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ABSTRACT

This thesis has considered some of the basic order pro-

visions needed in case of Federal milk marketing regulation

for the entire Lower Peninsula of Michigan. The provisions

considered were as follows:

I. Delineation of the marketing area and the number

of orders to effectuate regulation in the Lower

Peninsula of Michigan.

2. Construction of classes of use.

3. Analysis of transportation differentials.

4. Consideration of a seasonal price plan.

5. Type of pooling arrangment and pool plant require-

ments.

It was hypothesized that these outlined provisions would

need revision in moving from the present regulated and unregu-

lated territory in Michigan to an expanded and merged order or

orders embracing the entire Lower Peninsula of Michigan. In

general, the following procedure was used in reviewing each

provision:

i. The problem in each case was defined.

2. Criteria were erected for a theoretical framework

in which to deveIOp the analysis.

3. Finally, the criteria were analyzed to arrive at

what was believed to be the best alternative pro-

vision for inclusion as part of the Lower Peninsula

order.

One of the difficulties encountered in the analysis was

the Conflicts of interest between consumers, dealers, and pro-

ducers. Also two types of problems were considered, one dealing

iv



with equity and one dealing with efficiency. These conflicts

and the problems of equity were difficult to overcome, but

insomuch as possible definite recommendations were made in the

light of the best available information, and with some commonly

accepted equity objectives in mind. The recommendations were

as follows:

The Market Area

It was recommended, on the basis of eight examined

criteria, that there should be one order for the entire Lower

Peninsula.

The Classification System

It was recommended that milk be classified in two use

classes. This was based largely on the inspection require-

ments actually enforced on the major Lower Peninsula markets.

Igansport Differentials

The best alternative transport differential system for

the Lower Peninsula order appeared to be the f. o. b. price

at Detroit less transfer cost to other zones set up by airline

miles in the state. This appeared to approach the "perfect

market" concept and provided for a decrease in price toward

the Wisconsin large surplus area and the "Thumb" small sur-

plus areas.

Seasonal Price Plan,41ype of Pool and Pool Plant ReQuirement

The seasonal price plan recommended for the Lower Pen-

lnsula is the base and excess plan largely due to its effective-

ness and prior acceptance in the state.

A market wide pool was recommended since it appeared to

be the most equitable alternative.

Pool plant requirements were set up reQuiring minimum

sales in the area and a specified percent of producer receipts

delivered on routes to qualify a distributing plant as a pool

plant or delivered to a distributing plant in the market area

to Qualify a supply plant as a pool plant under the order.

his was considered necessary for proper functioning of the

Classified price system under the order.
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CHAPTER I

SOME PRELIMINARY STATEMENTS

Introduction to the Study

This thesis is a study of some of the basic provisions

needed in an area wide milk marketing order or orders for the

Lower Peninsula of Michigan. It is hoped that this analysis

will be of benefit to leaders of producer cooperative organ-

lzations, the Dairy Division of the United States Department

of Agriculture and others interested in the Federal order

program as applied In Michigan.

The study is neither an argument for, nor against, the

use of Federal orders nor for an order in a particular area

of Michigan. The basis for Federal milk market orders has

been established by Congress under the Agricultural Marketing

Agreement Act of I937, as amended, and the authority for

government control of the milk industry has been backed by

Several United States Supreme Court decisions. One of the

f'rst of these was the State milk control case of Nebbia v.

New‘York', where the court stated:
\

Milk is an essential item of diet. It cannot long

be stored. It is an excellent medium for growth of

bacteria. These facts necessitate safeguards of its

production and handling for human consumption which

INebbia v. New York, 29l L.S. 5'6. 5'7 ('933)

 



greatly increase the cost of business. Failure of

producers to receive a reasonable return for their

labor and investment over an extended period threaten

a relaxation of vigilance against contamination....

The fluid milk industry is affected by factors of

instability peculiar to itself which call for special

methods of control.

