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FEDERAL MARKET ORDERS:
PRESENT AND POTENTIAL USES

E. M. Babb, ]J. O. Dunbar, W. S. Farris,
C. E. French, R.L. Kohls and D. Paarlberg

Department of Agricultural Economics

The marketing order approach in-
volves the establishment of ''ground rules"
under which marketing must take place.
Such ground rules include acceptable market-
ing practices, terms and conditions of sale,
and prices. Marketing orders are based on
evidence presented to the Secretary of Agri-
culture. Once made effective, orders are
binding on those regulated. The orders may
thus be characterized as rules covering pro-
ducer and handler, 1_/ activities which have
the force of law behind them. Marketing
orders may alter market power so as to
improve producers' bargaining position.

Approaches of marketing orders have
been of two types --those emphasizing price,
as for milk, and those emphasizing supply

and demand manipulation, as for fruits and
vegetables. Federal orders cannot regulate
producers of agricultural commodities direct-
ly, but operation of these orders can affect

them considerably. Orders achi their
objectives by the regulation of ha?i?el\{% 2/
(7

/7 /
PRESENT MARKETING omé@
g///

Commodities Covered “:—/}““s presently
written, the Agricultura rketing Act of
1937 and its amendmfen%l reinafter called
Act) limits the nu %ﬁ ommodities that
can be regulated §/\l‘§ ral marketing orders.
The following commodities can be regulated
by ma’rketir{g%fr@ers/, subject to certain ex-

ti 1 restrictions:
cep 1o‘ns4;an\d\\\\s/ trictions
—

Certainly all are aware that now is a time o

) » »
f@m&f erable re-thinking about ways of

solving farmers' many problems. In a recent,rjelease ome of the pertinent issues which
surround the farmer's effort to obtain greatér . baggain‘ing power in the market place were dis -
cussed (Group Bargaining Power for Farm@r\éﬁ\\Mizhieo EC-214, April 1961). In this dis-
cussion one of the techniques suggested r?b\géfhing greater bargaining power wa$§ the use

®)

of Federal or state marketing order

Currently there is conside

1W"hssion over the degree of success the Federal

marketing order approach has}}a;d //whether it should be expanded to cover additional pro-
ducts. These fundamental issues are the subject of this discussion. Study of these issues by
N~ )

farmers, who must be t
position to evaluate the m

Helpful suggestio
Porter.

'rﬁ%tejdecision—makers, should put them in a more informed
e der approach.

for this mimeo were made by P. L. Farris, H.L. Moore and John

1/ As used here, a handler is any marketing agency which purchases farm commodities
for processing and distribution, or otherwise handles farm commodities in the marketing

chain between farmer and consumer.

2/ For details of how orders are instituted and administered and for order provisions

see Aﬁiaendix.



1. Milk 5. Honeybees 3/

2. Tobacco 6. Naval stores 4/

3. Hops 7. Fresh vegetables 5/
4. Peanuts 8. Fresh fruits 6/

9. Turkeys and turkey hatching eggs

10. Filberts,
walnuts

almonds, pecans and

In 1961, soybeans were deleted from the list
of eligible commodities. Turkeys, turkey
hatching eggs, peanuts, cherries and cran-
berries for canning and freezing and appies
both canning and freezing in certain states
were added.

Scope of Orders. - Market orders
have rapidly expanded in the 1950's in terms
of the number of orders and the quantity of
products covered. There are presently 42
individual fruit and vegetable orders and 82
milk orders, for a total of 124 Federal imar-
keting orders. Cash receipts to farmers
from sales of commodities regulated under

3/ But not the products of honeybees.

4/ But not the products of naval stores

other than refined or partially refined ole-

oresin.

&

5/ Only asparagus can be regulat@

for canning or freezing.

6/ Orders cannot be used for p}s
in areas other than in Washington, O
Idaho, New York, Michigan, Marylandy New
Jersey, Indiana, California, Ma rfe\ Vermont,
New Hampshire, Rhode Isla Mas$ sachusetts
and Connecticut, and do not.i de fruits
for canning and freez the than olives,
grapefruit, cherries, cranberries and apples
produced in the states named above except
Washington, Oregon and Idaho. Although
the above fruits intended for canning and
freezing purposes are subject to regulation,
the products thereof are not.

the 124 orders now in effect are expected

to total $5 billion in 1961, or about 15 percent
of total farm income. 7/ About 150, 000 pro-
ducers participate in the fruit and vegetable:
orders, and the farm®value of such products
covered will amount to.about 33 percent of all
cash. receipts to farmers from. these crops in
1961. These orders are found mostly in:the
West. :About 175, 000 producers and 2,200°
handlers participate in Federal milk orders
under which 45 percent of all milk sold at
wholesale is marketed. The milk orders are
concentrated largely in the heavily populated
areas of the Eastern seaboard and the Midwest.

