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Summaries of Several Studies Concerning
State Milk Control

INTRODUCTION

Seventeen states ;/ regulated milk prices in some respect during 1954 under
authority granted by their respective Milk Control Laws. Hearings on proposals
for an Ohio Milk Control Law are being held for interested parties.

The purpose of this report is to point out some of the information which is
available and pertinent in this area so that all parties can be better informed
when it becomes necessary to render a decision.

In addition to the summaries included in the following pages of this report,
The Dairy Situation 2/ issue number 242, dated April 16, 1954 included a section
on the 'Role of Governments in Pricing Fluid Milk in the United States.” This
article reviews both federal orders and state milk control laws on pages 21
through b4,

The summaries included in this report are not the only studies aveilable
but represent a few of the more recent publications.

One important recent study, not summarized in this report because of its
length, is "Milk Control Programs of the Northeastern States" §/ by Leland Spencer
and S. Kent Christensen. Copies and summaries of this publication may be obtained
by writing Leland Spencer.

A section of the report issued to the Ohio Farm Bureau Federation by Drs.
Pierce and Butz of Pennsylvania State College deals with the Scope and Function
of Selected State Milk Control Agencies. This report, entitled, Economic Con-
siderations of the Market Milk Situation in Ohio, is available from the office
of the Ohio Farm Bureau Federation, Columbus, Ohio.

If anyone reading this report desires the complete bulletins from which these
summaries are taken, they should obtain them directly from the respective insti=
tutions. '

;/ Oregon discontinued milk control in November 1954, thus only 16 remained
at years end.

g/ The Dairy Situation is published by Agricultural Marketing Service, United
States Department of Agriculture, Washington 25, D.C.

§/ Milk Control Programs of the Northeastern States, Northeast Regional Publi-

cation #21, Bulletin 908, Cornell University Agricultursl Experiment Station,
Ithaca, New York, November 195L.
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The following is a summary of "Distributor Knowledge And Opinion Of State
17ilk Control In Pennsylvania," published by the Department of Agricultural
Economics and Rural Sociology, The Pennsylvania State College, State College,

Pennsylvania in February, 1953, It is from a study at Pennsylvania State
College,

"Operation of a milk distribution business within Pennsylvania presupposecs
a limited amount of knowledge about State milk control inasmuch as a dealer
must be familiar with certain control regulations in order to maintain a license,
This study was undertaken to »rovide some indication of dealer knowledge of

milk control and also to determine how decalers fecl about existing practices of
milk centrol,

Dealers evidenced a rather broad knowledge of the mechanics involved in the
State's milk control programe They were generally welleinformed regarding the
Commissionts designation of the marketinz area in which they operated, the
time and place of price-hearings, and the legal counsel representing their group
at hearingse liost dealers rclied upon legal counsel and upon organization
delegates for adequate represcntation at price~hearingse

Dealer reaction to the concept of milk control was generally favorable with
only nine per cent of the dealers expressing unfavorable opinions, The particular
functions of the liilk Control Commission which met with least approval were
regulation of trade practices, requiring dealers to furnish bonds, and establishe
ing minimum resale prices,.

Distributors in general felt that costs were and should be the prine¢apal
element in the Commissionts price=setting deliberations, Dealer support was
somewhat greater, however, for using distribution costs in establishing resale
prices than for using production costs in setting producer prices,

liore than onc=half of thc 87 dealers contacted felt that their interests
were adequately represented under the present procecures followed in setting
producer and resale pricese Dealer representation on the Commission and special
meetings with the Commission were mentioned frequently by the 25 dealers who
believed their group should have greater representation,

Dealers expressed decided opposition to nearly all suggestions designed to
increase the regulatory powers of the }Milk Control Commissions Proposals to
invest the Commission with the powers to regulate the number of distributors in
a market area or to establish and enforce production standards upon producers
were strongly opposed by dealers, Distributors were about equally divided on
their opinions toward extending the Commissiont's powers to include mandatory
maximum pricing,

