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The Idaho Dairy Industry:
An Economic Overview

Russell V. Withers, Professor,
Department of Agricultural Economics

Dairy farming has been a mainstay in Idaho
agriculture for many years. Cash receipts received
by farmers for milk have recently ranked fourth in
economic importance in Idaho, following cattle,
potatoes and wheat. Dairying is underrated in these
comparisons because only milk sales are included.
Income from the sale of dairy calves and cows for
beef is an additional source of income to milk
producers.

Cash receipts to Idaho dairy farmers for the sale
of milk was nearly $291 million in 1983. An addi-
tional $1.2 million in milk value was used on farms
where it was produced. Farm receipts for milk in
1983 were 6.4 percent higher than the $273 million
received in 1981. Idaho milk production increased
6.3 percent from 1981 to 1983. Milk prices did not
increase during this 1981 to 1983 period. (USDA,
CRB, SRS 1984).

A considerable number of people were employed
in the transportation, processing and marketing of
milk and milk products. The dairy industry hired
about 900 employees in Idaho in 1977 who received
more than $9 million in wages (Employment Status
1977). Many other people were involved in the
marketing and distribution of dairy products. In
1977 Idaho had 970 food stores that hired about
7,500 employees (U.S. Department of Commerce
1979).

Dairy products comprised about 12.5 percent of
the nation’s consumer expenditures for food in 1982,
about the same proportion as it has been for the past
few years (USDA, ERS 1983). No separate figures
are available for Idaho, but consumer expenditures
per capita are assumed to be close to the national
average. Thus, it can be seen that the dairy industry
is very substantial in the economy of Idaho, and
dairy products make up an important part of the
average diet of Idaho residents.

Consumers in the United States spent $43.8 billion
for dairy products in 1982, an increase of 15.9 per-

cent over 1980. The increase was mostly caused by
increased prices and increased expenditures away
from home rather than an increase in the consump-
tion of dairy products. Commercial disappearance
of dairy products on a milk equivalent basis increas-
ed almost 2 percent in 1982 and less than 1 percent
in 1983 (USDA, ERS 1984c).

Even though consumer expenditures for dairy pro-
ducts have been increasing, the proportion of total
consumer expenditures spent on dairy products has
declined from 17.7 percent in 1950 to 12.5 percent
in 1982 (USDA, ERS 1983). Most of the decline in
the percentage of the food dollar occurred between
1950 and 1970. Since 1970, this percentage has re-
mained rather constant, ranging from 12.3 to 14 per-
cent (USDA, ERS 1984¢).

Teble 1. Expenditures for dairy products as percentage of all
food and civilian consumption per capita of milk equiv-
alents In dairy products, United Staies, 1950-1983
(USDA, AMS 1857; USDA, ERS 1984b and 1984e).

Expenditures for Civillan consumption
dairy produces as of milk equivalents
ear of all food of dairy products per capita

(%) (Ib)
1850 17.7 741
1955 17.7 707
1960 17.2 653
1965 15.2 620
1970 14.0 561
1971 123 556
1972 136 558
1973 13.0 551
1974 13.0 539
1975 12.6 540
1976 13.2 540
1977 12.8 542
1978 12.5 545
1979 123 548
1980 126 544
1981 1286 543
1982 12.5 562
1983 125 578




Total milk consumption per capita showed a
similar pattern. Per capita consumption was 741
pounds in 1950. By 1970, consumption per capita
had declined to 561 pounds. Per capita consump-
tion stabilized at about this level through 1981 and
has been increasing slightly since then until this
writing in 1984 (USDA, ERS 1984a). This may be
a response to the very stable prices for dairy pro-
ducts prevailing for the years after the changing dairy
price support policy. Table 1 illustrates these
changes.

Dairy products are more economical now than in
the past in terms of labor required to earn a given
amount of product. For example, it took 29.6
minutes in 1950 for a worker earning the average
hourly rate in manufacturing industries to pay for
1 pound of butter. In 1982 it took only 14.4 minutes.
In 1950, it took 15.8 minutes to earn 1/2 gallon of
milk compared to 7.9 minutes in 1982. The average
worker expended 11.7 minutes of labor for 1/2
pound of American cheese in 1950 compared to 9.3
minutes in 1982. To earn 1/2 gallon of ice cream
required 35.6 minutes in 1951 compared to 14.8
minutes in 1982. Most of these prices have been fairly
stable in terms of labor since 1970, meaning that
wages and dairy product prices increased by about
the same rate between 1970 and 1980 (USDA, ERS
1983).

Milk Production

Milk production in the United States declined
from the early 1960s to the mid-1970s but then in-
creased by 21 percent between 1975 and 1983
reaching a record total of 140 billion pounds. So far
in 1984, milk production has been below that of
1983. The proportion of all milk marketed that has
been used for manufactured dairy products has in-
creased from 55 percent in 1975 to 65 percent in
1983. Conversely, this indicates that the proportion
of milk used for fluid purposes has declined to 35
percent of the total (USDA, ERS 1984d). The
surplus shows up as butter, nonfat dry milk powder
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Fig. 1. Total milk production, U.S., 1924-1883 (USDA, ERS 1984).

and cheese because essentially all milk not needed
for fluid products is turned into these manufactured
products. Changes in total U.S. milk production bet-
ween 1924 and 1983 are shown in Fig. 1. There have
been many fluctuations, but the trend has been
upward.

Idaho milk production has increased substantially
since 1975. Fig. 2 illustrates Idaho milk production
since 1924, The production trend has been upward
since 1924 with periods of decline occurring from
1945 to 1951 and again from 1960 to about 1970.

