 (the "AMAA“)

_ TESTIMONY OF
THE INTERNATIONAL DAIRY FOODS ASSOCIATION
DECEMBER 2006 FEDERAL MILK ORDER HEARINGS
' DOCKET NO. AO—14—A76 et a! DA»~Q7—01 '

B Thls testzmony 18 submltted on behalf of the Intematlonal Dan'y Foods

: 'Assocratlon (IDFA) a trade assoc1atlon. representmg manufacturers'
marketers d1str1butors. and suppliers of ﬂuld mllk and related products xce_ :
'.,cream .and- frozen dairy deserts' 'and' cheese IDFA represents the nation‘s
'_.dalry manufactunng and marketmg mdustnes and  their supphers w1th a
: _membersh1p of 530 companles representmg a $90 blllron a year 1ndustry |
: :IDFA is composed of three constituent organizations: the Milk Industry -

F oundatron (MIF) the Natlonal Cheese Instrtute (NCT) and the Internatlonal

Ice Cream Assomatron (IICA). .IDFAs-ZZO dalry processing members run

more than 600 plant operations, -and range from large muln—natronal
o organlzatlons to smgle-plant compames Together they represent more than'__ '

85% of the mllk cultured products cheese and frozen desserts produced and -

marketed n the Umted States

As buyers and processors of milk, IDFA members have a critical

| mterest in thls hearing. Most of the mrlk bought and handled by IDFA
rnembers is regulated under the federal mrlk marketmg orders (“FMMO”) _

- 'promulgated pursuant to the Agncultural Markenng Agreement Act of 1937
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1 am Dr Robert D. Yonkers Chief Economist and Dlrector of Pohcy

Analysrs at the Intematlonal Darry Foods Assoeratlon (“IDFA”) I have held '

| that posrtron srnce June 1998 I hold a PhD in Agricultural Econorrncs

~ from Texas A&M Umversny (1989) a Masters degree in Darry Smence__ |

frorn Texas A&M (1981) and a Bachelor of Science degree in Da1ry'.
Productron from Kansas State Urnver51ty ( 1979) I have been a member of _
the Amerrcan Agrreultural Economres Assoc1at10n since- 1984

Prror to takrng. my cnrrent positibn at IDFA' I was a tennred-faeulty

| member n the Department of Agncultural Economrcs and Rural Socrology _

| Class 1 and II pnce formulas used 1n all Federal Mrlk Marketrng Orders L

at The Pennsylvanra State Unwersrty, where I was employed for nine years.

At Penn State 1 condueted research on the impacts of changlng rnarketmg_ o
_' conditions, altematrve pubhc pohcres and emergrng technologies on the o
dalry industry. In addrtlon 1 had statew1de respons1b1llt1es to develop and

'dehver extensron materrals and programs on tOplCS related to da1ry.'

marketrng and polrcy I have Wntten and spoken extenswely on econorrue

| 1ssues related to the darry mdustry, and | have prepared and dehvered expert

witness testlmony to state leglslatures and to Congress
These hearlngs were called to consrder proposals eontamed n a

petition from Natronal Mrlk Produeers F ederat1on (petrtroners) to change the




. (FMMOs) IDFA opposes all ﬁve proposals: contalned in the hearmg notice, -

and i 11 addrtlon opposes therr consrderatlon on an emergenoy basrs For the

| reasons I am about to explam

1. There is no need to rnalce these changes to ensure orderly.
.marlcetlng or a sufﬁc1ent quantlty of pure and Wholesorne milk
to meet current (or proJe_cted) needs; |

2, Making the 'prOposed.-Changes ‘would lead to disord_erly

| rnarketin.g'; S o |

3. Data used by proponents of these changes do not address the
_relevant cons1deratrons and are in any case senously ﬂawed

| and i in | many 1nstances self contradlctory |

‘Before addressrng these issues in detarl I would ﬁrst like to note our

- strong obJ ect1on to the short notrce provided for tlns heanng Class I pncrng _

is the most ﬁmdamental aspect of federal order regulatlon ~ Past
con51deratrons such as those undertaken durrng order reform, have mvolved__

detailed and careful analyses mcludmg analyses of the regronal nnpacts of

- Class I prrcmg The hurried: nature of these hearlngs has resulted in
superﬁclal presentanons and the use of surrogate (and as noted often

ﬂawed) data even wrth respect to those factors that the proponents clan‘n are

relevant to the i 1nqu1ry




Earlier this year, USDA suspended for. several months its
| I'cons1deratron of updatlng the Class m and IV make allowances to await the .'
_ development of what it belteved would be more rehable and approprrate data.
than 1t had recerved when those malce allowance hearrngs had ﬁrst been held
. in January 2006 We beheve that USDA must conclude e1ther that the' -
| proposals in thrs hearmg should be denred or that a suspensron of
consrderatron of the proposals should occur in order to penrut appropnate

data to be developed

There is no need to make these changes to ensure orderlv _

- marketlng or a sufﬁcrent quantltv o_pure and. Wholesome mllk to meet -

current (or prolected) needs I would have ‘assumed that everyone

. rncludrng the proponents would have recognlzed that the touchstone of the o

. ) ,mqurry here is the adequacy of the milk supply to meet Class T needs This -

1s of course a crrtrcal factor under the AMAA and was by far the most'-.
lmportant factor to USDA when it last held a hearmg to consrder ra1srng |
Class T and II pnces in 1998, As I wrll drscuss in more detail below
USDA at that time rejected a proposed floor pnce that would have had the '
-~ effect of rarslng Class I pnces by $1.05 per cWt, prmcrpally because there
| was no evrdence of a shortage of nnlk for Class I needs -

‘More recent_l_y, _111 a .T anuary- 23, 2003‘ letter to Congr_essman _Blunt, and




 aJanuary 21, 2003_' tetter to Cong‘ressman Sher_wood, explaining Why USDA |
'w.ould not cal__ll'a hearing to consider a_“drought adjustment surcharge” on
'Class I'and Class' I pri'c.es, Under'Secretary Hawks.listed the first objective-_- |
of the FMMO program as “to assure an adequate supply of milk for the fluid -
" .market 7 I would ask that these letters be introduced as Exhlbrts _ and L
Remarkably, the proponents do not even attempt to address this
'factor clanmng it irrelevant. 'I find that attltude bafﬂmg-m light of the
E AMAA standard and past. USDA practrce .
- The facts are clear and tellmg The US. rmlk supply has been and' |
'wrll contrnue to be adequate to meet all market needs for rrulk and 1is
certamly .much more than adeouate to meet all needs of the fluid rnarke't -

