000 pounds 
per cow. 

Number and size of farms. The num
ber of Minnesota farms reporting milk 
cows decreased 28 percent from 1960 
to 1966 (4.5 percent per ye:tr). In ab
solute terms this represents about 23.800 
fewer farms. 

There also has been a dramatic shift 
in herd size distribution. Figure 5 illus
trates that herds with 1 to 9 and 10 to 
19 cow.:; decreased 48.5 and 35.5 percent, 
respectively, from 1960 to 1966. At the 
same time the number of herds with 
30-49 and over 50 cows increased 62 
and 106.5 percent, respectively. The net 
result is 28 percent fewer dairy herds 
and a shift towards larger herds. 

The number and size distribution of 
farms reporting dairy cows were pro
jected to 1976 assuming that the trends 
and conditions in the period 1961-66 
will persist in the future. By 1976 an 
estimated 18,600 farms will leave dairy
ing either because the operators have 
quit farming or have dropped their 
dairy enterprise. Herds with 1-9 and 
10-19 cows will decline rapidly. They 
will represent only 35 percent of the 
dairy herds and 17 percent of the cows 
in 1976, compared to 60 percent of the 
herds and 38 percent of the cows in 
1966. Herds with 20-29 cows will de
cline to an estimated 13,457 herds by 
1976. Increases are projected for num-

ber of herds with 30 or more cows. By 
1976 an estimated 35 percent of the 
dairy herds will have 30 or more cows. 
They will account for about 58 percent 
of the cows. 

If the projections are realized in 1976, 
total milk production in Minnesota will 
be slightly less than 11 billion pounds. 
This amount is higher than present pro
duction but slightly less than the 1964 
record. 

Income potential. The income poten
tial of the future dairy farm will de
pend on a number of factors, including: 
(1) milk prices, (2) production costs, (3) 
technology, (4) production per cow, (5) 
feed crop yield, and (6) farm size. All 
but the first will reflect the operator's 
management ability. 

To evaluate income potential, several 
farm situations are compared below. 
Comparisons of net returns are made at 
two levels of production per cow and 
four levels of input prices (table 2). The 
returns to labor figures are residuals 
remaining after a return is paid to capi
tal and allowing an annual depreciation 
for all dairy facilities and machinery. 

At 1968 input prices, a $4 per hun
dredweight (cwt.) milk price, and 12,000 
pounds production per cow, the 40 cow 
dairy farm (265 acres) could return 
about $9,000 to the operator's labor and 
management. A 10, 20, or 30 percent in
crease in input prices would reduce 
labor returns to $6,334; $3,662; and $989. 
respectively. 

Improved production per cow sub
stantially improves labor returns over 
increased feed inputs cost. Clearly, 
10,000 pounds of milk per cow would 
not be adequate in 1976, since input 
prices will continue to rise. 

These data indicate the potential for 
obtaining high returns from dairy farm
ing at current manufacturing milk price 
levels. They also suggest that net re
turns for many small Minnesota dairy 
farms already are very low. 

Policies for Minnesota's Industry 

The outlook for the dairy industry is 
not bright. On the demand side, per 
capita consumption of several major 
products is dropping. Overall, the total 
milk equivalent of dairy product con
sumption is almost stable. Substitutes 
threaten and export prospects appear 
bleak. On the supply side, costs con
tinue to increase. What then are the 
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Figure 5. Number and herd size distribution of 
farms reporting milk cows, 1955-66 and projections 
to 1976. 

alternatives for dealing with these 
problems? Several types of action can 
be undertaken: action by individual 
producers, group action through the 
market, and public action through gov
ernment programs. 

Individual action. Dairy producers, 
acting individually, may improve their 
prospective income position .by increas
ing their productive efficiency in dairy
ing, by shifting resources to more profit
able farm enterprises, or by seeking 
more remunerative off-farm work. 

Efficiency can be gained through in
creased herd size, adoption of new 
technology, and herd improvement. For 
example, at current prices, if milk pro
duction per cow is increased from 12,000 
to 17,000 pounds per year, net returns 
to management and labor jump from 
$9,006 to $14,852 for a 40 cow herd. In
creasil"g the herd size also substantially 
lowers average production cost. Consid
ering the longrun outlook for milk 
prices and production cost, this adjust
ment is inevitable for producers who 
stay in business. 