The general consensus among dealers was that State milk control had helped
the dairy industrye Dealers belicved that benefits had been derived primarily
from the Commissionts power to establish minimum producer and resale prices, and
a considerable number of distributors thought that the Commission'!s responsie
bilities in maintaining an “orderly marketing" of milk had been advantageous to
dealers, Disadvantages of control were stated by only a small proportion of
the total number of dealers interviewed, with criticism leveled primarily at
the Commissionts cenforccment program,
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The study achieved only limited success in attempting to uncover those
elements which were most influential in formulatin: deeler opinion about nilk
controles Nonc of the factors analyzed produced statistically significant
rclationships between the opposcd and umnopposced gioupse Howevery tiro elementsee
present position in business and dealer opinion of profit situation--appecared
to be more important than othcrs in shaping opinions toward milk control,

liorc than three—fourths of all distributors interviewed approved of scasonal
nricing as a ricans of smoothing out variations in milk production betircen scasonse
Dealers preferred a scasonal pricing plan built around variation of the Class I
price rather than the Fall bonus or "Spring-Fall deposit-arithdrawal" planse
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The following is a summary of "Producer Knowledge and Opinion of State
liilk Control in Pennsylvania," Published by the Department of Azricultural
Economics and iiral Sociology, The Pennsylvania State College, State College,
Pennsylvania,

Dairy farmers in Pennsylvania have been operating under milk control
since the mid=thirties, From this backzround of experience, this study
attempted to find out what producers know about regulatory measures and how they
feel about milk control,

Approximately one-half, 52 per cent, of the 1, 121 producers inter=
viewed knew that a governmental agency established milk prices. Comparatively
large numbers of producers believed that dealers or producers? cooperatives had
the responsi ility of setting milk prices, and one-sixth stated frankly they
did not knowr how prices were determined,

Nearly 90 per ccnt of the informed procducers knew that public hearings
represented the established procedure for price~deliberations; but knowledge
about location and time of »rice~hearings was much less widespread,

Producers twere rather noorly informed about Class I and blend prices
existing at the time the study was conducteds Less than one-=fifth could
estimate the Class I price within a 52,00 ranze and only 17 per cent could state
the month in which the most recent change in the Class I price had occurredy
Producers evidenced a somewhat better knowlecge of blend prices, with tiwow
thirds estimating the blend within a 32,00 range. The authors sugsested that
one plausible explanation for limited knowledge of milk prices lies in the
transfer of "price-responsibilities" from the individual shinper to the »roducing
group!s representatives Several additional points -rere made regar-ding the
inability of many producers to respond correctly to questions about milk
prices: 1) limited knowledze may have been the result of greater producer
interest in size of milk check than in price of milk, and 2) the study may
have underestimated producer knoirledre of prices inasmuch as some nrocucers
chose not to state a price if they ware wncertain about the correct prices

Among the informed group, neairly three=fourths of the producers fave
ored continuation of milk control, But among uninformed »>roducers less
than one-third approved of cortrols IKnowled-e about millk control appeared,
therefore, to be an imporvant elenent conditioning producer approval of
control,

The majority of procucers, 6L per ceat, thought that the farm nrice
of milk was below cost of production., IHowever, producers generally attrie
buted this unfavorable cost=return situation to a low relative price for
milk rather than to excessive profits among milk distributors,

Informed producers displayed gre. test approval torard the Coimissionts
responsibilities of checliing on dealer weights and tests and boncing of deale
ers, The Commission!s powcr to regulate trace nractices in nilk distribute
ion was favored lecasts The informed group as a whole was cecidedly onposed
to any widening of the regulatory functions of a control agenc:

Approxinavely two-Lifths of the informed shinpers lmew that thce Cone
mission did consider costs of production in establishing milk prices, although
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three=fourths felt that costs should be used in price-delibcrations. liost
shippers felt that nroducers! costs of producticn should reflect the avere
age cost of all produccrse Further, more than four-fifths of the informed
group staucd that reduced costs of production would e the only valid reaw
son for a Commission cecision to lower the farm price of milk,

Two—thirdas of the ihformed shipners thought that the prcsent proced—
ures followed in establishing milk prices did nrovide producers writh an op—
vortunity to influcnce priccs. However, a relatively large number felt
that producers had not taken full advantapge of this opportunity., Producers
generally felt that "one of their own!" couvld best present procducer testi-
mony at public hearings,

Ferer than onc in ten of the informed groups belicved that millk con-
trol had been detrimental to the market milk industr;, whercas, nearly two-
thirds of the producers -rerc convinced that the industry nad benefited from
the State nilk control pronram. The chief advantases of control, accord-
ing to producers, resulted from the Cormissionts power to establish minimum
producer prices,

Comparatively larce segments of the uninformed group — those that
did not know that a governmental agency established nilk price —— felt that
milk prices should be set either by producers or throush bargaining beticen
producers anc¢ dealcrse The analysis indicated also that about one-~fourth
of the uninformed producers wio opnosed nilk control in 1948 rould favor ine
troduction of reguletory measurcs during a prolonged pcriod of depressed
prices,.