' the touchstone under the AMAA, Total U. S milk produchon has grown

' dramat1ca11y in the past 30 years. In 1975 totaI U S. milk productlon was

- 1154 billion pounds Thrs has grown to 177.0 bllhon pounds in 2005, and is-

forecast by USDA to increase. another 4.9 b1111on pounds i 2006 to 181 9

b1111on pounds (see ﬁgure 1) Thrs 1ncrease of 57'6 pcrcent over the past 31

o years has only been due to increases in consumer demand for farm rnllk for- -

: the processmg and manufacture of mrIk and datry products




Figure 1: Total U.S. Milk Production
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| However, '. little _of tﬁis inoreased farm milk -.production has baen‘
_.needed to ssrue- the need for fluid milk pr.oduclts' ‘While US mﬂk
production grew by 61. 6 b1111or1 pounds betwoen 1975 and 2005, total U S.
 fluid product sales only grew by 800 mﬂhon-pounds (0. 8-b11110r1 pou‘nds) .
U S. total fluid product sales were 53 2 billion pounds in 1975, and reached )
a record hlgh of 55 I billion pounds in 1991 S1nce then, total fluid product |
.. sales have been on a shght downward trend, and were only 54. 0 b1H1on |

pounds in 2005.




on s Figure 2: Total U.S. Fluid Product Sales
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- As these .very. d1fferer1t trerlds in farm milk product1on and ﬂu1d
product sales demonstrate there is clearly 1o lack of farm m11k avallable to
serve the declmmg fluid sales Indeed 1t is more than a 11ttle ironic that the .
pr0ponents would choose to burden .w1th sharply hrgher pnces the one .

B _ segment of the da1ry 1ndustry (ﬂuld mrlk) that has expenenced for many

- years now steady declmes ona  per caprta bas1s .

The most recent trend in total U.s. ﬂu1d product sales can also be seen
| in the use of monthly data pubhshed by USDA's Agrlcultural Marketmg ,
'_ Service. Ad]usted to average da11y volumes ‘total ﬂu1d sales have: trended -

* downward since the 1mp_lementat1on of federal order reform ‘in 20__00 (see
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*figure 3).
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Figure 3: U.S: Fluid Sales, Avg Daily Sales by Month
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. Nor can'it be argued that for Whatever reason, this increase in milk

: 'productlon has not nor will contmue to be, avaﬂable to all dairy processors
| Several IDFA members, representmg s1gmﬁcant Class I and I processmg
'- capac1ty in many d1fferent areas of the country, have presented testnnony |

| regardmg the1r ability to procure milk for these class uses w1th case,

In addltlon USDA 1tself in recent years has repeatedly and .

conszstently found that the supply of milk i the U S 1s more than adequate




to meet the needs o.f the Class I market -~ and that thls dlctated that Class 1
pnces not be ralsed
In 1ts Iune 1998 de0151on resultmg. from a hearmg to 001131der a' .
| proposal to ﬂoor the Class I and I pnces in aII FMMOS USDA addressed a
' -proposal by NMPF members that in effect would have mcreased the Class I:_'
| d1fferent1al by $1 05 (see 63 FR 32147) USDA noted
“Desplte a 46—percent reduetlon in the nurnber of .U S. dairy fann's_'.
| __ from 1988 through 1997 mlllc productton 1noreased 8 percent The
__ _data contatned in the record of the pubhc heanng n thls proceedmg |
.: 'prowde no ba51s to expeot that an adequate supply of nnlk for ﬂu1d'
B use will not h_e ava_ﬂable n-at1onw1de.- .Therefore,-the record does not
support 'adopti'ng_ the pr_oposall, which woul_d_ ..encou'r'age‘ more milk
| ‘production.” Fed Reg Vol 63" No 113 page 32149. o R | |
. -:_ And _'I.ater; o -.
| .._".The '.-p'eti‘tion t’or ﬂoorin"g.- the BFP'is: denied.beeause there ils no .
- evidence of a natlonal mllk shortage e1ther for all uses or for ﬂu1d -
“ uses." Fed Reg Vol 63 No 1 13 page 32150 |
“And stﬂl Iater. |
- "The facts cleaﬂy demonstrate that the proposed floor is not requtred_

N by supply and demand oondltlons " Fed Reg VoI 63 No 113 page.




3215 0. |
The only drfference between the facts at the time .of that decrsron and.
now is that nulk produetton has contmued to grow at an even faster rate, and
| '_ fluid mrlk product sales have contlnued to trend downward | |
Nor d1d that emphasrs change in order refonn USDA in both the '
'January 1998 prOposed rule and the Apnl 1999 proposed rule followmg '.
order refonn emphasrzed the need to assess whether the Class I pnce will
generate sufﬁment revenue to bnng forth an adequate milk supply ? 63 F R
| : 4912 64 FR 16115, That goal clearly does not requlre raising Class I pnces
| Itis perhaps understandable that the proponents here choose toactas
- 1f the adequacy of the mllk supply is an 1rrelevant consrderatron glven that

the facts on the _SubJ ect point so--clearly toward the d‘em-al of the1r 'proposal

The NMPF proposal 31mply 1gnores the most 1mportant crltenon for o

' Class I pncmg, namely, the adequacy of the rmlk supply Th1s 18 part1cu1arly_

ironic since NMPF 18 1tse1f engaged in marketplace efforts that seek to o

B -achleve the oppos1te goal They are operatmg a program whose very o

purpose is to reduce the supply of nulk in the U S NMPF‘S Cooperatlves_

o _ Workrng Together (CWT) effort cellects on a voluntary bas1s 10 cents per

hundredwe1ght of nnlk marketed by part101pat1ng producers and

- cooperatrves ‘The ﬁmds collected ate then used in vanous ‘ways to reduce -

10




the supply of farm mrlk and dairy products avaﬂable to the U.S. market

.' NMPF claims that its CWT program has reduced the natlonal mrlk supply by

3 3 billion pounds since 2003, and. effecnve July l 2006, doubled the per

hundredwmght assessment for the CWT program (see Exh1b1t 8).