Cow numbers were highest in the mid-1950s and
reached a low point in 1978. Since 1978, the number
of milk cows on Idaho farms has increased substan-
tially reaching 174,000 by 1983 compared with
140,000 in 1978. Fig. 3 illustrates cow number
changes compared with production per cow. Milk
production per cow has more than doubled since
1950. Production per cow that year was 6,300
pounds compared to 13,207 pounds per cow in 1983.
Even though cows were considerably fewer in 1983
than in some earlier years, total production was a
record because of the large output per cow. Increased
production per cow has resulted from a combina-
tion of improved breeding, higher feeding of con-
centrates and better nutrition and more careful
management of herds.

2500 _

Fig. 2. Total milk production, idaho, 1924-1983 (USDA, ERS
1984).
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Fig. 3. Number of cows and milk production per cow, Idaho,
1950-1983 (USDA, ERS 1984).




Milk is produced in most parts of Idaho, but areas ——i
of concentration are located in southern Idaho. Four \o»
identifiable areas based on cow numbers and cor-
responding production stand out. Three of these are
located along the Snake River — southwestern Idaho
from Weiser to Boise, southcentral Idaho from
Gooding to the Burley-Rupert area and the upper
Snake River Valley from American Falls to Fremont
County. The fourth area extends from the Utah
border to Soda Springs, including Franklin County ne |
and parts of Oneida, Bear Lake and Caribou coun- Y
ties. Other production is scattered throughout the "°
state. -

Fig. 4 identifies areas of concentration and gives e
the numbers of dairy cows for each county as
reported in the 1982 Agricultural Census (U.S.
Department of Commerce 1983). Areas of concen-
tration of milk production coincide with irrigated
valleys that produce an abundance of feed for dairy
cattle and also have access to transportation
facilities. Climatic factors in Idaho are favorable to
dairy cattle.

WASHINGTON

Processing Milk and Dairy Products

Most of Idaho’s milk is processed into manufac-
tured products such as cheese, butter and dry milk.
A wide variety of other dairy products are manufac-
tured in lesser quantities. In addition, facilities ex-
ist for processing and packaging fluid milk and milk
products at several locations. Table 2 gives types of
processing occurring at various Idaho locations ac-
cording to licenses in 1981. The ‘‘other products’’ '
category includes items of lower economic re& m:‘, M?w' WERS, 196K RAS. Dee
importance. (D) Withheld to avold disclosing data for individual farms.

Table 2. Types of processing that occurred at various Idaho locations, 1981 (Idaho Depariment of Heailth and Welfare 1980).

American Other Nonfat Whey icecream Evaporated Process Fluld Other
Location Butter cheese cheese drymilk products mix milk cheese milk products

Blackfoot X X X
Boise X X X X
Buhl X X

Burley

Caldwell X
Carey
Idaho Falls
Jerome
Lewiston X X X X
Meridian
Nampa
Payette
Pocatello X X
Rexburg

Richfield

Rigby X
Ririe

Rupert

Salmon X
Sandpoint

St. Anthony

Twin Falls

x x

X

*
> > XX
>

>
>

X X XX X

3 X X

P X X K X X X
x X X X
x




These processing facilities are owned and operated
by dairy cooperatives, national food companies,
local companies and, in some cases, by an individual
or a family. Processing plants also vary in size from
large volume multiproduct plants to small plants pro-
ducing a single product.

Problems encountered in operating dairy process-
ing plants relate to volume of product, uneven sup-
plies of milk, quality control, labor difficulties and
the full gamut of marketing problems. Since most
products are sold out of the state, transportation is
an important marketing factor. Promotion of Idaho
products is another important activity because
several production areas often compete for the same
market.

Milk production in 1983 in Idaho was 2,298
million pounds. About 97 percent of that was sold
to plants and dealers, while 1 percent was sold direct-
ly to consumers. The remaining 2 percent was used
on the farm for feeding calves and for use by the
farm family. Table 3 summarizes the production and
disposition of milk in Idaho.

Table 3. Production and disposition of milk in Idaho, 1983 (USDA,

CRB, SRS 1984).
Million pounds % of total*
Total production 2,208 100.0
Sold to plants and dealers 2,225 96.8
Fed to calves 44 19
Sold directly to consumers 20 0.87
Used for milk, cream and butter 9 0.39

on farms where produced
*Numbers may not add to total due to rounding.

Dairy products manufactured in Idaho from 1978
through 1983 are shown in Table 4. Note that pro-
duction of these products, especially American
cheese, has increased substantially over this period.
Total American cheese increased 58 percent, most
of which was increased production of cheddar
cheese.

Production and Disposition
Of Milk and Dairy Products

Milk production in Idaho increased by 48 percent
from 1971 to 1983 with most of the increase occur-
ring since 1977. Total Idaho milk production in 1983
was 2,298 million pounds or 6.3 percent more than
was produced in 1981. If we assume that per capita
milk and dairy products are consumed at the same
rate in Idaho as the national average (578 1b per
capita), about 25 percent of production was consum-
ed by Idaho people. After deducting the amount us-
ed on farms for livestock feed, 72 percent of total
production was available to be sold outside of the
state (U.S. Department of Commerce 1984a). Fig.
5 illustrates Idaho milk production changes, along
with total milk marketed by producers, over the 1970
to 1983 period. The difference between these two
categories includes milk used on the farm or sold
directly to consumers.

Per capita U.S. consumption of different dairy
products over time is illustrated in Figs. 6 to 10. As
is well known, butter consumption declined
precipitously as margarine took over the market. Per
capita butter consumption was 18.6 pounds in 1934.
By 1972 it had fallen to 5 pounds per capita and has
fluctuated around that level since then.

Table 4. Dairy products manufactured: Idaho, 1878-83 (Idaho Agricultural Statistics 1983; USDA, ERS 1984f).

Product 1878 1979 1980 1981 1982 1883
——————————————————— (1,000 pounds)= — — — — — — — e ———— .