The study demonstrated that three forces =~ yecars of formal cduca-
tion, size of farm business and absolute size of dairy enterprise —- were
relatively iuportant factors associated with producer knowled-e about nill
control, Geograpnical location of producers appeared to have little effect
upon knowledge, hovever shippers in the northnrestern area did disnlay less
knowledge of control tiwan produccrs in other areas of the State.
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The following is a sumary of a recent study by the llational Grangee The
study is entitled "Barriers to Increased Consumption ol Fluid Milk" and has
been published as a special report by the National Graage in January, 1955

In swmerizing this study ol current barriers to increasecd consumption of
fluid milk, we {ind thats

1. Uilk production is increasing in the United S*tates and cannot readily
be cut backe Large surnluses of nanufactured dairy nroducts have already been
accunulated by the govermment in connection wwith dairy nrice support operations
and these stocks are liliely to continue large in the months alead, For these
reasons as well as the long-range objective of improved nutrition for Americans,
increased ner-capita conswaption of dairy products--and especially fluid milicw—
is urgently needed,

2o lierchandising of mill and dairy products has been consistently weak
over a period of many vearse Althoush about half of the adult population seldom
or never drinks milk, little direct sales attention has been ;iven to this
important consumer groupe lNearly two-thirds of the Auerican population are 20
years of age or olders, This represents more than 100 nillion milk consuners or
notential mill consumers, lodern "selling" techniques have not been employed on
a widespread basis. Liuch of the sales elfort that hes been iade, even on a
limited basis, has been directed toward nill: conswintion by children, the age
group within our population "riiich already has the aishest level of consunptions
During the past year, however, a most promising and constructive program of
sales and research has been inaugurated by the American Dairy Association,

3, Many individuals and organizations in the incustry have had a complacent
attitude voward the dairy situatvion and have resisted »rocressive changes in
incustry practices that would have led to greater conswiption. Store sales of
milk, paper milk cartons, and nulti-quart containers such as gallon jugs are
exanples of the market develovments which have been onposcd, This resistance to
change from the status quo persists in many nlacess

Le The industry--ieaning procucers, c¢istributors, dealers, labor, and other
important elenents ol the uilk business--=has failed to cevelon effective,
industry-wride coordination and leaderships Inlustry-wide plannins and programming,
in connection with many of the problems now confronting industry, is laciiing at
both national and state levels, There is no single or:anization to represent all
major elements of the industry or serve as a coorcdinating center for these ele~
ments. One result has been in-fishting within the industry to the detriment of
dairy saless

S5¢ Milk delivery labor unions, in an effort to protect the home delivery
system, have resisted store sales of milk and also padncr and mulivi-quart milk
containers, In addition, these unions have supported wholesale and retail price
controls which tena to block vigorous merchandising and price conpetition in
the fluid milk market,

6o Local sanitary and health regulations throushout the country have
frequently been used to restrict or eliminate outside comsetition in local milk
markets, There is evidence that many local sanitary cocdes are excessively
detailed anc¢ over-zecalously enforced, adding winecessarily to the cost of pro-
duction and to the difficulties of intra-state and intei-state milk sales,

State health and licensing regulations have also becen used to restrict competi-
tive marketinze The present codes, which have served the public health interests
of the nation well, could be advantageously simplified, modernized, and unified.
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Te State control of wholesale and retail milk prices has clininated price
competition for all niractical purposes, has handicanned erficiency and innovation
in the industry, has caused controversy and consumer ill-will, and has led to
wasteful and illegal trade practices. Thesc results have nurt consumptions In
most stvates with resale price control, consuzers in the cities have been able
to realize little if any price advantace from the efficiencies inilerent in store
and multi-quart milk merketing, Markst stabilising advantages claimed for resale
price control have been achicved in other states through the control and pro-
tection of producer prices only, The conteation that resale pricing prevents
monopoly developnent does not appear (o be suprorted by the facts; in some respects
resale price control actually encourages monopolistic tendencics in the markete
fesale price control has apparently been cifective in preventing "price wars,"
buv producer drice protection and wnfair trade practice statutes provide a less
costly and equally effcctive aliternative,