IDFA also notes there are currently FMMO regula‘nons other than o
nnmmum pncmg whrch address the factors whlch petmoners claim requrre :
. changes in the rmmmum Class I and Il-pnces‘ In fact, several of these .

o | regulatlons are in the process of being changed in some or all FMMOs as we

sitat thlS hearmg

USDA has announced a tentatwe ﬁnal decls1on to update the factors'

in the class pnce formulas Wh1ch reflect costs of manufacturmg Class Il and

v products a decrs1on Wthh USDA expects to be Implemented in February
| 2007 or soon therefore ThlS change was. announced by USDA to do what
| NMPF_ is _askrng_ for now: .update the factor repr_esentmg the. _costs of
processing for plants.manufacturing Class Ill and v products NMPF
asserts that the Class L pr1ce needs to be changed to address balancmg costs

| but n 1ts January 2005 ﬁnal decrs1on rejecting a proposal to cover costs of

N balancrng in the Northeast marketmg area with the use of marketw1de

- service payments, USDA noted: -




."Op'ponents eorre.ct_lyl' .note.'that the eosts of balancing have already
be'en' eoinISidered and are -ace'ounted for irr the Class IV prorlu'et-price -
" formula make allowance used in all Federal milk marketmg orders for
establrshrng the Class v mrlk prree " Fed Reg Vol 70 No 19 page |
4951
In addition, .US-_DA ‘on December 1, 2006 .implemente'd a cleeis'ion for
the Appalachran and Southeast rnarketmg areas to address the costs of
| moving mllk to those markets for Class T'use. Other wﬂ:nesses dtscussed the |
.'-specrﬁcs of th_e ehanges. I will _sunply observe that_ the adoption of the -
- proposals being .eonsidererl at this hearin.g‘Would.duplicate the adjustmentsﬁ
._ rﬁade- in- t'hos'e' marketing areas. Ftu'thermore transportation credits are a
better way to address the problem grven that the one provrdmg the ~
transportatlon service gets pard for 1t as opposed to changrng Class I
_ drfferentrals a.nd paylng money to those prowdmg no servrees of any kmd .
A srmrlar set of regulatrons exists in the Upper Midwest marketmg area to |
‘move milk from supply plants to pool plants
| US_DA also, | several ‘times since federal -order. reform, has heldl |
hearings and adopted changes 111 some _marketing_ ar_ea.s to limit the pooling
of milk, There _hav.e beerr two heaﬁngs to 'eo_'n,sider such proposals avith '

| decisions in each of the foIIOWirlg-marketing areas; Upper Midwest, Central
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- and Mldeast The most recent of these dec1s1ons were only 1mpIemented on
December 1 2006 One reason these declslons ‘were 1mp1emented was to
'address problems W1th depoolrng, Wh1ch in some months led to mgmﬁcant

volumes not bemg. pooled on the orders due to adverse . class pnce "

relat1onsh1ps wrth the resultmg decrease in the volume of mllk shipped to |

Class I plants in order to remain in the pool.

Makmg the proposed changes would lead to dlsorderly_ o

marketing, The _p_relrmrnary impact analysm conducted by U_SDA and
N ..published as part of the notice for this.hear.iné .lea_ds to the conclusion that ..
there is no mark.et'problem, and that the propOSals would create diéorderly': N
marketing ” |
| The baselme analys1s provrded by USDA clearly demonstrates that- :
| U S. milk productton W111 be more than adequate to meet current as well as 'I
. .future demands for milk and da1ry products Total fedefral order marketings .
in the baseline increase by over 9. 6 bﬂhon pounds m the next 9 years (the
' 'same analys1s could not be made for total U. S marketmgs due to the lack of .
deta11ed year—by—year data Irke that prov1ded for federal order marketmgs in
the "Appendix to Prehnunary Anal_y51s_ for Hearmg Concerning Class I \and

II _price formulas"). MeaﬁWhile, the same baselirie shows total federal' order
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Class I marketmgs Increase by only 147 million pounds (O 147 brlhon'

: pounds) durmg the same 9 year perrod

“Milk product1on growth thus far exceeds the needs of the Class I~

market In fact ‘the basehne estlmate of an increase in federal order Class I

marketmgs is an opt1rrust1c deviation frorn the trend since 1991 of a dechne

‘. _pubhshed by USDA's Agrrcultural Marketing Service.

in total U. S fluid product sales as reported by USDA s Econormc Research N

" _' Serv1ce as well as the more recent trend in estunated total U.S. fluid. sales

“In addition to the baseline analysis clearly demonstrating that milk -

production will be more than adequate to meet fluid product needs for at

least the next nine;'years, the 'analysis" of the proposals by USDA clearly

_ shows how it prornotes disorderly marketing Adoption of the proposals

Would decrease federal order Class I use by 616 million pounds over the :

dechne even more, losrng 747 m111101‘1 pounds
At t_he same time, the impact analysrs_ also shows that total federal

order milk marketings would Iincrease by 1,294 million pounds as a result of

- adopting the proposals. Note this g_rowth is on top of the baseline's forecast

~ growth of 9,600 million pounds. The impact on total U.S, mllk p_r_odu_ctlon-

© 14

o next 9 years, more than wiping out the meager increase forecast by the

“baseline w1thout 'adOpting the _proposals. Total US Class I use Would o



is even greater with adOptron of the proposals leading to an 1ncrease of
2,043 rmllron pounds above the baselme

Thts means the net impact of adoptlng the proposals is to reduce -

. total U.s. Class I use by 747 mllllon pounds from the baselme, thle at

_the same tlme 1ncreasmg total U S marketmgs by 2,043 million pounds .
The result is an increase in the use of rrulk in all manufac’rured dalry :
o productlons of the sum of these two figures, or 2 ,7190 mrllron pounds more
than the baselme 1ncrease- |

As USDA‘s 1rnpact analys1s clearly shows the sum of the reduced
. Class I use and the - add1t10nal farm milk marketmgs end up being used 1n-
manufactured dalry products Thrs, in turn, reduces the market prices for
| butter, nonfat dry rmlk cheese an'd dry vrhey such that not only are .Class 111 .'
and v nunrmurn prrces lower if the proposals are adopted, but so are Class
II prlces The latter is eerta:mly d1sorder1y marketrng, if as NMPF claims the
changes are necessary to increase the Class IT price to ensure an adequate :
| supply of nullc for Class IT use. -
Looking at this another 'vtfay, adoption o'f . these proposals will forc’e
o NMPF to increase the ler./el'of .activity_. under the Cooperatiues.Working'
| _' _-Together ‘progr_arn to remove an ad_ditional 2.7:9 billion pounds of milk above