Creamery butter 7.214 7.516 11,302 14,245 14,366 18,093
American cheese 67,981 72,076 82,487 94,187 103,811 107,266

Cheddar 26,817 33,274 38,952 46,197 54,751 60,493

Other’ 41,164 38,802 43,535 47,990 49,060 46,773
Other cheese 24,830 25,923 26,864 28,338 31,855 29,136
Total cheese 92,811 97,999 109,351 122,525 135,766 136,402
Cottage cheese

Curd 2,353 2,374 2,270 24186 2,295 2,283

Creamed 3,142 3,032 3,020 3,119 2,945 3,051

Low fat 768 738 764 904 916 974
Dried skim milk

Human food 7.523 7,599 14,288 22,225 27,689 32,772

——————————————————— (1,000 gallons) = — — — — - ————————

Frozen products

Ice cream 3,257 3,216 2,636 3,068 3,840 4,267

Ice milk 1,507 1,324 1,128 1,226 1,184 1,384

Sherbet 169 172 123 146 199 217
Mix produced

Ice cream 1,684 1,679 1,401 1,323 1,664 1,924

lce milk 705 676 531 606 618 784

Milk sherbet 120 124 88 112 128 129

'Includes Colby, washed or stirred curd, Monteray or Jack.




During the same time that butter consumption was
declining, per capita consumption of American
cheese increased from 3 pounds in 1930 to more than
11.6 pounds in 1983. Consumption of other types
of cheese has made similar increases.

Consumption of evaporated and condensed milk
reached a peak of about 20 pounds per capita after

2400 4

Total Production
o
200

bk soid to plants
oo and dealers

Wililon pounds
§

w./_\
1-/.
0 w:z . W W

T T T v T T T 4
" . e eeo ez 1984
Year

Fig. 5. Total Idaho milk produced and milk sold to plants and
dealers, 1970-1983 (Idaho Agricultural Statistics 1983).
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Fig. 7. Per capita consumption of American cheese, U.S., 1910-
1883 (USDA, ERS 1984c).
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Fig. 9. Per capita consumption of fluld milk and cream, U.8.,
1910-1983 (USDA, ERS 1884c).

World War II. But, it has fallen to around 3 pounds
per person for each of the past 5 or 6 years.

Ice cream consumption has levelled off at about
17 or 18 pounds per person per year. It has main-
tained that mark since the 1940s.

Consumption of fluid milk and cream products
reached a peak of 399 pounds per capita in 1945.
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Fig. 6. Per capita butier consumption, U.S., 1910-1883 (USDA,
ERS 1984c).
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Fig. 8. Per capita consumption of evaporated and condensed
milk, U.S., 1910-1983 (USDA, ERS 1984c).
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Since then, it has gradually declined to the present
level of about 210 pounds for each person.

Nonfat dry milk reached a consumption peak of
over 6 pounds per capita about 1960. Since then,
it has fallen to around 3 pounds per person.

Cheese has been the mainstay of the milk
manufacturing industry in recent years. Table 5
shows changes for selected products between 1970
and 1983. Note that increases have occurred in cheese
and lowfat milk. Declines appeared in whole milk,
butter and nonfat dry milk.

Milk Prices in Idaho

Two groups of Idaho citizens are vitally interested
in milk prices: consumers and dairy farmers. Con-
sumers want to obtain the greatest value for money
expended, and producers want to get the best possi-
ble return for milk sold. In reality, there is also a
third group in between the farmers and consumers.
These people are interested in obtaining a return on
the investment and services provided in getting the
milk from the producer to the consumer. The
marketing group is not so concerned about milk
prices as they are in the differences between prices
paid for the raw product and prices received for the
item in the retail market.

Retail Prices for Milk

Consumers buy milk in many forms and in many
sizes of containers. The dairy case at the local super-
market has a variety of products and is usually
located at the rear of the store. Because milk is pur-
chased often, it is placed so that buyers will walk
past many other items to get it. The hope is that the
customer will not only buy milk but other items as
well while passing through the store.

Milk is retailed primarily in plastic gallon jugs or
in a variety of paper cartons ranging from one-half
pint up to one gallon in size. Since fresh milk is a
perishable product, it must be refrigerated and sold
within a few days of production. That means that
the dairy case must be rotated regularly and old milk
removed or sold at reduced prices on or before the
expiration date.

Tﬂn&mmuhwuﬂhmrchlmold&yw
ducts, U.S., 1970 and 1983 (USDA, ERS 1984b).
Product 1970 1983 Change
(Ib) (ib) (%)
Whole milk 2140 1290 -40
Lowfat and skim milk 51.0 101.0 +98
Cream 53 59 +11
Butter 4.4 38 -14
Nonfat dry milk 33 1.8 -45
American cheese 6.8 8.9 +31
Other cheese 4.4 9.0 +104
Milk equivalent for
all products 561.0 578.0 +3

Retail milk prices are based upon local competi-
tion, the cost of the product and the extent to which
milk is used to attract traffic to the store. Some of
the principal factors affecting retail prices are:
® Cost of the raw product;
® Processing and handling costs;

* Location of the retail outlet and the associated
transportation cost;

Prices charged by competing firms in the area;
* Volume of product handled;
Cost of retailing the product.

Retail prices in retail grocery stores at several Idaho
locations have been recorded at various times to
determine whether there are price differences bet-
ween locations and types of stores.

Besides home delivery and milk picked up by the
consumer directly from the producer, milk was sold
in 165,000 retail grocery stores in the U.S. in 198l
(Walzer 1982) (see Table 6). Additional milk was sold
by restaurants, vending machines and used by
various public and private institutions.

Total sales from grocery stores amounted to $241
billion in 1981. Chain stores, with less than 12 per-
cent of the total number of stores, sold about 50 per-
cent of the total value of products. Convenience
stores sold less than 6 percent. We noted earlier that
12.6 percent of food sales was for dairy products
in 1981. Dairy products make up a very important
category in grocery store sales.

Retail Prices of Milk in Idaho

The geography of Idaho divides the state into
several milk markets. Northern Idaho is associated
with eastern Washington in various types of trade
and commerce including milk markets. The Inland
Empire federal milk marketing area includes this
region.