In addition to Federal mark
orders, numerous state marlxetl ejgs
are in operation. Currently, 1

either have general enabling 1§gﬁu n for
the establishment of marl\e/ rs or

have legislation covermg p{ ic lar pro-
ducts. 8/ In addition, ( d%tes have legisla-
0

tion authorizing re ufa\ﬁ% milk market-
ing. In general, é%r rs have the same
objectives as Fed%k ders, but can regu-
late marlxetmg%ly the individual state.
State order{6ftega pr/ov1de a means of collect-

ing mone io@advernsmo and promotion
whiie spé tivities are prohibited as part

of edii\ %ders

There is lack of agreement on the ob-

\\ ’@ctwes of marketing crders. One possible
—reason for this is that different people would

like to get different results from orders.
Another reason is that the purposes of the
Act establishing orders are rather broad.
Thus, the objectives of marketing orders
have been modified from time to time by the

7/-Wall Street Journal, XLII, .No. 12,

Oct. 31, 1961, p.1.

8/ Hoos, Sidney, Nov. 1957. "The
Contribution of Marketing Agreements and
Orders to the Stability and Level of Farm
Income, " Policy for Commercial Agriculture,
Joint Economics Committee, 85th Congress,
p. 318.




administering agency as changes in.economic
conditions have taken place. 9/

The following purposes of marketing
orders are mentioned in the Act:

1. To establish parity prices to
farmers through maintenance of orderly
marketing. 10/

2. To protect the interest of the con-
sumer.

3. To establish standards of quality
and maturity and grading and inspection re-
quirements.

4. To provide for an orderly flow of
supply to market to avoid unreasonable fluc-
tuations in supplies and prices.

In spite of legal and economic limits to the
price and income improvements possible
under present marketing orders, farmers
probably consider only the price effects

of marketing orders to be the most important.

Techniques Used to Achieve Order Objectives

Generally speaking, the technique of
simply restricting total supplies in order to
increase producer prices and incomes has
not been used in marketing orders. As pre-
viously noted, the power to regulate aor@r /

\

9/ Dairy Division, Oct. 1956. Fed
Milk Marketing Orders, Their Establi

(Qut the flew of products,

Terms and Operations, Misc. Pub./7

USDA, p. 8; and Stelly, Randalg%[z%l /60

I\/Izanfl\etl_n(T Milk under Federal rsin

Texas, Texas Agric. Exger Sta. B\uﬁetm
/ )

959, p. 4. x/é//
is_defined as the

maintenance of pric cture and marketing
conditions that are conducive to the uninter-
rupted flow of product to mmarket in the de-
sired quantity and pattern. It provides for
economic efficiency in rnarketing.

10/ Orderly marke

cultural producers directly is not granted
under marketing orders. The objective of
improved producer incomes, however, has
been approached through several other tech-
niques. These might be classified as follows:

1. Developing more acceptable trade
practices and enforcing compliance. In both
the fruit and vegetable and the milk market-
ing orders continual efiorts are underway to
establish rules of business operation which
eliminate doubtful or unethical business prac-
tices among the parties to the oxder. "

2. Developing more acceptable products.

Especially in fruits and vegetabl emphasis
has been placed on policing qu;h JEidards,
uniformity of packs and pack ‘/inb stablish-
ing brands for differentiati 19 roduct, and

the like. Cometimes mini qu lity is es-
tablished and products/l%k& _this minimum

are not salable. /,LU\

("

3. Developing promotion and advertis -
ing approacheg\wﬁ:h\tb\é purpose of increasing
consumer qemﬁg\dS/ Paid advertising and
promouorv q@t perm1tted under Federal
orders K ﬁ/a major activity under many
of the wstate marketing orders. Research and

£ )e/lopment activities, however, are
erm J\tt;ad under Federal orders.

4. Developing regulations to smooth
both seasonally
_within the year and from one year to the next.
~ For both milk and fruits and vegetables, re-
aulations have been evolved which attempt to
reduce the wildly fluctuating levels of Supplies
which sometimes develop. '

5. Establishment of import quotas.
When a commodity becomes regulated under
a marketing order, limitations may be im-
posed on importations of that commodity into
the country.

6. Splitting the market of a product
into parts and controlling the amounts offered




for each use so that greatest total returns
can be secured. The market of many com-
modities is often made up of "pieces" which
can be separated one from the other. Some
of these "partial outlets' are highly sensitive
to price changes, others are not. 11/ In the
case of m11u, the product can be used as
fluid milk, for butter, for .cheese, for ice
cream and for other dairy products. The
amount of fluid milk used is generally con-
sidered relatively insensitive to price
changes. The milk marketing order there-
fore sets a high price for this use and a
lower price for the other uses. In walnuts,
the product can be sold either "in-shell" or
"shelled-out." The "in-shell" market is
less price-sensitive, so amounts that are
scld for these uses are restricted, pushing
the price up. The excess amounts are then
put into the "shelled" uses where larger
amounts can be moved with a little price
reduction.