- 'w_hat they planned to remove over the next 9 years in order to meet_ their
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target of mamtammé the wholesale butter prrce at $1.30 or above and the
wholesale prlce of cheddar cheese at $1.40 or above (even assummg thisis a _
| legmmate effort). : | | - |
| '.The.disparity o.f. regiohal ilnpact One notable 'feature missing from
| :USDA's impact analys1s and, presumably, its baselme model per1od 18 the
.abﬂrty to analyze the 1mpacts of the NMPF proposal on a marketmg area by .
_ marketmg area basrs Certamly, th1s 1nformatron is cntlcal for producers
Who mrght have to de01de whether to vote for or agamst the orders ina
referendum should the proposals be _adopted. | | |
USDA has in fact cohs__istently nbted the disparate regiorral irrlpacts as |
~ justification for reJ ecti_ng previous calls_.for a national ch.ange in the _Class I.
and II price calculations. When'i.t a‘cted in 1998 to reject the $1.05 Class I
prlce increase reflected by the price floor proposal USDA looked not only '
to the fact that the rmlk supply was more than adequate as d1scussed above _'
. but the drsparlty of regronal 1mpact
| ¢ .The.proposed floor under Class I.an-d lI prices Would have uuequal-
effects on farm level mrlk prrces unrelated to the ﬁnancral need of the
’ farmers affected The beneﬁt of the pr0posed ﬂoor toa producer .'
: Would depend on the proportron of Class T and IT milk used in the - |

order in which the pr_oduce_r’_s milk is pooled. Thus, a produ_ce'r _whose
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milk is pooled under a marketing order with a relatively high 80
| percent Class I and Class II use would get 80 percent of the prOJected _
$1.05 chfference between the proposed ﬂoored price and the Proj ected
BFP for the last half of 1998 and early 1999, or $0. 84 per cwt, On the
_. other hand producers mn marketmg order areas w1th a relatlvely low
20 percent Class: I and Class IT use would receive the benefit of only .
- $0.21 of the $1 051 increase in class prlces Producers in htgh Class I
_ _use areas already receive higher ble_nd pnces for their milk than
- produc'ers in areas with lower levels of Class I.use,.'and the effects of _
the price ﬂoor proposal would widen the differences between .such |
areas.” Fed Reg Vol 63 No 113 page 32150
'This same pornt was made by Undersecretary Hawks m. the .
J anuary:__'2003_ lett_ers that I mentroned carlier: |
| "‘A_dding .a surcharge to Class I and -C'la.s_s I prices would provide '
substantially 'diffcrent benefits to t’armers depending up0r_1_ the-_ir |
loc_ation.; For ercample the farmers in the Florida FMMO, which has )
higher Class I ut1hzatton of about 90 percent would beneﬁt greatly_
'from such a surcharge for milk used in Class I products. Howcver

there would be substan_trally Iess beneﬁt to producers marketing milk
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in the Upper Midwest FMMO where only about 20 percent of the
milkisusedin Class1" -

In its 1998 dec131on e ectmg the call for a price floor that would have

- increased Class I and Class IT- prrces by $1.05 per cwt, USDA concluded that
| N dalry producers 1n marketrng areas with low Class I and Class II utrhzauon |

 would experlence depressed prices for their milk, pre01sely the concern

expressed in. this hearmg by _dalry producers and organizations in t_he

: midwest and'upper midwest:

‘fThe higher :class I and IT prices vuould.also increase mjlk p'r-oducti_on a

and reduce fluid mllk consumption,_ which v(}_oul_d tower pric'es for

milk used_ in .ma'nufactured dairy products. .Lo\‘zv'e'r: prices for these

other classes of milk would be even Imcire detrimental to producers in
~ low Class I and I utrlrzatron markets " Fed Reg Vol 63 No 113 page
32150, | |

_The regit)nal impacts are further exacerbated when the impacts'of |

* another federal dairy program the Mllk Income Loss Contract (MILC)
" .‘ program are accounted for. As USDA's 1rnpact analysis notes, MILC
_ payments to darry producers nanonw1de decrease by $82 million in 2007 1f
 these proposals are adopted Producers located in marketmg areas with

._ smaller average milk marketmgs per farm such as the Upper M1dwest |

18




'_ .Central Mid’elast. and NortheaSt | WOuld bear the brunt of lower MILC
: payments srgmﬁcantly more that marketmg areas where average mrlk |
- marketmgs per farm are- greater hlce the Southwest and Anzona areas. g
. Whﬂe the USDA 1mpact analysrs assumes: the MILC program payment rate - _: |
s zero beyond 2007 changes m the maJorlty in both houses of Congress :
: wrth the resultlng changes in both chamber and comnnttee leadershlp, could
_resuIt in the extensmn of the current payment rate of 34% or Ieven h1gher :
.Even w1thout the extens1on of the MILC program S NON-Zero payment- o B
- 'rate USDA's 1mpact analys1s shows that government costs mcrease abotre
| 'the basehne in each of the next 9 years due to mcreased purchases’ of da:try- -
| products under the Milk Prrce Support Program How can it not be-"
_ .consrdered d1sorder1y marketmg to adopt changes desrgned to incredse the.l- o |
_.CIass 1 and 1T pnces Wh1ch 1ead to less Class I use, lower Class I mﬂk_ -
- prlCCS Iower Class i mrlk pnces lower CIass IV mﬂk prlces and greater'_
" use of farm mrlk in manufactured dalry products .at least some of whlch

| must then be -purchased by the govemment -to maintain hrghe'r farm prtces?

Dr. Brran Gould of the Un1vers1ty of WlSCOIlSlI’l has aIready testlﬁed_ _'

: regardmg the W1de1y dlsparate 1mpacts these proposals would have on

- drfferent reglons of the country Dr Knutson has quantlﬁed the negatwe"- '
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_1rnpaets of the proposals to Upper Mldwest da1ry producers and I will not
L repeat that testlmony here
And what do the rest of us in the Unlted States get 1f the NMPF

- -proposals to change the Class 1 and II prrces were adopted‘? In add1t10n to. .

.  the 1ncreased cost to taxpayers from tncreased purchases of manufactured

da1ry products under the Mllk Price Support Program consumers get to pay :

o 'rnore for fluid nulk products USDA's tmpact ana1y51s estimates the increase -

to be about 5.5 cents per gallon However the unpact analysrs'
‘ docurnentatlon notes that retaﬂ fluid mrlk pnces are not pro;ected in the .
- model, so the 1mpact could even be hrgher So, the rest of us get. to pay'-.
.more for flurd mllk and see more of our tax dollars spent on buymg_-'.
manufactured dalry products the marketplace does not want |
o nohﬁthstandmg a _baselrne analysrs of total federal order 'marketings
- mcreasmg. an arerage of about 1 bllllon pounds lper year, whlch_ -
drastlcally exceeds the need for less than 20 mllhon addltlonal pounds of
| federal order Class I marketlngs per year. o |
The process followed here is ﬂawed Th1s heanng was called Wlﬂ'l.
| less than three weeks ‘notice, and only the NMPF proposal is belng | :
. consrdered Contrast this W1th the current process underway to consrder.

cha_nge's to the Cl_a_s’s III' and IV_ price formulas. On June 28, 2006, -_-USDA
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announced it was seeklng 1ndustry proposals for changes to the Class III and |

v prtee forrnulas ‘and allowed more than 90 days (unttl September 30 -

| '2006) for mdustry parttetpants to dlSCUSS vanous alternatrves and oonduet'
analysrs pnor to the subrn1ssron of proposals USDA then for the first t11ne .
' _eondueted a pre-heartng pubhc 1nformatron Workshop to ﬁn‘ther clar1fy the
1ntent and spemﬁes of the proposals subrrutted This process for Class 11 |
.and v prlee formulas changes should have been at the very. least adOpted .
.before any heartng to eonsrder ehanges to the Class I and: II pnce formulas
In addttron thlS short nottee d1d not allow for more deltberate and' _
| j-eareﬁll analy51s of the supply and demand s1tuat10n 1n the datry markets
K The last time USDA cons1dered such changes was durlng the federal order
”'refonn prooess. Wh1le Congress did grant USDA the authonty to use _
tnformal rulemakmg for that process, USDA set.out on a very. pubhc path to '.
ensure that all relevant proposals were con51dered |

g In addltron USDA ensured that all proposals would be eareﬁllly and -

o dellberately analyzed Th1s was- aeeomphshed by the creatton of several

- study eormmttees both w1th1n and outside of USDA plus USDA ﬁmdmg of
| . research speetﬁcally demgned to prov1de erttlcal analys1s of the ﬁlll market
supply - and detnand factors relevant to cons1deratton of the elass price.