Southwestern Idaho is tied to eastern Oregon
geographically and also relates to the Magic Valley
in southcentral Idaho. Southwestern Idaho is includ-
ed in the Southwest Idaho-Eastern Oregon Milk
Marketing Order. Southeastern Idaho is included in
the Great Basin marketing area that also covers most
of Utah.

Table 6. mmmmmdmwm

tion, U.S., 1981 (Walzer 1982).

Number Percent Percent of

Affillation ofstores of total Sales  total sales
(million $)

Independent 108,130 65.5 $106,875 44.4
Chain 19,070 116 119,905 49.8
Convenience store' 37,800 22,9 14,120 5.8
Total 165,000 100.0 $240,900 100.0

'Excludes gasoline sales.




With such diverse and somewhat separated
markets, one would suspect that consumer prices for
milk and milk products would be quite variable
throughout the state. Consumer prices for milk at
most major cities throughout Idaho were recorded
during June of 1980, 1981 and 1982. In each case,
prices were all recorded within the same week to
reduce the chance of price change over time. No
special or sale prices were recorded. Prices were
recorded for half gallon and gallon containers of
homogenized whole milk, butter and mild cheddar
cheese.

The market for dairy products appeared to be
quite competitive in most markets in spite of the fact
that milk was differentiated by different brands and
there was a small number of sellers in each market.
Branding was also prominent for butter and cheese.
One would expect rather uniform prices to prevail
in a competitive market with price differences to
allow only for quality, packaging differences,
volume of sales or location. This is because, in a
competitive market, there are several sources of
supply so that no one can charge more than the go-
ing price. If the price differences between locations
are greater than transfer costs, the product moves
between markets until price differences are reduc-
ed. If the quality of the product is uniform, then
this will not be an important factor in price
differences.

The products were not sampled for quality fac-
tors, but there were no observable differences besides
brand name. Volume of sales did not appear to be
a price factor in stores surveyed. Location, then, was
the only apparent difference to account for price
differences.

Because milk production and processing take place
throughout the state and transportation facilities
have become quite efficient, price differences caus-
ed by location were not apparent. For example,
prices at Salmon, Idaho, were not different from
prices in the upper Snake River Valley even though
its location is somewhat remote. Some smaller towns
in remote areas did charge higher prices than the rest
of the state. Retail prices varied more between
brands in some stores than it varied geographically
throughout Idaho.

Retail milk prices in grocery stores did increase
over the period of the survey. Table 7 shows the rate
of increase for different areas of the state. Percen-
tage increases were higher in southern Idaho than
in northern Idaho between 1980 and 1982. Northern
Idaho prices were above those in the southern Idaho
in 1980, however, so that by 1982 prices in northern
Idaho were closer to southern Idaho prices.

Price increases in southern Idaho averaged higher
for one-half gallon cartons than for gallon containers
over the period studied. Gallon containers increas-
ed from 5 to 13 percent while the price of one-half

gallon cartons increased from 9 to 19 percent over
the same period. In northern Idaho, both container
sizes increased from 4 to less than 10 percent. Pro-
ducer prices for the same period increased about 5
percent.

During the 3 years of the survey of retail prices,
some interesting observations were made. Many
stores in southwestern and southcentral Idaho sold
both in-store brands and local dairy brands of milk.
The local dairy brand was often considerably higher
per gallon than in-store brands. Southeastern Idaho
stores also had store brands and local brands, but
there was little or no difference in these prices. It
was reasoned that retailers of milk recognized a con-
sumer loyalty to local brands and took advantage
of this. This is conjecture, however, since no analysis
was made of this occurrence.

Milk prices in small convenience stores were usual-
ly competitive with local supermarkets indicating
that milk may be used to attract customers into these
stores. No patterns of prices for butter and cheese
were observed except they were slightly higher in con-
venience stores and in remote areas than in larger
towns and in supermarkets.

Raw milk was sold in some stores, but no attempt
was made to evaluate the prices. Milk prices at dairy
drive-ins, gasoline stations or other outlets were also
not recorded or evaluated in this study.

One conclusion that may be drawn from the price
survey is that the customer often has several options
for milk purchase. Also, careful shopping could
reduce milk expenditures without sacrificing quality.

Producer Milk Prices

Milk prices are ultimately determined by the
market for dairy products. These prices are influenc-
ed at times by the established support price. Market

Table 7. Retall milk price changes In idaho grocery stores, June
19880 to 1882

Percent increase 1980-1982
Area Gallon contsiners % galion containers

Northern Idaho 4t07 4t0 9
Coeur d'Alene
Moscow
Lewiston
Grangeville

Southwestern Idaho
Boise
Caldwell
Mountain Home

Southcentral Idaho
Jerome
Twin Falls
Burley

Southeastern Idaho
Pocatello
Blackfoot
Idaho Falls
Rexburg

Sto11 111013

8to 13

9to 14

5to 10 9to 19




milk prices are influenced by the support price a and there are no government purchases under the
great deal during periods of large surpluses when the support program, prices are established by the
government purchases substantial quantities of dairy market. Table 8 compares milk support prices with
products. When milk prices exceed the support price market prices from 1949 through 1983.