The Nebbia case was very important in respect to both

state and Federal regulation because it established the

validity of price fixing under conditions existing in the

early I930's.2 The first case dealing directly with a Fed-

eral milk order was that of the United States v. Rock Royal

Cooperative, Inc. et. al.3 which established the Constitution-

ality of several provisions of the Agricultural Marketing

Agreement Act and of Federal order No. 27 (New York City

Market). H. P. Hood and Sons, Inc. et. al. v. United States

at. al.4 upheld delegation of authority, price fixing and

equalization provisions citing the Rock Royal case, settled

the same day, as a basis for its decision.

Every milk order is issued by the Secretary of Agri-

culture at the request of, and with the approval of, the

dairy farmers supplying a market with fluid milk when a show-

“19 can be made that such an order would tend to effectuate

the purposes of the Agricultural Marketing Agreement Act.

¥

eGertrude G. Foelsch and Hugh L. Cook, An Anal sis of

Foderal Court gscisions Relating to the Marke n o u d

“I'k. Research Bulletin 200, University of Wisconsin, Madi-

8°"9 'January, I957.

5 3United States v. Rock Royal Cooperative Inc. et.al.

33 ('938)T

4

307 U.Wv- United States
 



In the final analysis, whether separate orders for different

areas of Michigan, one order for the Lower Peninsula, or any

order at all is established, depends upon the wishes of the

producers and their representatives In the area and upon the

recommendation of the Secretary of Agriculture.5

Federal orders for the marketing of milk are not new

in Michigan. The order for the Detroit milk market was estab-

lished on September I, l95l. Since that time orders have

been drawn up for the Muskegon area, October I, I953; and for

the Upstate Michigan area, November I, I955. On November 20,

l957 a promulgation hearing was completed for an order Which

would include all of the Upper Peninsula of Michigan and part

of Wisconsin. The area currently under Federal milk order

regulation in Michigan is shown in Figure l-I.

Federal milk market regulation In the United States

has been growing steadily since the first milk license was

issued under authority of the Agricultural Adjustment Act of

51n the long run the public also has an interest - Mr.

Herrmann has explained this well when he said: "It would

Beeni that considerations of public policy should be upper-

Most; in our minds in fixing prices, for the public, through

'18 <elected representatives may will a milk control law into

being or into oblivion." L. F. Herrmann, Head, Dairy Section,

Marketing Research Division, United States Department of Ag-

rlcu'ture, "Objectives and Standards in Determining the Price

Dea'er's Pay for Milk: Considerations of Economic Theory and

Public: Policy," paper given at the International Association

°f Mi'lk Control Agencies, Toronto, Canada, September 26, l956.



 
Upstate

Order No. I6 ‘5‘

  

 

Muskegon

Order No. 85

\p

 
 

‘ 8
[1,7 Detroit

Order No. 24
 

R Toledo

Market Area

Order No. 30

 

Figure l-l Area Status of Effective Federal Milk

Market Orders in Michigan as of January

I. '958.



'933-6 The l933 Act was amended in l935 and again two years

later as the Agricultural Marketing Agreement Act of I937.

Under these amended Acts, marketing orders replaced licenses.

Although the legislation provides for the possible use of

marketing agreements,‘the marketing of milk is usually regu-

lated by marketing orders.

The Secretary of Agriculture is authorized to include

in milk orders, regulatory provisions within the broad out-

lines of the statute. This statutory measure is therefore

an example of enabling legislation which, standing alone,

imposes no regulation but instead dlrects.the issuance of

regulations from time to time, whenever the evidence at a

public hearing seems to justify them. This method of regu-

lation is in contrast to regulatory statutes which merely

enumerate certain prohibited practices.7

At the end of I957 there were 68 milk markets or milk

marketing areas with Federal milk market orders in the United

States. This represents almost twice as many orders as were

6The Act authorized marketing-agreement programs, which

.a'lowed the Secretary of Agriculture to enter into agreements

"'th handlers of agricultural commodities in interstate com-

merce. When some handlers refused to participate in this

pr°9ram the Secretary was given authority to Issue licenses

'thh compelled all handlers to comply with the provisions of

the marketing agreements.

7’

Marketing The Yearbook of Agriculture I954 (U.S.