. formulas None of this is happenmg here
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‘The premlse of the proponents’ request is flawed. PrOponents 5
. _]ust1fy their proposals wrth the prerruse that costs have 1ncreased with -
N \respect to three Spec1ﬁc cost 1terns 1n excess of the costs of those 1tems |
-_.1dent1ﬁed by USDA in its January 1998 proposed rule for federal order"
reform (Ex.h1b1t 9) However that dec1s1on drscussed 7 options for settrng'.
_nummum Class I pnces The costs 1tems upon Wthh proponents purport to
- rely were only discussed i in one of those 7 optzons ‘And USDA prcked only
“one of the 7 0pt10ns as the preferred opt1on and 1t was not the one in whrch
' -these cost 1tems are d1scussed Yet the proponents here purport to use that
- drscussron as the bas1s for Justlﬁcauon for i 1ncreas1ng the Class pnce
| USDA in 1998 made clea:r that: - | |

."At tlus tune Optlon lB 18 preferred for several reasons. Frrst thls | -

optron is based on model results that reflects the best avaﬂable : |

' estrmates of least cost assembly and shipment of milk and dairy - N

N products to rneet all darry product de'rn'ands By pror"noting market'-

: efﬁcrenmes ‘it would be expected to. result in the most preferable‘
allocatron of resources over tlme Optlon 1B would move the da1ry 3
1ndustry 1nto a more market determmed pncrng system By lowermg-_ B
drfferentlals marketrng cond1t1ons w1II have a greater impact on -I

actual Class I prlces rn the form of h1gher prices that are provrded to .
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those producers. who service the Class I market. In this way, the
'revenue neces.sary to obtarn milk for ﬂutd use may be minimized
since the Class I Value is ot shared marketw1de w1th those producers :
-that do not service the fluid market.' " Fed Reg Vol 63 No 20 pages- |
4914, |
‘Rather than Iook to What USDA actually concluded in 1998
_ 'propcnents butld thelr case for change proposed at thrs hearrng on the
o Justrﬁcatlon for Optlon 1A as d1scussed m that 1998 recommended dec1sron | .: ._
But as noted Optlon lA was re]ected in the 1998 proposed rule, in lien of
Optlon 1B. Nor was that jusuﬁcatlon later accepted 111 the 1999 - final
decision, whrch concluded that the Class I deferenual should not be based
upon the addmonal value of Class I milk in the most surplus area 7 but .,
rather a level “that Wlll generate sufﬁc1ent rev.enue to bnng forth an
| ; adequate milk supply " 64 FR 161 15 | |
 As we have _seen,'that goal 18 certainly achieved by the currerit Class I
differentiaIS'. - i |
o It was only bjr an act of Congress not the careful and dehberate-
: .'analysm conducted over a three year perrod by USDA that forced the dairy
| 1ndustry to adopt rnodlﬁed Option 1A with a minirmim Class I dlfferentzal of

$1.60.
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'USD.A is under no obligation to assess Class I dlfferentials now
o .usrng an approach that USDA reJected in both 1998 and 1999 - Congress
_certamly has never. mandated that it do 50. We are not suggestmg that

'USDA at this hearmg reverse the hrgher Class 1 drfferennals 1mposed by that -

--leglslatron But Congress never endorsed much less 1mposed a specrﬁc_ N

] methodology for determrnmg Class I drfferentlals USDA must apply |
.AMAA standards n. determrnmg whether there 18 any Jusuﬁca‘uon for_.
| mcreasrng Class I pnces ina manner consrstent w1th its past. practrce

I note that several Wltnesses have test1ﬁed to the bel1ef that if USDA -
decrded to update the make allowances used in’ Class 11 and v pnce.
formulas then 1t has the obllgat1on to update the Class 1 and II pnce |
| K formulas Nothrng could be further from the truth. - Manufacturers of Class .
g and v products have a noose placed on the1r ablhty to cover non-nulkl
costs in the make allowance the margm between their output price and cost

of farm rrulk is fixed. When costs nse there i8 absolutely no recourse for

- those manufacturers except to process mrlk ata loss or to exit the industry

On the other hand several wrtnesses have clarrned that th1s same
) conundrum does not exrst for Class I and II processors that they are: fully |
) able to pass along hlgher costs to customers whlle holdmg therr farm mllk :

supplrers free from harm Th1s is in and of 1tself a naive and incorrect view,
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- as several others have testrﬁed that the harm in hlgher prlces comes in the -
form of reduced demand for rrnlk and darry products sornethlng everyone at

'every stage of the dalry Industry should avord creatrng incentives for.

But of more dtrect relevance here proponent's. W1tnesses fa1l to

-- _recog'uze that the fact that the pncrng of Class I and 11 products is not
'controlled by a make allowance formula apphes equally to da1ry producers ,'
g .There 1S no make allowance that ﬁxes the margm between their output pnce. |
-. and .1nput costs In fact the Iower 1n11k prices in 2006 c1ted by many are.a
._drrect result from h1gher farm marglns m 2004 and 2005 due to the hlghest '
o two year perrod of farm rrulk pnces on record Clearly, 1f datry producers _
“had been subj ect toa make allowance forcrng their 1nput costs to 1ncrease -.
- | pe_nny for p.enny w1th-every Increase in farm m11k pnces" there would never o

o have been a surge 1n rrnlk productlon leadrng to the lower prrces in 2006

The proponents data is very ﬂawed Even 1f cost data were .

properly consrdered' the proponents data is very ﬂawed‘ In the recent Class

gy and IV rnake allowance dec1s1on USDA rejected the use. of its own

- RBCS survey data notw1thstandmg its long ped1gree and USDA S pnor

re11ance upon that very data for purposes of setnng make allowances

: USDA d1d SO because it deemed that data rnsufﬁmently reliable.  Given the'

| standard set in that hearmg, it is S very dlfﬁcult to see how USDA could rely |
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_ '_ upon the proponents’ data as a basis for changing Class I prices. -
Proponents conduct no analyS1s of how the vast structural changes '_
wh1ch occurred between the 1996-97 penod on whrch USDA based 1ts