Table 8. m;cmm milk: Comparisons of announced support prices and U.S. average markel prices paid to producers (USDA, ERS

Average market level
Support level As a percentage of
As a percentage of parity equivalent
Marketing year Date ____parity equivaient Price per Price per inmonthbefore  Average during
beginning in...! effective’ Minimum Announced® 100 pounds 100 pounds marketing year marketing year
(%) (%) ($) ($ (%) (%)
1849 1/01/49 20 90 3.14 3.14 20 8o
1850 1/01/50 75 81 3.07 3.35 88 85
1951 75 86 3.60 3.97 94 23
1852 75 80 3.85 4.00 23 95
1953 75 89 3.74 3.46 83 84
1854 75 75 3.15 3.15 75 80
1855 75 80 3.156 3.19 81 82
1956 75 82 3.15
4/18/56 75 B84 3.25 3.31 86 a4
1857 75 82 3.25 3.28 83 82
1958 75 75 3.08 3.16 77 77
1059 75 77 3.08 3.22 81 81
1960 75 76 3.08
9/17/60 80 80 3.2
3/10/61 80 85 3.40 3.3 83 82
1861 80 83 3.40 3.38 83 82
1962 75 75 an 3.19 76 76
1963 75 75 3.14 3.24 77 77
1964 75 75 3.15 3.30 77 78
1965 75 75 3.24 3.45 80 7
1966 75 78 3.50
6/30/66 75 90 4.00 41 92 90
1667 75 87 4.00 4.07 88 87
1068 75 89 4.28 4.30 80 87
1969 75 83 4.28 455 88 86
1970 75 85 4.66 476 87 85
1971 75 85 4.93 491 85 82
1972 75 79 493 522 84 80
1973 3/15/73 75 75 5.29
8/10/73 80 80 5.61 6.95 99 91
1974 80 81 6.57
1/04/75 80 89 7.24 6.87 85 78
1975 75 79 7.24
10/02/75 75 B84 n 8.12 89 84
1976 75 80 8.13
10/01/76 75 81 8.26 8.52 B84 82
1977 4/01/77 75 82 8.00” 8.77 80 80
1977 80 82 9.00
4/01/78 . 87 9.43 9.30 85 79
1978 80 80 9.87
4/01/79 - 87 10.76 10.86 88 80
1979 75 80 11.49
11/28/79 80 80 11.49
4/01/80 . 87 12.36 11.75 82 76
1980 80 80 13.10 12.71 78 73
1081 75 75 13.49
10/21/81 73 73 13.10 12.66 70 68
1982 10/01/82 69 69 13.10 12.66 67 64
1983 65 65 13.10
1983 12/01/83 62 62 12.60
'Start of marketing year April 1, from 1951 to 1976, and October 1, from 1977 to present.
2if other than start of year.

IThe actual percentage of the parity equivalent price published in the month before the marketing year. In some cases the announced per-
centages, based on forward estimates of parity, were slightly different.

4Jan. 1, 1950 to March 31, 1851.

sBeginning November 1962, parity equivalent is based on prices for all manufacturing grade milk instead of the “3-product” price for
American cheese, evaporated milk and the butter-nonfat dry milk combination used before.

*April-September transition period.
"Adjusted to annual average fat test.
*Mandated semiannual adjustment to reflect changes in the prices paid index.
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Since 1979, the market price has consistently been
below the support level. One should also be aware
that the support price applies only to manufactur-
ing milk. Fluid prices, however, are indirectly af-
fected in that the fluid price is based on the manufac-
turing milk price plus an added differential to cover
the extra cost and handling required for fluid milk
products.

Milk prices have been largely related to the
Minnesota-Wisconsin price in past years. This is the
price established by cheese, butter and powder plants
in the two states. The manufacturing milk price
would be the Minnesota-Wisconsin price with ad-
justments for location of the farm relative to the pro-
cessing plant, volume of milk sold, composition of
the milk (butterfat and sometimes protein) and other
factors. Fluid milk prices are affected by the same
factors in addition to price adjustments under federal
or state marketing orders. In recent years, many milk
processors have been changing to component pric-
ing including protein or pricing on a yield basis. For
example, with cheese yield pricing the price for milk
is determined by the amount of cheese that can be
produced from the milk. Yield relates to milk solids
including the amount and quality of protein and also
to the fat content. This method has been enhanced
by better and more efficient tests for various milk
components.

As of Jan. 1, 1984, there were 45 federal milk
marketing orders in the United States. These orders
regulated the pricing and handling of about 70 per-
cent of all milk sold to plants and dealers and about
81 percent of the Grade A milk marketed in the U.S.
Currently, about 85 percent of the nation’s milk
supply is Grade A, and an average of 45 percent of
this is used for fluid milk products (USDA, ERS
1984a). Only Grade A quality milk is regulated by
federal milk orders.

Fig. 11. Federal order marketing areas in the northwestern states
(Burger 1981).
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Most of Idaho’s milk is served by Federal Milk
Marketing Orders since the establishment of the
Southwest Idaho - Eastern Oregon Federal Milk
Marketing Order. As of 1983, however, only about
half of Idaho’s milk was Grade A, compared with
an average of 85 percent for the nation. Fig. 11
shows the areas of the three Pacific Northwest states
that are included under milk marketing orders,
following the establishment of the Southwest Idaho
- Eastern Oregon Federal Milk Marketing Order.

Federal milk marketing orders use classified pric-
ing. All milk regulated is Grade A, but only part
of this is used for fluid purposes. Only milk used
for fluid receives the Class I price. All other milk
goes into Class II or Class III and receives a much
lower price. The producer is paid a blend price in
most orders. The blend price is a composite price
established according to the use of milk in the
marketing area. For example, if 30 percent of the
milk went to fluid use or Class I, 20 percent was
Class II and the remaining 50 percent was Class 111
the blend price could be found as follows, using the
assumed prices given.

Perceniage
Class Price use
| $14.00 ® 30 = $ 420
I 12.20 x 20 = 244
m 12.10 x 50 = 6.05
Blend price = $12.69

Each producer would receive the blend price of
$12.69 per hundred weight of milk with adjustments
for butterfat, volume, location, etc. Some
cooperatives are allowed to adjust individual pro-
ducer blend prices according to a quota system that
may have been established before the marketing
order. Note also that the blend price increases as the
percentage used for fluid increases. Some orders also
have seasonal price adjustments to encourage more
uniform production throughout the year.