8. The application, interprctation, and administration of certain federal
laws has contributed to some confusion ancd conflict in the industry., No clear
dividing line is understood by the industry betiveen the decrce of accepntable
competition enforced by anti~trust laws, and the prohibitvions against unfair
competition enforced by the Federal Trade Acte Therc is also an adparent incone
sistency, in philosophy at least, betivecn enforced cormetition under the anti-
trust laws and rcstricted competition sanctioned by the Azricultural narketing
Agreement Acte The lack of uwniformity in federal milk markoting orders and the
complexity of pricing formulas have also brouzht market complicatbionse

9¢ Milk sales have been hampered as Ainericans have Lecone increasingly
weilght and calorie conscious, The notion that nilk is a fattening food has
gained credence, Some custoners, as a consequence, nave reduced or climinated
their milk consumptione Others have turned to drinking skim milk, or to nilk
with a low fat contents The concern about personal weight, and the relation of
this concern to milk consumption, has been most prevalent among womene
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This is the swmmary of the problems of the 1iilk liarlet Control Law in )
Virginia, The bulletin, No, LLL has been published by the Agricultural Ixperil-
ment Statdon, Virginia Polytechnic Institute, Blacksburg, Virginia, in Junc, 1951.

"The Virginia Legislature with the support of a large scgment of the fluid
milk industry has concluded that it is necessary to rejilate the dairy industry
to promote the public welfare, This conclusion follows from the assumption that
the market for the milk industry becomes highly unstable under the type of com-
petition normally operating in the industry, The industry has supnorted efforts
to partially remove itself from the unstablizing influence of these forceses One
of the results has been the enactment of the Lilk and Cream Act of 193lie

This Act crecated the State Liilk Commission and provides for intensive
regulation of the fluid milk industrye. The povers cranted are broads The
highest court of the State has ruled on tiro occasions that thesc powers are with-
in constitutional limitse

The State IIilk Cormission has been charged with the Herculean task of
regpulating the industry, On the basis of stated aims, logically thc job would
secm to be that of providing the minimum regulations nccessary to rcduce the
wide, unstablizing fluctuations and allo:ing the maximum amount of freedom of
action consistent with this goals The industry, however, has not been inclined
toward this approach and has insisted that thc Commission establish detailed
standards by which the dairy industry opcrates, Apparcntly it is hardly realized
that for an agency to make all the decisions tha’ ordinarily would be determined
by the day=to~day forces of competition, the industry must bg highly regimented
and the agency be of a size capable of doinz the jobe

The procedures required by law and those resorted to by the Commission to
accomplish the purposes and aims of the Act result in a number of problems and
difficulties as noted in the folloring paracgraphse

A public hearing at which evidence is presented voluntarily is required
before the Commission takes any action affccting the market in gencrale The
hearing is only the initial step, howevere A process of bargaining, ncgotiation,
and compromise between industry groups with the Commission serving in the dual
capacity of mediator and arbitrator begins immediately after the hearings Resort
to this wvrocedurc of recaching a decision by controversy and negotiation between
the interested partics rather than on the basis of objective standards or criteria
is an incvitable result of the inadequacy of cvidence derived from the hearing
or available from other sourccs, Complete and accurate factual information is
required for arriving at independent decisions which can be firmly supported in
the face of strong pressurcs likely to be cncountercde It 1s unlikely that data
can cver be adequate for all such decisions pertaining to an industry having
characteristics of the. dairy industryes

The control apgency has not attempted a dircet policing of the industrye
Rather it depends heavily on its power to grant or withhold certain privileges
to sccure compliance with its regulations, Inforcement is also predicated on the
voluntary cooncration of a major part of the industrys, For this rcason the
Cormission has considered it cxnedient in many instances to derive the regulations
from the highest common denominator obtainable from a compromise between the
interested groupse

The inadequacy of factual data on which to base indenendent decisions and
the necessity for negotiation to sccure voluntary cooperation places the control
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agency in a yulnecrable positions This procedurc and approach invites the danger
of crcating a mcchanism through which the milk industry is able to stabilize
itself by unduly restricting competition throush wutual agrecment which might
otheririse be prohibited by lawe