) ana1y51s of the Justlﬁca‘non for Optron IA (whlch 1t reJected) and today ¢

. -_1mpact the market Merely updatmg 1nformat10n which is nearly a decade -

. old and as I w111 show in some cases is 30 years old 1gnores mdustryf o

adjustments to changes n reIatlve costs, changes 1n technology, and changes
‘in underlymg economrc forces of the marketplace

Moreovcr proponents have conductcd no study of any of the actual

;'_-_'costs they purport have 1ncreascd substannally since the time of the 1998' -

federal order dec1s1on They provrded no analysls of the dlfference n costs"

| between actual Grade A farm operat1ons and Grade B farm operatlons They
.prov1ded .no analys1s of the costs of balancrng in the marketplace bome by

: : ‘_ﬁrms w1th those costs ‘nor any analys1s of the actual 1ncrease in
.. transportatron costs due to Ionger hauls between fanns and Class I plants'

| 'Flnally, they conduct no analys1s of the changes m marketplace prennums
_'.for class I nnlk which could 1dent1fy other explanahons for 1ncreases in

'- '-:_some time penods and decreases in others as well as changes In some:

-marketlng areas and the lack of’ any change in others -
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Thus even 1f one were to xgnore the sahent con51deratlons of the
| adequacy of the milk supply, and the regxonal dlspanty of the 1mpact of the '
) proposals and accept the relevance of the factors upon Wthh the proponents- '
| . rely, the proposals should be re_] ected .
Grade A versus Grade B farms Let‘s begm w1th 2 look at the\ |
) drfference in costs of producmg rmlk on a Grade A versus 2 Grade B dan'y
farm .operat1on F1rst of aIl a key Just1ﬁcat10n for federal order pnce
regulanon was to encourage conversron of Grade B farrn operatlons to Grade |
- A farrn_...operatlons. 'That aspect has been w1'1d1y successful' today, 'USD'A_ -
reports that 98 of U S. nnlk pl‘OduCtIOIl comes from Grade A farm operatlons
'..:~—vast1y in excess .of the amount needed to semce the Class I market
| (USDA NASS Milk Productlon D1spos1t10n and Income) There is no .

' ev1dence whatsoever of a need to provrde any ﬁnan(nal 1ncent1ves or rewards "
- for becomrng, or mamtamlng, Grade A status. o
In fact the only actual data related to the cost dlfferences between
| Grade A and Grade B farrn operatlons was presented by Mr. Tonak which
) | show that dIfference to be far lower than the 40 cents per cwt proponents.
assume is- the begrnmng pomt Thrs Would support a s1gn1ﬁcant decrease in

~ the Class I drfferentlal
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The proponents prov1de 10 bas1s upon Whlch USDA could reach a

' conclus10n as'to the relat1ve cost of' bemg a Grade A versus 2 Grade B farm o

- The 1998 UbDA federal order refonn dects1on drd c1te an estlmate of ad40
'cent per hundredwelght drfference hut d1d not 01te a useful source for that_
estimate. The most rccent' publ1cat10n- of research 1'r1t0 the ac'tual cost

'drfferences between actual Grade A and Grade B da1ry farm Operatlons was '-

o pubhshed almost thirty years ago by F rank Peterson and Hughes in Apr]l :

1977, based on acmal farm data from 1974 75 ("Class 1 leferentlal Cost of '. |
B Productlon Iustlficauon Gary G. Frank GA Peterson and Harlan Hughes
in Econor.mc Issues Department of Agncultural Economlcs College of __
- Agrlcultural a:nd Llfe Scwnces Umvers1ty of Wtsconsm—Madlson Number |

| .8 April 1977) Interestmgly, while the 1998 USDA de01s1on cites several_.

'. 'ﬁxed factors of productlon expected to contnbuted to the dlfference ("A

o Grade A farrn requires an approved water system (typlcally one of" the

o greatest conversron expenses) specrﬁc fa01l1ty constructlon and plumbmg

requrrements certam specrﬁcatlons on the appearance of the fac1ht1es and |

specrﬁc equ1pment "), Frank, et al actually noted that "The average producer '

of- ﬂuld el1g1ble mrlk had $17 892 more.invested per fann in-'l9'74 and
-. - $18,4771 in 1975 than the average manufacturmg grade mﬂk producer On a

| _per hundredwetght of mﬂk sold tlns dlfference was not stat1st1cally -
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signiﬁcant." ’I”h'erefore the greatest expenses noted by USDA were found to

: .be not sta’ustrcally d1fferent between ﬂurd ehg1b1e and manufactunng grade o

milk produc ers.

Of equal 1mportance the proponents purported “updatrng of the ) .'
| _ aIIeged forty cent Spread between the costs of mamtammg a Grade A versus‘

.. a Grade B 1gnores the fact that the standards for producmg Grade B versus -

.Grade A milk have narrowed over trme There is no basis for anyone to

rnake assertlons as'to the purported cost drfference between bemg a Grade A-
- farm and a Grade B farm Wrthout bothermg to. look at what the current |

__standards are for Grade A and Grade B farms Yet that is what proponents |

have done

In addmon the proponents have conducted no study of the actual

“costs assocnated wrth ma1nta1mng Grade A status, but purport to apply asa-
surrogate the changes in some of the on farm costs of productron overan 8

| year perrod Yet even here, the data supphed cannot possrbly do the trrck |

_ One set of data supphed by Dr. Cryan and based on ERS ﬁgures purports to

support a 38% 1ncrease in the cost of marntammg a Grade A supply between

- 1998 and 2005 and it is that ﬁgure that the proponents use to-support a 15

cent 1ncrease mn the Class I price.
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But the other farm cost of productron data provrded by proponents_-

o came from Northeast Farm Credlt Assoc1atrons (NFCA), and unlike the ERS
data isa sunnnary of actual data from 539 actuaI darry farm operations. |

The total cost of producmg mrlk submitted by - NFCA show a far

- smaller i 1ncrease in total costs of production between 1998 and 2005 wrth g

B .costs nsmg less than 53 percent from $13 82 to $14 55 Thrs is nearly an

order of magnltude lower than that reported by NMPF Even usmg the data .
) presented by NFCA hrmted to only. a few cost categones known as labor,
resources and ut111ty, the increase from $6. 71 ] in 1998 to $7 52 in 2005 i is less
| than 12.1 percent, more than two-thrrds. Iess-than the data_ pres_ented by
.NMPF. This is a 'surnmary of real eost.data' from acmai dairy farms
analyzed between two years usrng the exact same methodology |

I do not see how proponents can expect USDA to take action

| s1gn1ﬁcant1y 1ncreasmg CIass I dlfferentlals when the1r own data 18 80 self

~ contradictory.