Dairy producers may be able to shift 
to alternative farm enterprises that 
have higher returns. This kind of ad
justment has been occurring for many 

Table 2. Estimated net returns to operators of efficiently organized one and two man 
farms at several levels of production cost with milk prices at $4 per cwt. 

Cost level 
------

At 1968 input prices 
Costs up 10 percent 
Costs up 20 percent 
Costs up 30 percent 

40 cow dairy farm 

Production per cow 

12,000 17,000 
pounds pounds 

-~ --~-

9,006 14,852 
6,334 12,180 
3,662 9,508 

989 6,835 
----- -----------

77 cow dairy farm 

Production per cow 

12,000 17,000 
pounds pounds 

~--------

dollars . 
16,744 28,832 
11,993 23,749 
7,240 18,666 
2,489 13,583 

---------- ""---~ 
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1ears and probably will quicken in 
1ears to come. Many farmers are shift
ing to cash crops, cattle feeding, or hog 
oroduction. In the northern and east 
;entral areas of Minnesota, alternative 
farm enterprises are more limited be
cause low priced local grain for cattle 
finishing and hog production is not 
wailable in large quantitites. 

Another alternative for milk pro
ducers is nonfarm employment. It may 
::Jffer the best longrun alternative for 
people entering the labor market for 
the first time. Moreover, the movement 
::Jf young people to nonfarm employ
ment also improves income prospects 
Eor those who remain on adequate-sized 
dairy farms. For older persons already 
on inadequate units, the adjustment to 
nonfarm work is likely to be difficult. 
Nonfarm jobs for these people may 
involve equally low incomes and diffi
cult personal adjustments. These pro
ducers may find themselves "boxed in" 
and settling for low incomes in dairy. 

In any case, the number of dairy 
farms in 1976 may be less than two
thirds the current number. Production 
from many of these units will be more 
than double the current level and in
comes will be satisfactory. For many 
others, low production and low incomes 
will persist. 

Group action. Producers, through 
joint undertakings, can achieve gains 
in the marketplace that are unavailable 
to individuals. Efficiencies may be 
achieved through consolidation and 
merger of existing cooperative proc
essing and marketing facilities. Research 
in the Department of Agricultural Eco
nomics has shown that processing costs 
per cwt. of milk at the smallest butter
powder plant may be double those of 
the largest plants. 

Similar cost advantages exist for 
larger cheese plants. Although the 
trend toward larger processing facili
ties is occurring in Minnesota, personnel 
and management factors make rapid 
change difficult. 

Larger producer organizations can in
crease the bargaining power of farmers 
relative to processing and marketing 
firms. The National Farmers Organiza
tion has attempted to do this on a broad 
national scale. There are limitations on 
large gains, however. The control of 
output large enough to bring about a 
sustained price increase has been and 
will be difficult to achieve. Withholding 
of milk is much less effective when the 
government is buying to support prices 
or is holding large stocks as a result 
of previous price support activity. 

Some recent regional dairy consoli
dations also offer some possibility of 
bargaining success. Examples are Asso
ciated Dairymen, a federation of 31 
cooperatives in the Midwest and South. 
Twin City Milk Producers Association 
in Minnesota is a member of this or
ganization. The Great Lakes Dairy 
Federation is a similar organization that 
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operates in Michigan, Ohio, and Penn
sylvania. These organizations have 
managed to boost fluid milk prices 
above the federal order minimum for 
short periods. Gaining longrun price 
increases is more doubtful. 

Success in establishing high fluid milk 
prices could stimulate more rapid de
velopment and wider consumer accept
ance of fluid milk substitutes. Increased 
output in response to higher farm prices 
also may undermine current price in
creases. 

Milk producers can increase bargain
ing power through additional vertical 
integration into marketing. Many large, 
successful farmer cooperatives currently 
are integrated firms. These organiza
tions integrate assembly, processing, 
and distribution to retail stores and 
chains for several dairy products. In 
fluid milk markets, some have inte
grated all the way to final consumers. 
Profits from marketing are used to in
crease a producer's returns from milk 
production. At the same time, the large, 
efficient cooperatives help to keep pri
vate marketing firms operating at com
petitive price levels. 

The large integrated cooperative mar
keting agencies can improve the com
petitive position of dairy products in 
another way. They have the facilities 
and financial resources to conduct ma
jor product promotion and research ac
tivities. Successful efforts of this variety 
can improve the demand for dairy 
products or at least forestall some de
creases. Such activities generally are 
beyond the reach of small firms. 