The figures that follow give average prices for the
United States and for Idaho for all milk, milk used
for fluid or Class I and for manufacturing milk. Fig.
12 shows average annual milk prices for the U.S.
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Fig. 12. Average annual milk prices for U.S. and Idaho, 1955-
1983 (USDA, ERS 1984).



and Idaho from 1955 to 1983. The Idaho price is
lower primarily because of the lack of a market for
fluid milk. This means that most of the milk pro-
duced in Idaho is processed into manufactured pro-
ducts that can be stored and shipped more easily.

Prices for fluid milk compared to manufacturing
milk for the United States are shown in Fig. 13.
These prices have usually differed by $1.00 to $1.50
per hundredweight during the 1955 to 1983 period.
Fluid and manufacturing milk prices in Idaho are
given in Fig. 14. The differences between these two
are a little less for Idaho than for the nation.

There are still seasonal production patterns for
milk in Idaho. Production tends to be highest in the
late spring and early summer. Prices also correspond
to production with prices highest during seasons of
low production and low during the peak periods.
Fig. 15 illustrates these relationships.

The preceding discussion has been written about
existing prices for dairy products. To determine
whether there has been an actual increase in milk
prices, the all milk average price for the U.S. was
deflated using the index of all food prices with 1967
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Fig. 13. Average annual prices for fiuld milk and manufacturing
milk, U.S., 1955-1983 (USDA, ERS 1984).

Fig. 15. Seasonal Indexes for milk production and milk prices,
idaho 1979-1983 (Idaho Agricultural Statistics 1983).
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as the base year. Fig. 16 gives the actual prices com-
pared to deflated prices from 1950 to 1983. This
shows that actual prices have not increased and may
have even declined a little in recent years.

The Dairy Price Support Program

The prices of milk and butterfat have been sup-
ported in one form or another since 1949. The
Agricultural Act of 1948 established support prices
for milk and butterfat at 90 percent of parity for
1949. The Agricultural Act of 1949 required the
Secretary of Agriculture to support milk and but-
terfat at such level between 75 and 90 percent of pari-
ty as he determined necessary to ‘‘assure an adequate
supply.”” This was primarily done by the Commodity
Credit Corporation (CCC) removing enough butter,
cheese and nonfat dry milk from the market to bring
market prices up to or near the announced support
price. Support prices have been announced annual-
ly or more often. The support program was suc-
cessful most of the time from its beginning up until
late in the 1970s. During that period, price supports
fluctuated between the allowable range of 75 and
90 percent of parity.
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Fig. 16. Actual and deflated prices for milk, U.S. 1950-1983 (U.S.

Department of Commerce and Council of Economic
Advisors 1984).




General inflation during the latter part of the
1970s automatically increased the parity milk price
and the support price along with it since the sup-
port was tied to parity. This brought about price rises
that encouraged increased milk production. Produc-
tion per cow continued to increase and, for the first
time in many years, there was even an increase in
cow numbers. By 1981, it was apparent that the pro-
blem would not vanish, and the price support was
frozen at the 1980 level.

The 1982 legislation previously mentioned main-
tained this minimum price for at least until 1984
(this, however, was superceded by the Dairy and
Tobacco Adjustment Act of 1983). It also provid-
ed that the Secretary of Agriculture could implement
a deduction of $.50 per hundredweight of milk pro-
duced beginning Dec. 1, 1982. This money was to
be paid by all producers and collected by those who
pay dairy farmers for milk, usually handlers or dairy
cooperative associations. An additional $.50 per
hundredweight was to be levied April 1, 1983. The
second $.50 was to be all or partly refunded to dairy
farmers who reduced milk production.

The deduction program that began Dec. 1, 1982,
was stymied shortly after by court rulings that pro-
per action and approval had been circumvented and,
therefore, was unconstitutional. Collections ceased
until this problem could be resolved.

Because of accumulating stocks of dairy products,
the support price established on Oct. 1, 1980, con-
tinued up until Dec. 1, 1983, without any additional
increases. The 1949 Act was amended in September
1982 by the Omnibus Budget Reconciliation Act of
1982. Minimum support was set at $13.10 for milk
with average butterfat of 3.67 percent ($12.80 for
3.5 percent) for the years beginning Oct. 1, 1982,
and Oct. 1, 1983. The price was to be adjusted Oct.
1, 1984, to be the level of parity that $13.10
represented on Oct. 1, 1983 (USDA, ERS 1982).

Because of continuing surplus problems under the
1982 Act, however, new legislation was passed that
took effect Dec. 1, 1983. This was called the Dairy
and Tobacco Adjustment Act of 1983. The dairy
support price was reduced from $13.10 per hun-
dredweight to $12.60 for milk of average fat test
(3.67 percent) and cannot be changed until April 1,
1985. In addition, dairymen are being assessed 50
cents per hundredweight on all milk marketed to be
used to offset the cost of the diversion program. This
brings the actual price down to $12.10 per hun-
dredweight. The intent was to bring production levels
more in line with national demand. The 1983 Act
also authorized a 15 cent per hundredweight assess-
ment on all milk marketed to support research and
promotion of dairy products.

Dairy farm operators were allowed to signup for
the diversion program from Jan. 16 until Jan. 31,
1984. They were allowed to signup for between 5
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and 30 percent reduction from a base established
from 1981 and 1982 production. Dairy farmers are
paid $10 per hundredweight of reduction at the end
of each quarter for complying with their contracted
reduction. A substantial penalty is charged for those
who do not comply with the program.

The signup for the diversion was considerably
below the expected participation. About 12 percent
of the nation’s dairy farmers signed contracts to
reduce milk production. The reduction contracted
was about 9.3 billion pounds for the 15 month period
of the program and amounts to about 5.5 percent
of the milk supply for the 15 months of the diver-
sion program (Jan. 1, 1984, to March 31, 1985). The
other 88 percent of the dairy farmers are free to in-
crease production if they choose.