: Furthennore there is every reason to questlon the use of the ERS- _i _ -

: data upon Whlch NMPF rehes As noted NMPF uses USDA ERS data to
aIIege that non-feed costs of productton have 1ncreased more than 38% over
 the I,998-_2005-ttme penod. However, the ERS website:cited by NMPF-

~ notes that "Since cost-of-production data for any particular enterprise are
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only -collectcd' about every 4_—8:_y_ears, estimates for non-survey years use the |

.ac_tual' survey year as a_ base and use price _indices and other indicator_s to. |
| reﬂect yea.r-oVer.:ye.ar 'changes Thls can. 'caus.e' disContrnuities when new
survey data replace these non-survey estlmates The Imagmtude of these
_d1scont1nu1t1es depend on how rnuch techmcal and/or structural change ,
.'occurred n the sector between the survey years as WeII as changes in the
samphng, questlonna1re and other data colIectron procedures ". For dan'y, | :
' the 1998 data base survey year was 1993 and for the 2005 data the base cost

_ data was 2000 Not only 18 the 1998 data not comparable to that from 2005 |

~ both of those years are based on 5 or 6 years of 1ndex updates and could bear

.__.httle resemblance to actual costs of productron in those years.

Eyen the.updates for changes. in outpu-t per cow and number of cows
per farm as hsted by ERS are not consistent wrth data on those changes_
_reported by USDA NASS for all of the U.S. For example the ERS costs of . :
| producrng rrnlk data 1nd1cate that was based on a herd w1th 93 cows for - '_
2000 but only 96 cows in 2005 (no such supportrng data on herd size and |
-'output per cow were provrded prior to 2000),. an increase on only 3 2
percent. Yet .the: data rep_orted byl NASS 'sho_ws 'the_ average U.S. herd size.

increased from 87 milk cows in 2000 to 115 milk cows in 2005,.an.increas'e
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_of 32 percent an order of magmtude greater, And of course, as herd sizes --

' -1ncreases costs per hundredwelght generally decrease | o
| For output per cow, the story is smnlar The ERS costs of productlon' -
data is based on an output per cow of 19 974 1n.2000 and increases to .only
| ::._20 045 n 2005 an total mcrease of less than 0 4 percent for the entrre five

-year penod On the other hand NASS reports that the average rrnlk output a

.' N per cow 1n the U S. 1ncreased from 18 197 in 2000 to' 19, 576 n 2005 an . |

' 1ncrease of 7.6 percent dunng those five years. Agarn as productron per cow

. | 1ncreases costs per hundredwelght generally decrease

Marketmg COStS. A second factor crted by proponents requmn.g an
increase in the rrnmmum Class I and II mrlk pnces is marketrng costs __
.'_mcurred in .supplylng the_Class I rnarket 1nc1ud1ng the costs of bala‘ncing
supply and demand Yet the proponents have provtded no ev1dence |

regardmg actual costs of balancrng, _1nstead relymg on plant cost of

manufacturmg data Thls approach 1gnores sahent 1nformatron regardrng' |
"balancmg, such as the fact that the seasonahty of rnrlk productron has :
. dechned over ‘time,’ 1nc1ud1ng dunng the period since 1998 thus. sharply

'reducmg balancmg needs (see ﬁgure 4)
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Figure 4: 'Seasonali.ty of Milk Produ_otioh in the
United States, Selected 3-Year Periods
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Thus, tlle._need to perforrn _.season_al | l):aleneing has deereased, potl
- iﬁcfea'sed,ﬁ_ since 1998, | |
As.. w1th 1its diseussion- of Grade A.v'erSus_ Grade B mﬂk eosts;
proponenl:s look only at in'cr-eases in seeo_ridarjf factors retlder tharr presenting '
di‘rect_.aoalysis of .balanoihg costs. then apd now so a true eorﬁpan'son can be:.
_ ndade. | I |
| In. add1t10n one must quest1on the log1c of how ﬂ'llS proposal will
| address the problem alleged by proponents Nearly all these cost faetors are
B post farm gate - seasonal and daxly reserve balancmg of mlllc supphes :
' shnnlcage, adrmmstratwe costs, .and oppor&mrty_ or "give-up"._ -charges at
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| manufacturing milk plants that serviee the fluid Class I markets. How does

| requmng nnlk processors to pay darry producers cover this cost‘? Unless

- there is some addrtronal proposal that takes. that money out of the dan‘y_-' o

' producers rna1lbox and requrres that 1t go to cover the rnarketlng costs
' outlrned above those costs still must be covered by others in the rnarketmg' _

channel And leSt to repeat a statement from earher in my testrmony, USDA |

| :'concluded inal anuary 2005 demsron that the make allowances used in the- o

Class IV price forrnula already account for balancmg costs

Proponents also make their case for increases 1r1 balanelng costs using -

- RBCS data relatrng to. general plant manufacturlng costs But USDA.-_ .

. determrned that thrs data was not reliable as a source of manufacturing cost

B data in the recent make allowance decrsron

”In-' addrtron, the RBCS 'survey costs do,not.”conform to reasonable -
- expectatrons of economro theory that predlcts dechmng average oosts
where productlon volume increases drrectly w1th plant size." Fed Reg :
Vol 71 No 225 page 67484 |
And Iater
"Accordrngly, the. record does not support concludmg that the cost of
fuels as reported bl the RBCS survey reasonably represents the costs

of ﬁrels experrenced by manufaetunng plants " Fed Reg Vol 71 No
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225 page 67485.