Government assistance. Two major 
programs already exist to maintain 
prices and orderly marketing for dairy 
products. They are price supports and 
federal orders. Manufactured milk 
prices are supported through govern
ment purchases of butter, nonfat dry 
milk, and cheese. The price support 
level for milk is specified at a given 
percentage of parity. When necessary, 
changes in the support level are made, 
usually annually. Purchase prices for 
the products are then set so that the 
desired milk price level is maintained. 
Since 1950, the milk equivalent of prod
ucts purchased for price support has 
varied from 0.1 to 8.6 percent of total 
milk production. Congress and the pub
lic have not indicated strong opposition 
to this program. Should purchases be
come a major proportion of total sup
ply, considerable opposition to the pro
gram would develop. Lower support 
rates then might follow. 

Several new programs have some po
tential for protecting dairy markets and 
maintaining or increasing prices in the 
short run. The Class I base program, 
authorized by the Food and Agricul
ture Act of 1965, provides a mechanism 
whereby surplus milk production in 
federal order markets is discouraged. 
This program permits the establishment 
of a base for each producer according 
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to the market's fluid milk needs. A pro
ducer receives the high fluid milk price 
on his base milk quantity. For milk in 
excess of base, he receives a price equal 
to its value in manufacturing uses. This 
may be sufficient to discourage surplus 
production in many areas of the coun
try. The blend price system now in ef
fect does not provide this incentive. 

A program using a direct subsidy 
has been proposed by various groups. 
This program would let the market 
price of butter seek its own level. A 
payment would then be made to butter 
processors which would allow them to 
pay for milk at some specified price 
level. This program probably would 
develop into subsidy on all butter-fat
using products, as did a similar Ca
nadian program. 

The development of fluid milk sub
stitutes has added strength to the argu
ment for changing the pricing of milk 
fat. Adjusting the price for milk fat has 
received impetus since the recent 
clamor over filled milk. Dropping the 
butterfat price down to the level of 
competing vegetable fats would elimi
nate the incentive to substitute vegeta
ble fat for butterfat in filled milk. How
ever, as long as the overall average 
level of fluid milk prices is maintained 
at about the current level, there will 
still be a potential market for a com
plete nondairy beverage. 

For years the dairy industry has 
sought to protect its market through 
direct control over competition. Restric
tions and taxes on the sale of colored 
margarine were effective for a while. 
Over time, these restrictions have been 
eliminated and margarine has taken a 
dominant share of the table spread 
market. This experience should be in
structive in the debate over programs 
designed to impose restrictions on the 
sale of imitation milk. 

Competition from imports has been 
controlled principally by import quotas. 
Within the last year, imports of dairy 
products were reduced through the im
position of tighter quotas. The controls 
are used to protect the domestic price 
support program; they are not designed 
to raise internal prices themselves. 

Congress is under strong pressure to 
legislate fixed quotas on dairy products. 
A strong effort by protective agricul
tural interests could push such a pro
gram through. Tighter import controls 
on dairy products would be inconsistent 
with a stated national commitment 
toward freer trade. Retaliation by for
eign nations could cut into export mar
kets for a number of farm products, 
including certain dairy items. 

On the home front, Minnesota has 
long supported the elimination of trade 
barriers on dairy products within the 
United States. These trade barriers 
have taken several forms. One such 
barrier is the federal milk order pro
vision that imposes compensatory pay
ments on milk supplied from nonregu-
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lated areas. The effect of these pay
ments is to reduce or eliminate the flow 
of milk from low cost to high cost pro
duction areas. Other barriers include a 
variety of sanitary and production re
quirements that are unrelated to qual
ity. Any reductions in the barriers to 
milk flows within the country will 
benefit Minnesota's dairy industry. 

Policy Possibilities 

Several policy changes that can im
prove and strengthen the competitive 
position of Minnesota's dairy industry 
are discussed in this section. They do 
not represent "solutions" to all prob
lems. Rather, they are suggestions that 
will be helpful in the difficult adjust
ment process. 

Higher producer efficiency. Increased 
herd size and increased production per 
cow on Minnesota dairy farms are im
perative. These changes can be 'peeded 
through better extension education, 
more applied research, and easier ac
cess to needed credit. Several factors 
tend to retard these adjustments. 