Frecdon and casc of cntry to the market arc csscntbial to a compectitive
enternrisce systems, The proccdurc wnder the regulations of requiring licenses
based on cvidence of nced for additional oroduct or scrvice and of cstablishing
a differential price for initial production retards raticr than promotes thesc
aspecise

The mills industry in controlled mark:ts overates under a system of
restricted licenses +/hiich may be refused or revoked for causc, Those issuecd to
distributors arc for snccific arcas of oneration. In somc salces arzas which
include scveral marlkets, individual licensces of ton arc permittcd to operate in
only a specificd scgmont of the salcs arca, roducer licensces tied to a base
or quota systom as provided in the market regulations grant tihc producer a
specific share of the marlet, This authority to issue rcstricted licenscs becomes
a strong weapon for limiving open marlet competition when so uscde

The usc of bases or quotas for produccrs has been standard proccdurc for
controlled marietse The usc of a semi~ closed basc in conjunction with a basc
period and snhecific assignment to distributors is an attempt to make the basc
contribute to scasonal adjustment, market cqualization, and production controle
This trhecfold function adds to the difficulty of administrations

Under the regulations minimun prices arc fixed for both the producer and
conswmcre Lven thouzh only minimums, these prices for the nost part have been
the prevailing prices, The industry has preferrcd to have the sanction of the
Cormission in the form of a price order beforc making changcse

The policy of cstablishing the same mininum retail price for nilk sold in
the storc as delivered to the doorstep diffcrs from historical practicce This
procecdurce was aimed at discouraging storc salcos in support of the objective of
building up volwme per routc in home delivery in an ceffort to reducce unit costse
The assumption prevailed that this would reduce the total marketing bill and
therefore be beneficiale Not only is this debatahle bub it overlooks the
limitations on the consucrt!s opportunity to choosc the amount of scrvices he
wishes to purchasc,

7ith the reduction in pricce competition resulting from fixed prices it
became ciidedient to regulate no-nirice competition alsos Trade pracétices dealing
with scrvices, display facilitics, advertising, denosits and quality were brought
wnder regulation in order to prevent competition in these arcas undcrmining the
cstablished niricese

In gencral, producer~distributors strongly opposcd the regulations in the
carly yearss A nuaber ol the practices by which this group maintained a sliarc of
the market have heen prohibited under the romulationse Their rapid decline
during the last fifteen years may be partly attributed to the coatrol -rograme

Produccrs! coopcrative associatlons occupy an influential positinn under
the reguiationss, They facilitate the functioning of the control agency for the
most parts Procedurcs adopted by some agsociations create difficulties in
adninistering the rcgulationse
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The control agency [inds itsclf in the uncnvicble and diflicult position of
maintaining an open approach to neww developments while oneratin . under a pro-
cedure and mechanism that gives cmphasis to the status:quos Change is aluays
cisturbing, It nultiplies the difficultics of administering until adjustments
heve been macde by all scgnents, DBut cffort should be rade to avold any pro=
cedure that rould give groater voice to the status quo than to thwe pioncers in
such a way as to stiflc progresse

As rcquired by law, the Conmission administers the regulations by marlctse
llarkets arc incxtricably rclated and arc not casily reguleted as scparate
entitics, Many of the requlations that are burdensome o competition have been
nceessitated by this cifort to administer control by markcts in compliance irith
the laws To regulate a market coffcctively as a scparate market it becomes ncces-
sary to insulatec it against some of the influcnces of surrounding arcase

o

Several problems and difficulties inmherent in the prescnt approach to
regulating the deiry industry have been pointed outs As long as it is decmed
acdvisable to cxercisc somc control over the industry, currcnt mcthods of doing
the job should be weighed against alternative approachese One such altornative
rcasonably consistent writh the preovailing concept of private enterprisce might be
projected along the line of (1) apnlying the lawr uniformly to the State as a
whole, taking cognizonce of transportation differentials, (2) cstablishing prices
at the producer level only and on a short-run stop=loss basis, (3) requiring uni-
form and proper accounting of weight, test and utilization of nilk, ond (i) pore
mitting cconouic forces to determine wnarict boundarics, sources of milk, cntry
to the industry and other decisionse, The results that night be obtained from this
approach have not becn analyzed in this study, but it is anticipatcd that further
cffort 1rill be devoted to this cndg"
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