: And ﬂnally, the tentatwe ﬁnal de01s1on resultlng ﬁom the rnake

allowance heanngs thls ‘year concluded that the make allowance increases
- should be far less than that used by proponents to Justrfy a 13 cents per owt
R 1ncrease in the Class I price due to 1ncreases n balancrng costs |

Proponents also allege that average haulmg costs are 1ncreas1ng in the

' marketplace Data frorn a recent pubhcatlon by the Mrnnesota Department _ .

of Agnculture reﬁate that assertion, noting that average hauhng rates pa1d by ] |

e '_ "dan'y producers in anesota declmed falrly steadlly between 1982 and- '

"Hlstoncal data shows Mlnnesota producers overall pay a decreasing
rate for mrlk hauhng durlng the past two decades (Table 4) The.
' hauhng rate 1n May 2003 reached a record low of - 17 cents per

: hundredwelght " Milk Hauhna Cost In Mlnnesota prepared by Su Ye,

| Agrrcultural Marketmg Servrces D1vrs1on anesota Department of
-Agnculture _' o | | September | o B 2003

| (http //Www mda state mn, us/mktresearch/03nnlkhaulcost pdf)
: _Whrle that s same report noted that this may be due to subs1d1zat10n of _
some of the costs of haullng by the buyer of farm milk, the proposal at issue ;

here would not ensure that the ent1ty beanng the cost receives the beneﬁt of o
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the proposed Increase rn the Class I.nulk pnce In add1t1on that same -
7pub11cat10n noted a s1gmf1cant and negative relatlonshrp between average
' vorume shrpped per farm and average hauhng charges pard by producers .
As structural change and the trend of rapldly mcreasmg average herd s1ze'
_ contrhue in the dalry mdustry, thls relatronsh1p suggests hauhng charges to
dalry producers w111 contlnue to dechne on average ‘1n the future not_ '
1ncrease | |
| F inally,' as. .testif.ied to-hy others- sorrte marketing areas have ‘specific ._
_ provrswns for covenng mcreased costs assoc1ated wrth transportat:ron to.
‘more dlstant processmg plants In these marketmg areas, adopt1on of the-
proposals presented at'this hearing would result in paying for the same thing |
' ‘rw_iCe'. o | | |
Over order premlums; Fmally, proponents also clalm that 1hcreases |
in the average level of over order premlurns 1n one market is sufﬁcrent
| ewdence that the level of CIass I pnces should be raised natlonally Not
onlf is this approach ﬂawed in that relative changes in over order prerruums.
.Vtu'y- consrderably across marketmg areas, but also because -proponents : "
ignore the fact that the result of the federal order reform . process.
1mp1emented n January 2000 mcreased the average level of Class 1 pr1ces .

Y mor_e_ than the proponents a_re clanrung 18 needed now.. -
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The 1999 -final decision included two provisions which  directly )
1rnpacted the Class Ipnce level. The first change was to the minimum level
of Class I dlfferentlal wh1ch USDA proposed to be $1.20. However -

-subsequent action by Congress forced the da1ry 1ndustry to adopt modlﬁed

B | Optron lA W1th a rrnmmnm Class I d1fferent1a1 of L. 60 In fact the

-adoptron of a rmnrmnm Class I dlfferentral was an 1ncrease from the $1.20in
E place pnor to federal order reform in aneapohs Therefore some of the
increase in the dlfference between the ﬂurd grade mﬂk pnce senes | in
) anesota and Wrsconsm and the Class III price reported by propOnents was
.'due to an 1ncrease of the nnnrmum Class I drfferentral (and, therefore an -
1ncreas.e in the Class I pnce) due to order reforrn 1tse1f Like the perpetual
_Class I price increase machine proposed by proponents for evaluatmg'
- changes n the cost dlfferences between Grade A and Grade B rmlk this also .
i 'w111 lead to. constant demands to 1ncrease the Class T pnce based on thlS:
"flawed analysrs | |
If USDA adopts proponents proposal to 1ncrease the Class I price by : |

77 cents per cwt the very next rnonth the NASS fluid grade milk price series

-wrll reflect thrs increase, and proponents or others wrll come right back to'

USDA nsmg the new hrgher drfference between that price and the Class III' |

o ._'.pnce as a reason for another increase. Talk about circularity! Bven if
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market oondmons in some months lead to a narrowmg of the dlfference
- between the ﬂurd grade price series and the Class III price, opponents like
- IDFA or others would demand the same consrderatron of a decrease in the
| 'C_lass Ipr1ce | B |
| .But thrs was not the only source of drrect 1mpaot on the Class I prlcel
-Ievel The ﬁnal rule also requ1red the use of the higher of the Class I and -
IV pnoe formulas as the Class 1 mover Prevrously, the mover had been the
Basic Formula Pnce ~which is equrvalent to the Class III price s1nce 2000
For the- 81X year perlod from 1mplementatron- of order reform inlJ aniuary 2000
) through December 2005 the Class | mover based on the h1gher of the Class
1 or IV pnce formula averaged 48 eents more than had the Class [. mover .
still been based on the Class 11 pnce alone So there has been on average
an morease in _the Class I price equal to 9_cents more on average' t:han' .
proponents\- cl_ai_m. is 'neoessary today__to"address inc'relases' in' differences
between the fluid grade and 'C_lass 111 prioe and the increase. in the _Iovero'rder B
: p.remium& _ _ _ _ .
- 'In addition, comparisons of over order 'prem'inms between' 20'04-2005-. |
. and most any other two year per1od has the problem that. s1gn1ﬁcant volumes

of mﬂk were depooled in certain months espec1a11y in 2004 A close look at
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the monthly data for premiums levels by month show that fluid plants were .'

forced to pay higher premiums to g'et'_millc due‘ to that depooling.

 As a ﬁnal_.pOi'nt on overorder' premiurns, ‘they can_-adjust to rap'idly -

-changing marketing conditions both ‘over tirne and across regions Class I

nunnnum pr1ces do not have that same quury, as it can take many months

- and even years from the time a pet1t1on is ﬁled unt1l a ﬁnal decision is 1ssued'

by USDA to amend federal orders.

Pet1t1oners only looked at competrtlve factors in the states of

anesota and Wrsconsm and nearby crtles USDA NASS pubhshes data |
| .on ﬂuld gr‘ade mrlk pnces for all states an'd' USDA, 'AMS reports monthly.
" drfferences between the federal order Class I price ‘and the announced' .
| Icooperatrve Class I prices (used by proponents to present overorder. 3
' prerruurns) for over 30 crues In some markets, ‘the over order premium | o
- never has reached _even tbe 39 ce_nts 'p'r_oponents_ 'claim_ is the incréasé_since |

1998,

~ One last point on overorder premiums, -and perhaps the most

| irnportant-of all. The' critical differenc'e between over order premiunrs and

the Class 1 rnrnnnum regulated prlce is that over order premlums actually L

moves nnlk to the Class I handler whtle hrgher Class I minimum regulated i

pnces do not. They do not because all da1ry producers Teceive the blend Lo
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| .prlce and thus Ihave no mcentlve to provide milk to a ﬂu1d handler due to a
hlgher Class T prlce _Gwa up charges, etc., in the _form of over prder_.
prennums are stﬂI the key | | ”
Class I1. USDA should reject the pr0ponent s proposal to increase the
I.CIass 11 pnce due to the fact that USDA‘s 1mpact analysis shows it would..
have just the Qppomte effectf proponents-are striving- for - higher farm milk
| pﬁcesQ Othéf Wimesées .w.ill -also addi*es's the__incen.tive 'th_e propoéed change |
would create for the sﬁlbstitlitjio.n .of Class IV products: for fresh préam. :

For all of these reasons, the proposals should not be adopted..
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