This process of splitting a market into
separate segments and using separate prices
or volumes for each (also known as price
discrimination) is widely attempted under
market orders. fome of the many splits
attempted are:

(a) Into different uses--such as milk
and walnuts.

(b) Into different qualities --used
widely in fruits. ((

/
(

\,/

(c) Into different places such as
of the country, domestic and foremn
in fresh fruits and vegetables.

If the markets can be effg(;tw )
separated so that buyers c{}mn@e&rwﬂl not
jump into another sector urgffhe1r sup-
plies, and if the markets ificantly

11/ Where the outlet or customer is
sensitive to price changes, demand is said
to be elastic, and where it is not, demand
is inelastic.

.

\\

different in their reaction to price level, then
total returns may be greater from this ap-
proach.

Conditions Associated with Successful Orders

Experience under the marketing orders
has given some guides as to what factors con-
tribute to successful operation of the orders.

‘These factors can be broadly grouped into

three classifications: (a) those affecting de-
mand, (b) those affecting supply, and (c) those
affecting administration of the orders.

The following demand factors are con-
ducive to successful orders:

1. There are no unregulafe%@ucts
which are close substitutes fo%S culated
commodity. The ava11ab111/6r egulated
commodities would mean t ers could
substitute other produq/ e enhance- -

ment would be very dﬁ\%

2. There a% r more buyers or
outlets for the dugct’which are substantially
different in tﬁe/ caction to price changes .
Thus, there\i\gtb/e possibility of at least
tempor nmars ing income through raultiple
pri /mg\\q\k@eyes
follobvm(r supply factors are conducive to
su ul orders:

1. Production is concentrated in a com-
lﬁéct area or in the hands of relatively few
producers, and the production of the com-
modity under consideration is quite specialized.
Control of production is made easier under
these circumstances. In addition, adminis -
tration of the order is facilitated.

2. Regulated products are perishable.
This factor makes control of supply easier
by eliminating the opportunity for handlers
storing and entering the market later so as
to affect price adversely.

3. High capital investment is required
in the industry. This means getting in or out



of the industry in response to short-run
changes in prices is difficult.

The following factors facilitate administra-
tion of the orders:

1. There is a "funnel" in the market-
ing channel through which the regulated
commodity must flow. A restriction in a
link in the marketing chain where there is
a small number of large firms to be direct-
ly regulated makes administration easier
and less costly.

2. A background of successful co-
operative marketing and desire for "self-
help" exist. Large, cohesive cooperative
organizations can furnish the organizational
and communications effort with producers
needed to make orders work.

At the market regulation point, the
raw product must be homogeneous or enough
alike to permit shifting freely from one to
another of the various uses.

Evaluation of Marketing Order Results

The range of activities found in market-
ing orders makes any generalization difficult,
if not dangerous. ach order must be judged
individually since orders use different tech-
niques and are written so that their impact
on producers, handlers and consumers 1s
quite diverse.
tions concerning results can be made o (t
basis of past performance. x
\

1. Market orders are pr We
successful in creating orderym keting

~/
conditions than in aChleV]@O“ r{mfﬁer objec-
/
tive. Such conditions t st;xb}(hze and
slightly increase prices mes and im-
prove economic effici arketing.

i

2. Modest price and income improve-
ments may be achieved by price discrimin-
ation and product differentiation. Volume
regulations applied to handlers may further
enhance prices and income. Such improve-

it
However, certain obserm&\\\\ )Qnay or may not reduce total producer income.

ments may be more evident in the short run
than in the longer run, particularly if eicess
production is encouraged or if consumers
substitute other commodities.

3. Within limits, market power can be
transferred from processors to producers
by market orders. Orders may prove quite
valuable to producers in bargaining for terms
of sale, especially the many important other-
than-price features. Thelong-run effects
of changes in market power chﬂel among
orders and are not always desirable. For ex-
ample, marketing margins may be higher,
product selling expenditures higher, and the
number of marketing firms redu

o )
([ _/
4. A by-product of ma ‘*etmers is

improved market commun}eat'o nd informa-

tion, which provides produve/ srand processors

a better basis for decisi ;gﬁ'z(ng. Con-

sumers benefit fronyt%ik\\x;arly perfect

knowledge concer '/%\x\mges and standards.
s carried on under

Also, the audit f
orders assure %e accounting tc pro-
ducers. %//

5.~ Elix %\;mrﬁétlon or restrictions of lower
quahty rades may not be in the interest of
ﬁfners or producers. People with
w 1ncomes may desire the lower grades and
idted lower costs, but be prohibited from

suchpurchases by the operation of an order.
The loss of sales in the lower quality grades

“Of course, quality restrictions affect pro-
ducers selling different grades of produce
differently.

POTENTIAL EXPANCION OF MARKET ING
ORDPERD

Marketing orders might be expanded in
scveral dimensions. First, higher price
and income goals could be sought for com-
modities presently eligible for regulation.
Second, the Act could be changed to authorize
establishment of marketing orders of the
present form for additional commodities.