1. Many existing dairy buildings and 
much of the equipment is old and has 
few, if any, alternative uses. A dairy 
producer may achieve reasonable net 
returns for several years by continuing 
to operate his existing dairy farm at 
a low efficiency level rather than in
vesting large sums to improve his long
run potential. This would be particu
larly true for older operators. 

2. The high capital inves~ment need
ed for new dairy technologies may 
make it difficult or impossible for many 
farmers to acquire them. Today's prices 
and credit arrangements limit the ability 
of farmers to accumulate capital. How
ever, future emphasis probably will be 
placed on management ability rather 
than equity in loaning capital funds. It 
will be easier for good managers with 
little equity to obtain adequate capital 
for herd expansion. 

3. The difficulty in obtaining land in 
large adjacent units is increasing. An 
alternative to expanding the operation 
through land acquisition may be to 
intensify dairy operations on existing 
land. Feed production could be left to 
someone else. 

4. The problems encountered in re
cruiting, training, and supervising hired 
labor will be a significant drag on the 
development of large, high return units. 
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Regional consolidation of processor 
groups. The advantages of large-scale 
operating units include technical effi
icency, the ability to attract superior 
management and operating personnel, 
and the capacity to incur the risks of 
technical and marketing innovations. 
In Minnesota, these opportunities have 
produced a dairy processing industry 
that is stronger and more efficient than 
it would have been otherwise. But con
siderably more progress needs to be 
made. Vigorous programs to promote 
growth, consolidation, improved effi
ciency, and bargaining power are neces
sary both in the state and regionally. 

Revision and expansion of the federal 
order program. Altering the federal 
order program to include the manu
facturing grade milk areas and to con
solidate federal order markets into re
gional or national orders may substan
tially benefit the Minnesota dairy in
dustry. Such changes could eliminate 
many of the inequities now created by 
the program. Specifically, they could 
prevent high prices for Huid milk pro
ducers being achieved at the expense 
of manufacturing grade milk producers. 

If the federal order program can in
crease returns to dairy farmers through 
the price mechanism, then these gains 
would be distributed among all pro
ducers. Manufactured dairy product 
markets then would not be the dump
ing ground for surpluses generated by 
high fluid milk prices. 

Under current pricing methods in 
most U.S. markets, individual producers 
receive a uniform payment per cwt. 
It is a weighted average price reflecting 
different prices for the various milk 
classes and the overall proportion of 
milk used in each class. So the pro
ducer values an additional unit of milk 
production at the average price for milk 
in all uses. However, the value to the 
market of each additional unit is gauged 
more by the lowest class price. This 
failure of farm prices in fluid markets 
to inform producers of the relatively 
low value of additional milk has con
tributed to the expansion of output 
beyond that needed for fluid use plus 
reasonable reserves. 
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A two price system g1vmg accurat! 
information to producers about th" 
value of additional milk output would 
be beneficial. Over time such a chang .. 
would help balance fluid needs and 
available supplies. 

This method of pricing milk, author. 
ized by the Food and Agriculture Act 
of 1965, is called the Class I Base Plan. 
There seems to be no reason why th•• 
plan could not be used with regional 
or national orders. A Class I Base Plan 
is now in effect in the Seattle markel. 
Careful study of its operation should 
be made to see if the method can b.• 
extended. 

Policy on substitutes. Curtentf'Y, 
members of Minnesota's dairy industn· 
are deciding whether to support or op. 
pose compensatory payments on filled 
milk. Widespread use of filled milk in 
other sections of the country could 
cause large expansion of the demand 
for nonfat dry milk produced in Min
nesota. Furthermore, if higher price:; 
are imposed on filled milk, the con
sumption of complete nondairy bev
erages could be accelerated. In thi:; 
case, both fluid and manufacturing milk 
would lose markets. 

Another proposed solution to the 
filled milk problem is to reduce butter
fat prices so that it is no longer profit
able to substitute vegetable fat for but
terfat. However, this implies a sub
stantial reduction in butterfat prices 
Such a move might temporarily solw 
the filled milk problem in fluid milk 
producing areas, but there could be 
detrimental consequences for manufac
tured milk areas. A sizable drop in 
butterfat prices not offset by price in
creases for the nonfat components 
would lower manufactured milk prices 
to producers substantially below cur
rent levels. 

Thorough study of the dairy substi 
tute problem should be undertaken be 
fore settling on a final policy. But th<' 
lesso:1 of the butter-margarine contro 
versy should be remembered. Legal re 
strictions on the sale of margarine diC 
not save the butter market. 1.1 
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