The dairy diversion program should discourage
additional increases overall and may actually bring
about a decline. Also, the fact that milk prices have
not increased since 1981 could be an even greater
factor to discourage milk production increases.

Since about 1980, the market price has consistently
been lower than the support price level. The sup-
port price was below 75 percent of parity by 1981
and in 1982 fell below 70 percent. Average market
prices were still lower than the support price.

Favorable prices have, no doubt, been a signifi-
cant factor in dairy surplus. Another probable cause
has been general economic problems in agriculture.
Dairying has been more dependable than most other
alternatives so that there has been greater interest
in it. At the same time, feed prices have been
favorable to high milk production. Milk production
per cow was 12,587 pounds in 1983, an increase of
3.4 percent over 1981, which was the highest on
record at that time. Average Idaho milk production
per cow was 12,948 pounds in 1982 and 13,207
pounds in 1983. The 1983 production per cow was
1.4 percent higher than in 1981 (USDA, CRB, SRS
1984).

Summary

Dairying is the fourth largest agricultural industry
in Idaho. Besides producing milk with a farm value
of $291 million in 1983, many people are involved
in processing and marketing dairy products.

Dairy products make up 12.5 percent of consumer
expenditures for food. The cost of dairy products
has been increasing with most other items in the
economy, but in terms of the amount of labor ex-
pended, there has been a large decrease in the cost.

The numbers of dairy cows in the U.S. and in
Idaho have been declining for many years with the
exception of a small increase between 1978 and 1983.
Production per cow has increased dramatically. For
example, production per cow in Idaho increased



from about 6,000 pounds per year in 1950 to more
than 13,000 pounds in 1983.

Milk producing areas of Idaho are mostly con-
centrated in the irrigated areas of southern Idaho
where feed is plentiful, and the climate is conducive
to dairying. Because of the sparse population of
Idaho and immediately surrounding areas, between
70 and 80 percent of Idaho’s milk is manufactured
into cheese, butter, nonfat dry milk powder and a
few other products.

Retail milk prices in Idaho do not vary greatly
from one part of the state to another. Prices are
higher in a few isolated areas, but generally there
is little difference in retail prices. Prices for different
brands within stores often differed more than prices
between stores.

Producer prices for milk were lower in Idaho than
the U.S. average primarily because of the low utiliza-
tion for fluid milk products. About three-fourths
of Idaho’s milk is manufactured into various pro-
ducts so that Class I prices are received for a very
small portion. This lowers the average price receiv-
ed by the farmer.

Dairy price policies have an effect on Idaho milk
prices just as they do for the U.S. Prices in terms
of 1967 dollars have remained fairly constant since
1950. Milk prices have not increased since 1981.

The dairy industry has recently begun a painful
adjustment to reduce surplus stocks and government
purchases. It is auticipated that production will be
reduced and equilibrium will again return after this
adjustment has been made.
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Appendix Tables

Appendix Table 1. Milk production and factors affecting supply, U.S., selected years, 1955-84.

Miik cattie on farms,
January 1' Average prices received
Milk cow replace- by farmers per 100 pounds
Milk cows ments; heifers 500 Miik eligl MK,
and helfers Ib and more Milk cows on farms, mMon All milk, for fluid manutacturing
Year thathavecalved Total Per100cows averageduringyear Percow Total wholesale market grade
(000) . (000) (no.) (000) (Ib)  (mil Ib) ($) ($)
1955 21,320 6,832 320 21,044 5842 122,945 4.01 453 3.15
1960 17,8650 5,686 32.2 17,515 7.020 123,109 4.21 4.70 3.25
1965 15,380 4,780 311 14,953 8,305 124,180 4.23 4.63 3.34
1966 14,490 4,450 30.7 14,071 8,522 119,912 481 517 3.97
1967 13,725 4215 30.7 13,415 8,851 118,732 5.02 543 4.08
1968 13,115 4,080 311 12,832 9,135 117,225 5.24 5.67 4.22
1969 12,550 3,990 318 12,307 9,434 116,108 5.49 5.87 4.45
1970 12,091 3,880 321 12,000 9,751 117,007 5.71 6.05 4.70
1971 11,909 3,843 323 11,839 10,015 118,566 5.87 6.19 4.86
1972 11,776 3,828 325 11,700 10,258 120,025 6.07 6.38 5.08
1973 11,622 3,872 333 11,413 10,119 115,491 714 7.42 6.20
1974 11,297 3,941 349 11,230 10,203 115,586 8.33 8.66 7.13
1975 11,220 4,087 36.4 11,139 10,360 115,398 8.75 9.02 7.63
1976 11,071 3,956 35.7 11,032 10,894 120,180 9.66 9.83 8.56
1977 10,998 3,887 35.3 10,845 11,206 122,654 9.7 9.96 8.70
1978 10,896 3,886 35.7 10,803 11,243 121,461 10.58 10.79 9.65
1979 10,780 3,932 36.4 10,743 11,488 123411 12.03 12.23 11.10
1980 10,779 4,158 388 10,810 11,889 128525 13.05 13.21 12.05
1981 10,860 4,345 40.0 10,919 12,177 133,013 13.76 13.94 12.73
1982 11,012 4,532 41.2 11,026 12,316 135,785 13.59 13.73 12.66
19832 11,076 4,533 40.9 11,086 12,531 138,917 13.56 13.72 12.62
19842 11,140 4,541 408 NA NA NA NA NA NA
NA = Not available.
'‘Before 1965, estimated by Livestock Section, Economic Research Service.
*Preliminary or estimated.
Appendix Table 2. U.S. milk production costs and returns per cwi, 1981-83 (USDA, ERS 1984g).
Item 1981 1982 1983 ltem 1881 1982 1983
(s (%) ($ $ (%) ($)
Cash receipts:
Milk 1369 13.52 13.60 General farm overhead 49 57 57
Total receipts 1494 1466 14.68 Interest 143 155 159
Cash expenses: Total fixed cash expenses 229 247 2.52
Feed — TOTAL CASH EXPENSES 974 086 1054
Silage 33 33 37 Receipts less cash expenses 520 480 4.14
Concentrates 345 328 340 Capital replacement 164 157 158
Hay 80 86 & Receipts less cash expenses and 356 323 256
Pasture and other forages 04 04 .04 replacement
Haylage .23 21 .22 y
Total feed costs 485 472 490 Economic costs:
Variable cash expenses 745 739 802
Other variable cash expenses — General farm overhead 49 57 87
Mlﬁl\kﬂ}l‘#;la:rlgnminalion ?? :1,; ?3 Pl i e
- . . Capital replacement allowance 164 157 1.58
Livestock haullng 02 02 .02 Ommﬂng cap“a' 15 32 10
Marketing 10 11 .1 Other nonland capital 110 104 .95
Fuel, lube and electricity 40 40 a7 Land a7 36 38
Machinery and building repairs 35 37 38 Unpaid labor 146 151 1.48
Hired labor 83 87 B TOTAL ECONOMIC COSTS 1303 1291 1340
DHIA fees 05 05 .05
Dairy supplies 19 19 19 Residual to management and risk 191 176 128
Dairy assessment NA  NA .48 Net returns to owned inputs 490 478 4.15
Total variable cash expenses 745 739 B.02