Expansion of Objectives and Techniques

Producers probably would place
priority on setting higher price and income
objectives for orders. Practices such as
price discrimination, product differenti--
ation, and volume regulation have the effect
of raising price and income, particularly in
the short run. More severe application of
these techniques for presently regulated
commodities might further raise price and
income in a limited way, but for practical
purposes, only volume control of the kind
restricting total marketings offers much
real potential. Restrictions on total market-
ings could take the form of producer market-
ing quotas, but use of this technique would
require amending the Act. Present orders
can regulate handlers but not producers.
Price and income benefits are more evident
from this technique in the immediate future
than in the long-run.

A second objective which might be ex-

panded concerns stabilizing prices and in-
~comes within the season and from year to
year. The mechanics are readily avail-
able at present to achieve some level of
stability.. Many of the present orders do a
good job in achieving this objective Fruit
and vegetable orders and milk orders both
can effectively influence seasonal price
patterns. Fruit and vegetable orders can

(grades, standards, and quality) and protec-
tion of the consumer interest should be men-
tioned. Objectives of this nature are probably
achieved to an adequate degree for commodities
under orders. '

Dairy Products. - Milk and the system
of marketing portray characteristics that en-
hance its regulation within the framework of
marketing orders. Classified pricing has im-
proved producer prices and income and other
provisions of the orders have contributed to
stability and orderly marketing. The price
objectives of the orders have been modest and
limited to gains from classified pricing, with
the absence of supply control. Wl r dif-
ferentials between class pnces,/ iform

prices to producers, w ould probab reate
problems. This system ha} % because:
1. There are no-¢ bi )ibstltutes for
milk. /’4\ x
/%
2. Unreg %ourCes cannot com-
pete on an unr %asw
P |
3. T\;e vé\rlous uses of milk exhibit
greatly dif: é& nLérlce elasticities of demand

and gen%l 7)are not interchangeable among
Clﬂ\\b\§ ications established.

Distinctly different markets pre-
yvail ard production is generally concentrated

achieve a measure of price and mcome [(" in an area around the market.
stability from year to year by use of vo \ /‘ :

restrictions. Pricing practices under il
orders also achieve a degree of yea %
price stability. But, price and mc \t
ility may not be achieved simu

For example, stable prices b a/ble pro-
duction can lead to hlghl&vaf/l,e\mcome‘
Complete price and incom l} is not

a desirable objective in uch.,as desired
seasonal productio ould not be
achieved and necessa djustments would
not be made.

A third broad objective concerning
market information and communication

5. Regulated products (market miik)
are perishable and relatively homogeneous.

6. Entry and exit of producers does
not take place quickly and substantial res -
ponses to price changes take place slowly.

7. There are strong cooperatives to
institute and guide the program, as well as
generally good industry support and cooper-
ation.

About two-thirds of all fluid milk
consumed off-farm is currently regulated by
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Federal milk orders. A considerable volume
of the remaining milk is regulated by state
milk orders. Prices among milk markets are
interrelated, so that prices in completely un-
regulated markets are affected by prices in
regulated markets. For these reasons, the
price and income benefits to producers of
regulating the remaining fluid sales by Federal
orders will not be as great as gains in the
past. Regulation of the more sparsely popu-
lated areas would be more difficult and costly.

Differences in price elasticities of de-
mand among non-fluid dairy products regu-
lated as a part of the total fluid market have
not been exploited fully. The main reason for
this is that components of non-fluid products
can come from many sources. Thus, ef-
fective price discrimination would involve
strict regulation of substitutes. The adverse
effects of this approach would probably out-
weigh any gain. Under existing objectives and
techniques, present orders provide about the
maximum gains possible to producers in terms
of price and income. Present orders price
milk so as to encourage desired seasonal pro-
duction and result in a measure of price stabi-
lity.

If producers desire more ambitious
price and income objectives, marketing order
could be used in conjunction with a supply con-
trol program or a modified compensatory
price program. Use of such techniques wo
require changes in legislation. Milk m

A
aﬁ\ Z
ing may be amenable : to these approa ‘f\fes
Producers in some market%&e\wed
the orders as a base from whi o@rgam
for premiums over order pr1 S . gch activi-
ties create certain prob%gms& )sj,lch as stimu-

lation of production an fen@/ce of control
am-for which it

by government of the pr
has respounsibility. soon disappear

with higher productio

The Federal order machinery provides
a method of handling advertising, promotion,
and product research programs are currently

undertaken by dairy organizations operating
outside of the orders. If these or similar
activities are to be placed within the scope
of Federal orders, changes must be made
in the Act. This would change the current-
ly voluntary support of such programs to
compulsory check-off systems.