G"""fimen r n Ing Office), p. 262.



in effect in l949. Table l-l shows the number of milk li-

censes and orders in effect on January I of each year from

I934 through l958. Note that the number of Federal orders

increased substantially after l948 until l956. The same

number of markets in l956, l957 and l958 does not represent

the true situation since there have been a number of order

mergers in these years.8

Table l-l Federal licenses and marketing orders regulating

the handling of milk, l934-l958a

(Number of Licenses and Orders in Effect)

  

Year Licenses Orders Year Licenses Orders

 

I934 15 0 I947 l 30

I935 46 0 I948 o 30

I936 32 6 l949 0 35

I937 18 7 I950 0 39

I938 l5 IO l95l o 46

I939 l4 l4 l952 O 50

I940 l2 I9 I95} 0 49

l94l 7 20 I954 o 53

'942 5 22 I955 0 63

'943 5 22 I956 o 68

I944. 4 24 I957 o 68

l 945 l 27 i 958 o 68

I946 l 29

~

aData l934-56 from Anthony 8. Rojko The Demand and Price

Tstructure for Dairy Products, Technical Bulletin No. HEB,

.l‘. ., n ed tates Department of Agriculture, May, l957,

9- '40. Data for l957 from Fluid Milk and Cream Re ort, A.M.S.,

UMted States Department of Agriculture, February7 , I957.

Data for I958 from Fluid Milk and Cream Re ort, A.M.S.,United

States Department of Agriculture, February fifi, l958. All data

‘3 Of January l, each year.

\

an 8Three order combinations took place in l957: Akron

M d Stark County, Ohio, orders merged February l, Tulsa-

0:?kogee order merged with the Oklahoma City order into the

ahoma MetrOpolitan order effective May I, and the Kansas



The Need for This Study

Major milk marketing cooperative leaders and others

interested in the marketing of milk in Michigan have indicated

the need for considering an area wide order or orders for the

Lower Peninsula of Michigan. The importance of this problem

is shown by the fact that there were l79,002 farmers in United

States selling milk under the sixty-one Federal orders report-

ing for the full year, l957. An average of 89,926 thousand

pounds of milk was received daily from these producers, or a

total of 32.8 billion pounds for the year. This represents

over one-fourth of the United States total milk production.

In Michigan, the three Operative Federal orders regulated an

average of l3,573 producers in l957 with annual producer re-

celpts approaching two billion pounds, or approximately 36

Percent of total Michigan milk production.9 In addition, 58

percent of the population of Michigan and 33 percent of the

fluid milk dealers were estimated to be located in these

k

City order merged with the TOpeka order on October i. In

addition, there were two major expansions in Federal orders

in I957: The New York City order (now The New York-New Jer-

89y order) was expanded to include several Upstate New York

and Northern New Jersey counties, and the Lima, Ohio order

“38 eXpanded into the North Central Ohio order. Effective

0?:e? on these two orders were August l, and July l, respec-

e y,

9Fluid Milk and Cream Re ort, A.M.S., United States
aepartme—nrmm‘fivm 20, l958. pp. 34-35. and
iH<l=roduction on Farms and Statistics ot:Dairy Plant Pro-

EEEFS. A.M.S., United States Department of Agriculture, Feb-

ruary. I958, p. 8.
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market order areas as defined January l, l958.lo Thus fluid

milk producers, consumers, and fluid milk dealers are con-

cerned with this program. An eXpanded Lower Peninsula order

or orders combined with the prOposed Upper Peninsula order

will affect all of these groups. There have previously been

no studies made dealing explicitly with problems of expanded

Federal order regulation in Michigan, and no information was

available to answer questions about this program submitted

by the various interested groups.

The place of the State University, as a public institu-

tion, is to serve all the pe0ple. A study of a program as

complex and of such tremendous scope as Federal milk orders

can be of help to fluid milk producers and their cooperatives,

milk dealers, milk regulatory agencies of the government,

and the consumers of fluid milk and milk products. These

groups are all affected in some way by the provisions of a

Federal milk order program in their area (conflicts between

these groups are explained in a later section of this chapter).