NA = Not applicable.




Appendix Table 3. Milk marketings and USDA net removais, 1960-83.

Year Milk marketings' Net removals? Year Milk marketings' Net removals?®
(mil. Ib) (mil. Ib) (% mktgs.) (mil. Ib) (mil. Ib) (% mktgs.)
1960 115,266 3,115 27 1973 112,141 2,185 19
1961 118,432 8,022 6.8 1974 112,385 1,346 1.2
1962 119,465 10,748 9.0 1975 112,337 2,036 18
1963 118,859 1,772 6.5 1976 117,221 1,236 1.1
1964 121,054 7,677 6.3 1977 119,830 6,080 5.1
1965 118,676 5,665 48 1978 118,796 2,743 23
1966 114,801 645 6 1979 120,943 2,119 18
1967 113,976 7,427 6.5 1980 126,187 8,800 7.0
1968 112,788 5,150 46 1981 130,709 12,861 928
1969 111,966 4,479 4.0 1982 133,452 14,282 10.7
1970 113,109 5774 51 1983 137,658 16,814 12.2
:g;; “::;; ;‘m 22 ‘:irl:“production less amount fed to calves and consumed on
*Milk equivalent basis.
Appendix Table 4. Milk: Supply and utilization in all dairy products, U.S., 1960-84."
Utllization
Supply Domestic disappearance
Beginning stocks Totsl Exports and shipments Fed to Civillan consumption

Year Production imports Commercial Government Total use  Commercial® USDA® Total caives Military Total Per capita

1960 123,109 604 3,730 430 127,873 122,473 887 142 1,029 2,548 2,532 116,364 653
1961 125,707 760 4,192 1,208 131,867 121,964 784 148 932 2,432 2472 116,128 641
1962 126,251 795 4,992 4911 136,949 124,793 796 922 1,718 2,330 2969 117,776 641
1963 125,202 915 4,338 7,818 138,273 128,585 2,122 3,371 5483 2245 2964 117,883 632
1964 126,967 830 4,132 5,566 137,485 132,195 3,478 3976 7,454 2,152 3,007 119,582 632
1965 124,180 $23 4,317 973 130,393 125,937 1,710 648 2,358 2,061 2819 118,699 620
1966 119912 2,791 3918 538 127,159 122,300 907 301 1,208 1,980 2376 116,736 604
1967 118,732 2,908 4,813 46 126,499 118,247 593 231 824 1891 2,117 113415 581
1968 117,225 1,780 4,258 3,994 127,257 120,550 814 957 1,771 1,821 3,295 113,663 577
19689 116,108 1,621 3,983 2,724 124,436 119,002 942 477 1,419 1,745 2696 113,232 569
1970 117,007 1,874 3,798 1,447 124,126 118,323 949 41 990 1,702 2419 113,212 561
1971 118,566 1,346 3,705 2,098 125,715 120,611 1,063 1,963 3,026 1,635 2,031 113919 556
1972 120,025 1,694 3,565 1,539 126,823 121,325 1,263 884 2,147 1624 1671 115883 558
1973 115491 3,880 3,493 2,005 124,849 119,641 1,213 79 1,202 1,584 1,257 115,508 551
1974 115,586 2,923 4,732 476 123,717 117.831 1,133 25 1,158 1,588 1,137 113,978 539
1975 115398 1,669 5,576 310 112,953 119,110 1,026 20 1,046 1566 1,075 115423 540
1976 120,180 1,943 3,719 124 125966 120,257 1,004 23 1,027 1,567 1,013 116,650 540
1977 122654 1,968 5,299 410 130,331 121,705 963 29 992 1,541 996 118,176 542
1978 121461 2,310 4,916 3,710 132,397 123,668 927 51 978 1,497 977 120,216 545
1978 123,411 2,305 4475 4,254 134,445 125,846 982 38 1,020 1,437 1,163 122,226 548
1980 128,525 2,109 5419 3,180 139,233 126,274 932 56 988 1,385 1,067 122,824 544
1981 133,013 2,329 5,752 7,207 148,301 129,923 3,682 67 3,749 1418 1,020 123,736 543
1982 135,802 2477 5,308 12,980 156,657 136,596 3,955 644 4,599 1506 1371 129,120 562
1983 139,968 2616 4,603 15,451 162,638 139,982 1,484 1,608 3,092 1500 1,307 134,083 578
19844 5,246 17,412

'Milk equivalent, fat-solids basis.

?Includes sales for dollars and government-to-government sales.
Jncludes P.L. 480 and AID programs.

“Preliminary.
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