Expansion of Commodities Covered

The possibilities of using marketing
orders to regulate the marketing of com -
modities not now authorized are examined.
Particular attention is paid to character-
istics of commodities considered and the

present structure of marketing{relative to
those factors which seem a/s with
ograms.

successful current marke&

Broilers. --In. ter&{gf/factors associ-
ated with succes sf%eﬁzﬂ orders,

broilers are ch@,?:é‘{ terized as follows:
(

. Br01 ve close unregulated
substltute

umption.
/

2.1 ‘The(économm market for broilers
is p@t wide. Products of one producing
not be effectively separated from

thﬁ%@ of/ other areas.

/3. There are not several products of
oilers with different elasticities of de-
mand.

4. Production is concentrated in re-
latively compact but widely dispersed pro-
duction areas.

5. Broilers are relatively perishable
although frozen storage is possible.

6. Broiler production is a specialized
and relatively large scale operation; how-
ever, entry and exit in the industry is
relatively easy. Adjustments to price
changes can be made in a relatively short
time by producers.



7. Producer organizations that
institute and guide the program are not parti-
cularly strong or unified in their actions.

Thus, broilers portray the characteristics
associated with successful orders in only a
moderate way.

If modest price objectives are sought
and the primary interest is in stabilizing
prices, creating orderly marketing condi-
tions, or expanding demand, some success
might be obtained if the order was put into
effect on a nation-wide basis. Product ad-
vertisement and promotion may be used to
secure modest price gains, if such techniques
were made permissive. Price advantages
may accrue from regulation of quality through
grading and standardization.

A Federal order would not eliminate
the relative cost advantages one area has
over another or make broiler production
equally attractive among regions.

Of course, in setting price objectives,
short and long run consumption response
must be considered, inasmuch as other meats
substitute for broilers. Modest price en-
hancement or stability might be possible from
regulation of the volume of broilers entering
normal market channels. If higher price ob-
jectives were sought, volume restrictions on

production units would be needed in the order* (

\ Thus

Use of this technique would require amen
ment of the Act.

Several of the factors which see/ﬁh\

be associated with successful ma 1\1g /
orders are satisfied in the case liers
It seems possible that orde<3§s m;gbﬁtbe used
to secure modest pnce i %&@s and to
stabilize and improve marketing conditions.

The results of seeking hi
orders are less certain.

Hogs. --In terms of factors associated
with success in Federal orders, hogs are
characterized as follows:

goals through

1. Hogs have close substitutes in
both production and consumption.

2. The economic market for hogs is
nation-wide. Products of one area cannot
be effectively separated from those of another
area.

3. The different products of hogs
generally do not have different price elastic-
ities of demand or cannot be substituted in
such a way as to use price discrimination.

4. Production is not concentrated in
compact areas. Hogs are grown commerci-
ally in much of the United States.

7

5. Products range from is 1e to
storable, but most end prody@ %s emi-
perishable. /

P~ N5

6. Entry and e;gt f producers can
take place in a relativ lyg?k\yrt pericd of
time, less than oné ye Hogs can be pro-
duced efficiently %t er small scale,
and respons e§//’to ected price changes can
be made qu1ck=K bf feeding to heavier or
lighter w;zja —
~7. \Sogﬁ{eratlves or producer organi-
ione market only a minor part of the hog

CYOp. lere is little history of successful
,marke ing programs.

there is a general absence of factors
associated with successful orders. To raise
price by restricting total supplies would be
possible only through a nationwide order.
Hogs are produced in every state, hence re-
stricting marketings in one would:create an
incentive for increases in another.

To raise the income of hog producers
by reducing marketings would be difficult.
There are many close substitutes for pork.
Consumers would be expected to substitute
other meats for pork as the price of pork
increased relative to other meats.



To smooth out the flow of hogs to
market would require modification of season-
al price differentials to farmers, such as
has been done in the dairy industry. To get
agreement concerning equitable differentials
for various hog producing areas under even
a "Corn Belt ordexr" would be no easy matter.

Pork,unlike milk or walnuts, cannot be
divided readily into various end products
for the purpose of price discrimination.
The various end products can be substituted
readily for one another. Production and
marketing of pork has not yet reached the
stage where hogs can be split into quality
groups distinct enough so that consumers
recognize the quality classifications. How-
ever, the lean pork program might be a step
in this direction.

Although trade practices could probably
be improved, present regulatory agencies
are already effective in handling many kinds
of undesirable practices. Cooperative mar-
keting agencies have been set up and most
farmers have several good alternative mar-
kets at which to sell their hogs. More accep-
table products could undoubtedly be develop-
ed at a faster rate if additional funds were al-
located for research and development. More
money spent for promotion and advertising
under a marketing order (if the Act were
amended to make this permissible) might
result in some increased consumption of poﬁ\/
but it would probably be at the expenselof '

beef which is also produced by many offi%\
same farmers that raise hogs.