This places a great responsibility on those who must make the

decisions in regard to the program. It is believed that the

Unlversity can contribute to the interests of society by a

3tUdy of the Federal order program in Michigan:

i. only limited resources are now employed by outside

loPopulation estimates as of January 'o '957: "Survey

8f Bu)"flg Power," Sales Mana ement, Bill Brothers Publishing

°rp°ration, New York, May lg, ['95 ,

(Dealer data from Michigan Department of Agriculture,

"8t crf licensed dealers. OCt°b¢r 20' '957'

 



sources in studies of the Federal order program

in Michigan. It is important to make preliminary

investigations before holdinga promulgatation hear-

ing since once such a hearing is held, limited time

and only information contained in the records can

be used in arriving at a final decision on an order

and its provisions by the United States Department

of Agriculture.

2. Only limited facilities and personnel are avail-

able by outside sources for research and little if

any formal research is being conducted on problems

of Federal milk order regulations as they might

affect all the peOple.

3. The University can stress efficiency in its re-

search since it is more apt to be an unbiased

agency. Such stress on efficiency rather than on

personal gains of any individual group could con-

tribute to the general welfare.

4. The University is able to gather information from

all the groups concerned, has facilities to analyze

the data and personnel in many related fields which

can contribute to the problem at hand.

nginition of the Problem

Although time limits complete coverage of all provisions

for a Lower Peninsula milk order or orders, the most important

ones are believed to have been considered in this thesis.

The proposed provisions are examined in the following order

and the entire framework is closely related.

l. Delineation of the area of the Lower Peninsula of

Michigan to be regulated and the most effective

llThe concern for more advance study on this complex

pr°9raniwas expressed in a recent paper given by Mr. Fedder-

39" at a.meeting of the International Milk Control Agencies.

3. C. Feddersen, Deputy Director, Dairy Division, A.M.S.,

offltea States Department of Agriculture, "A Changing Concept

in a Milk Market," Mimeograph of a paper given at the annual

(3:3)”9 of International Milk Control Agencies, Berkeley,

f0f11la, July lO, l957.
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method of regulation-~Closely interwoven with the

problem of defining the marketing area is the ques-

tion of whether this area should be regulated by

one, two or several orders.

2. Construction of classes of use for the new order

or orders.

3. Analysis of transportation differentials appli-

cable to the uniform prices paid to farmers through

the pool and used in determining minimum class prices

to be paid into the pool by handlers.

4. Consideration of a seasonal price plan for the

proposed order or orders.

5. Development of type of pooling arrangement and

criteria for determining which plants and pro-

ducers to subject to the pricing and eQualization

provisions under the new order or orders.

It is important to reiterate that these above listed

provisions are closely inter-related and must be considered

as a whole in construction of the proposed area wide order

or orders.

Provisions on pricing of fluid milk and non-fluid milk

Classes, formula pricing of milk, supply-demand adjusters,

negotiated pricing, and administration of the order, although

important, are not covered in detail in this analysis. These

are considered large enough problems for separate considera-

tion in another study, while at the same time it is felt a

Contribution can be made by investigating the five closely

inter-related provisions listed above and developed in the

ChaDters which follow.. These provisions are greatly affect-

ed by an extended order and it was felt worthwhile to con-

Centrate on these outlined provisions in greater detail than

“DU'd be possible had all order provisions been reviewed.



hypothesis

It is believed that there is a need for detailed examin-

ation and tailoring of the five outlined provisions as they

apply specifically to an expanded Lower Peninsula order or

orders. It is hypothesised that these outlined provisions

contained in present Federal order markets in Michigan will

need revision, some of which may be major, when incorporating

the existing regulated and unregulated territory into an order

or orders embracing the entire Lower Peninsula of Michigan.

Methodology

The need, definition of the problem at hand, and the

hypothesis of this thesis have been set forth in this chapter.

The remaining portion of the thesis is devoted to elaborating

on this hypothesis and analyzing the hypothesis in the light

of economic theory, available data and thinking of leaders

in the dairy marketing field.