-

\
If producers sought high c§\®ec—
tives by means of producer m uotas

the chances of improved mcofﬁe W i1d be
doubtful unless such activi }kwé art of a
comprehensive supply &,% nt program
which included other liy

XK’commodities
that substitute for p in the diet.

The regulation of hog marketing
through Federal orders does not appear very
promising. The commodity and market re-
flect few characteristics which appear con-
ducive to successful order results.

tion of an order.

‘ture.

Other Commodity Potentials. -- The -
degree to which certain other commodities
possess characteristics associated with
successful order operation is shown in Table
1. The wide differences in commodity charac-
teristics illustrate the need for critical analy-
sis in the process of considering the institu-
These differences in com-
modity characteristics aiso indicate the

xtent to which the several techniques can be
used in regulating marketing. Whether an
order can actually be used with success de-
pends on many factors including what it must
accomplish to be called successful, producer
support, and quality of administration. Of
course, some of the commodities shown in
Table 1 are under other programs which may

be more effective than orders/in.achieving

ocrder objectives. \x :

SUMMARY AND CONCL ‘O)ﬂ/u
v :

/é@rders is highly
specific in its provisions and application and
therefore must b ed individually. But
experience wi tl}e resent Federal orders
suggests tk/ﬁt many of them have achleved

some /4@@

\\,\ eatmg more orderly marketing
cond\Uons and stabilizing prices

Each of the

2. Providing modest price and income
improvements for producers and some in-

\\ ‘chrease in consumer pI’ICEo

3. Transferring market power from
processors to producers

4. Improving market communications
and information

5. Improving grades and standards.

If orders are applied wi thout attention to long-
run consequences, several undesirable ef-
fects may occur, such as loss of market or
development of burdensome surpluses. Mar-
ket orders, as presently conceived, are not

a cure-all for every problem facing agricul -
Thus, successful present order pro-
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grams require the intelligent use of authori-
zed techniques, applied on a selective basis.

The application of marketing orders on
an expanded scale using presently authorized
techniques was examined for dairy products
and the application of orders to broilers and
hog marketing analyzed. Some further bene-

fits of expanding orders for dairy products
are possible; however, the greatest relative
benefits have already been achieved. Broiler
marketing is characterized by several of the
factors associated with successful orders.
Application of marketing orders to hogs
poses many problems and does not appear
promising. There appear to be several

Table 1. Degree to which specified commodities exhibit characteristics associated with

successful orders.
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other commodities for which the market
order approach merits further study.

It has been proposed that the Act be
amended to authorize the use of producer
marketing quotas. This type of quota has
been suggested for use with comprehensive
and limited supply control programs. Feder-
al orders could become an integral part and
be used as a mechanism to expedite such
programs. It should be recognized, however,
that the use of producer marketing quotas
substantially alters the scope, impact and
degree of regulation of present orders. In
fact, an order with producer marketing quotas
may bear little resemblance to present
orders without producer quotas. An‘order
with producer marketing quotas would direct-
ly regulate the activities of producers. Such
is not now the case. But, if substantial price
objectives are sought, producer volume re-
strictions will be necessary.

The effect of producer marketing quotas
on net farm income in the short and long run
would vary greatly among commodities and
would depend upon cost reductions associated
with reduced production and consumer pur-
chases in response to price changes. After
careful consideration, producers of beef
may conclude that volume restrictions offer
little in the way of improved income, while
producers of corn favor volume restrictions.
But these two producers may be the same /
livestock complex of agriculture cannotb
considered in isolation.

person and even if not, one part of the féfx\

o%ﬂﬂ\dei{zld

The application of marketi
using presently authorized tech i
be on a selective basis if maxim ihs
from marketing orders ar t@gj/btamed
Unlimited use of marke % vithout
regard to peculiariti odities or
markets covered cou ave detrimental ef-
fects for the commodity regulated as well as
the overall order program. The application

of marketing orders with producer marketing
quotas is an even more basic issue and re-

=

~late the marketing of mill

quires careful study and analysis in evaluating
its potential results in general, and for speci-
fic commodities.

APPENDIX

Operation of Marketing Orders

A marketing agreement is a contract
entered into by the Secretary of Agriculture
and handlers of a particular commodity. 1/
The agreement is a voluntary arrangemen—t
covering a specific commodity marketed or
produced in a particular area, but binding
on those handlers who sign it.

A marketing order is a 1é§s trument
issued by the Secretary of Ag@% ‘e speci-
fying terms and condmon /o keting par-
ticular commodities in a gl en//area Unlike
agreements, a marl;eﬁn rder is binding
upon all handlers of/t ommodity in the
specified area. s hHave been used
with agreements b e, historically, com-
plete volunt/ary itry compliance has not
been obtamed Many of the programs could
not be lrgad without complete industry
acceptan c\ the area covered. 2/ There

ﬁ/y no agreements in effect with-

@plementary marketing orders.

nstitution of Orders. - There are
WO general kinds of marketing orders,
those establishing prices dlrectly that regu-
< and those that
manipulate supply and demand conditions
which are used to regulate the marketing of
fruits, vegetables, and other commodities
for which orders are permissible. These
two types of orders have the same basic ob-
jectives and are established in the same way.
They differ in the way they are administered
and in the practices followed.

1/ Henderson, H. W., April 1957,
Price Programs, Agric. Info. 135, USDA p.36.

2/ Hoos, p. 318.

op. cit.,
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In instituting an order the following
steps are involved:

1. Request for action -- Although the
Secretary of Agriculture may initiate action,
this step is usually taken by interested cooper -
atives. The request usually comes after
intensive industry study of the problems in-
volved. Usually, a proposed marketing or-
der accompanies the request for Federal
participation.

2. Preliminary investigation--Market-
ing specialists meet with industry personnel
and make a preliminary investigation of mar-
keting conditions to determine whether a mar-
keting order appears appropriate.

3. Public hearing--After due notice, a
public hearing is held where all interested
parties can testify on all relevant aspects of
the proposed oxder.

4. Briefs--Interested parties are af-
forded the opportunity to file written briefs
and proposed findings and conclusions within
a specified period after the close of the hear-
ing. -

5. Recommended decision - A recom-
mended decision is filed and published in the
Federal Register by the USDA. It contains
the terms of the proposed order based on
evidence presented at the hearing.

/ /

6. Exceptions - Interested partie
exception to the recommended deCiSiO}L.«

( ‘/h\\\
7. Final decision - The Se t\a&yg"ﬂ‘
Agriculture issues the terms a p isions
of the marketing order in the fj na&/ekémswn
r/
proval -
is submitted

nd execution by

8. Handler and pro
The proposed market
for approval by produce
handlers.

9. Issuance of order - If sufficient
producers approve the marketing order, the

Secretary issues the order to become effective
on a specified date. 3/

The procedures for amending an order are
basically the same as above.

The Secretary must terminate the
order whenever (1) the order or the pro-
visions no longer effectuate the declared
policy of the Act or (2) more than half of
the producers associated with the order re-
quest termination.

Administration of Orders. - Administra- *
tion costs connected with the operation of both

Federal orders are financed by asseSsments
upon handlers. In the case of my/t 7S,
the Secretary appoints a market'administra-

tor to administer the terms der for

-t

each market. The market rifgéfy}lms trator has
a staff to assist him in (/} j;fi/stering the
terms of the order, (/2?3‘ g}e&@mg, investi-
gating, and reportin | O%Secretary com-
ecommending

plaints of violatio %
e orders, and (4) making

amendments to
rules and reg{ylatl ns to effectuate the terms

of prov1smn5& the order. 4/
s of Federal orders for fruits,

Th\$
e\&ﬁd other commodities are ad-

1ster\ed by a committee of growers, hand-
oth. Members of the committee
_are normally nominated by growers and
hgmdlers and appointed by the Secretary.
’Pb/eu: term- of office, powers, duties and
obligations are stated in the order. The com-
mittee prepares a proposed annual budget
and rate of assessment for the approval of
the Secretary. The committee is then re-
sponsible (1) for the expenditure of all money
collected and for keeping appropriate records

3/ For additional details see Swantz,
Alexan_der, 1952, Economic Effects of Federal
Regulation of the Minneapolis -5t. Paul Fluid
Milk Market, Marketing Research Report
No. 11, USDA; Henderson, op. cit.,pp. 37-38;
Pairy Division, op. cit., pp.10-17; and Mar-
keting Agreemerts ‘for Fruits and Veg etables,
May 1958. A.M. S, -230, USDA, pp.5-7.

4/ Dairy Division, op. cit., p. 34,
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and making audits, (2) for making recommend-
ations relative to shipments, (3) for analyz-
ing crop and market.conditions and recom-
mending appropriate regulations, (4) for
investigating alleged violations of'the-order
and:making inspections, and (5) for ¢énduct-
ing other activities necessary for the smooth
operation of the order.

The administration of both types of
orders can be characterized as being re-
spensive to changes in local conditions. The
Secretary has close contact with the opera-
tions of each order through the market ad-
ministrators or committees. Some of the
success of the market-order program may be
due to the local administration feature.” Pro-
ducers and handlers know with whom to dis -
cuss their problems and can get prompt deci-
sions.

Enforcement of Orders. --Enforcement
of the provisions of an order can be taken in
three forms: (1) civil action requiring compli-
ance by injunction, (2) civil action for for-
feitures, and (3) criminal action with fines
ranging from $50 to $500 for each day of
violation. In addition, criminal or civil ac-
tion can be taken in cases dealing with fraud,
falsified records, contempt of injunctions and
the like. 5/

( A

orderstand orders for fruits and veg
contain different provisions to achieve

objectives and hence are discus seﬁes\eﬁar tely.
The techniques employed by lée\\bmg/"brders
to achieve certain results W/e;rjﬁ %gadical de-

o ()
5/ The Act and.orders issued under it
have stoodunder many legal tests and are
firmly established the courts. For a com-

prehensive review of court cases concerning
the Act see Foelsch, G.G. and Cook, H.L.,
Jan. 1957. An Analysis of Federal Court Deci-
sions Relating to the Marketing of Fluid Milk,
Wisconsin Agric. Exp. Sta. Bull. 200.

partures from industry practices at the time
orders were first instituted. In fact, orders
were merely extensions of current practices
with the force of law. o '

Milk Marketing Orders - -Marketing
orders for milk regulate handlers who make
sales in a specified marketing area. Hand-
lers who are regulated by the order are re-
quired to pay established prices according
to the classification or use made of milk
received. Producers receive a blend OT uni-
form price for their milk based either on
‘the utilization of milk in the various classes
for the market as a whole or for the handler

. to whom they ship. Two of t ey devices
used in milk marketing ord,e”' AT

1. Classified pricing - The ‘classi-
fied price plan is a sys! under which -
handlers are require }T&pﬁ for milk accord-
ing to the use m?c/d‘” of such milk. The sys -
tem involves chz g%different prices among
different buy utlets for the same pro-

‘duct. The classified pricing systems. at-
tempt t(’;,//éiz‘{uA iz product costs among hand-
lers. ' ) '

AN -

- ‘\%\E\qualizatio’n pool - Milk marketing
"6\}@%‘5‘1%ecify two systems of pooling returns
am(br/jug producers. One system, individual

ler pooling, provides for the distribution
0 prOducer returns on the basis of the utili-
zation of the buying handler. The other $ys-
tem, marketwide pooling, is more pr'evalent
and provides for the distribution of producer
returns on the basis of the utilization of milk
in the market. Under both systems of pool-

ing, the objective is to equalize returns .

among producers regardless of how their
individual milk is used, subject to adjust-
ments for location, butterfat test, volume
and seasonality of production. Thus, while
handlers pay for milk on the basis of the use
made of milk or pay according to a multiple
price scheme, producers receive a blend of
the handler class prices or a uniform price.
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The techniques used in milk marketing
orders fall largely * under the purposes of
the Act dealing with price enhancement, or-
derly marketing, and maintenance of an
adequate milk supply. It seems likely that
milk marketing orders have enhanced prices
slightly and encouraged more than adequate
supplies in terms of market needs. Spencer
and Christensen estimated that state and Fed-
eral milk marketing orders in the New York
milkshed raised producer prices about 5 per-
cent, resulted in increased production of 5
percent, and curtailed fluid sales 1.5 percent.
6/ These orders have done much to stakilize
milk markets.

Fruit and Vegetable Orders --Market-
ing orders for fruits, vegetables and com-
modities other than milk may contain one or
more of the following types of regulatory
activities: 7/

1. Regulation of quality--Specification
of g ‘ade, size, quality or maturity of pro-
dact are used in marketing commodities so
as to reflect consumer taste and preferences.
‘This activity is clearly specified in the con-
sumer protection and orderly marketing pur-
poses of the Act. ' If such standards are not
used for restrictive purposes, they may
benefit both producers and consumers.

6/ Spencer, Leland, and Christensen;
5. K. ECept. 1954. The Fixing of Producer.
Prices and Resale Prices,
Department of Agricultural Economics,
ell University, pp.5-6.

7/ As outlined in Henderson, op. \fx

@)m ‘\

pp- 39-40. N\
@/
//7 RN ’C

Bull. A.E. 962, e~

2. Regulation of quantity --The quantity
of products which handlers may market dur-

ing specified time is established. Volume
regulations may take the form of (1) limiting

the total amount shipped during a season,

(2) limiting the amount marketed through

a particular outlet, and (3) regulating the
rate of flow to market through the season.
These activities fall primarily under the
orderly marketing and price enhancement
purposes of the Act. Volume regulations
aimed at smoothing out the flow of products
to market dampen wild price fluctuations
within the season and such market coordina-
tion is probably beneficial to both producers

and consumers. Volume restric
handlers which limit total mark &g\j&&tyzmﬁ
the season are covered by the i*}lk\%n
hancing purposes of the Act @Fﬁfi regu-
lations can enhance price {éﬁ‘co es sub-
ject to economic and le fral\Ll litations.

((
his involves es-
s fer products and
equitably distribu the returns from the

sale of such pro ;s It falls under the
orderly marﬁenmr purposes of the Act.

3. Reserve poo
tablishing reserv

4. ‘f_‘,ls&lbutlon of returns --The extent

’u’rgok -1 /deterrnmed and a method pro-
ded for the burden of surplus disposition
e Uahzed among producers and hand-
lers; which enhances orderly marketing.

’f s, each of the activities which are per-
missible under fruit and vegetable orders
attempts to achieve one or more of the ob-
jectives of the Act. '

4
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