Pertinent literature is reviewed and used to help form-

ulate definitions and construct criteria in each of the chap-

ters. Each chapter is treated as a separate entity to examine

each of the five major provisions previously outlined (Pro-

Visions four and five are combined for analysis in Chapter

V). The overall thesis is built on each individual chapter

5° that they become inseparable in making recommendations

for“the area wide order or orders. In general the following

procedure is used in each chapter: (l) The problem in each

caSG ii1 point is defined; (2) criteria are erected for a
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theoretical framework in which to develop the analysis; (3)

finally, the criteria are analyzed in the light of the best

available primary and secondary data and alternatives or

recommendations are written for each particular case.

The data used to construct and analyze the criteria

were obtained from the local city and county health depart-

ments of Michigan, the Dairy Division of the United States

Department of Agriculture, the Market Administrators' offices

of the Michigan milk order markets, and selected nearby out-

of-State markets. Data menaalso obtained through correspone

dence and interviews with cooperative leaders and the Michi-

gan Department of Agriculture. In addition, considerable

aid was found in historical examination of Michigan orders

and of several recently expanded or consolidated area wide

orders in the United States. These data came from recommended

decisions, final decisions, and the orders as written in the

Federal Register.

In devel0ping the material it was found that there

Were many conflicts of interest between consumers, dealers,

EOd producers. In many cases these conflicts prevented a

Clear cut recommendation and several alternative situations

are presented. It is realized that some of these problems

dealing with "equity" will have to be worked out in the Con-

gress, the courts, and through public hearings relative to

the ‘final acceptance of the proposed milk order and its pro-

V‘sikans. Some decisions dealing with equity also have to be

made by the United States Department of Agriculture in writing
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order provisions and administering the program. Some of the

most important conflicts of interest are presented in the

section which follows.

Conflict of Interests

It is realized that there are at least two fundamental

problems in a study of this type. One deals with efficiency

(economic and technoligical) and the other with eduity.l2 In

addition it should be pointed out that there are also numerous

non economic criteria which might be used in appraising the

the institutions involved in such a study. Scitovsky defines

economic efficiency and technological efficiency as follows:

An economically efficient distribution of consumers'

goods is one that distributes a given quantity of

goods in best conformity with consumers' preferences;

whereas a technologically efficient distributive

system is one that performs the physical task of

distribution at a minimum cost in terms of man power,

equipment, and other resources.'3

Efficiengy is only one of the criteria by which econ-

omic organization can be appraised. Another one, perhaps of

NJuaily great importance, is the problem of eguity. Equity

dEEils with the distribution of wealth and income. "The econo-

mist: cannot set up standards of equity as he sets up standards of

eff’iciency; nor have objective or universally accepted standards

, l2Tibor Scitovsky, Welfare and Competition (Chicago,

R"Ward D. Irwin, Inc., l95l7, p. 55.

l
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of equity been set up by anyone else."'4 There is even some

question among economists of his right to deal with this pro-

blem at all.‘5 Equity is considered to involve making value

judgments without objective proof. Many economists realize.

today, however, that most economic problems have equity im-

plications and they are concerned about making such judgments

based on the best available information.‘6

The consideration of a Federal milk market order or

orders for the Lower Peninsula of Michigan involves both

efficiency and equity problems. For example, the delineation

of the area or areas of the Lower Peninsula of Michigan to

be regulated involves several equity problems. It is necessary

to determine which handlers to bring under the system and which

to leave unregulated. Certainly the selection will affect

distribution of income between the groups of handlers. Which

City markets are regulated also presents an equity or income

distribution problem between producers now shipping to high

Priceemarkets and those shipping to low price markets when

aClassified price plan is set up and when equalization occurs

Mlbid” p. 59

c l5Li°"e' A: RODPiNS. An Essa on the Nature and Si nfl-
Cance of Economic Science, WWW—m

0' Limited. I946). Chap't'er 2 and 6. -

l6Lawrence W. Witt, Course Notes, Agricultural Economics

572: Anichigan State University, Summer, I957.

80c; Tibor SCitOVSKY (22;_£1$, pp. 62-63) states: "In our

ety, therefore, the economist must, whether he likes it

,3; got, weigh both efficiency and equity considerations when

engenders on policy decisions....since most of his recommend-

ind: 38 are bound to affect the distribution of welfare between

genSe' duals and between social classes, he must also have a

<3f fairness and economic justice."
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under a process of market wide pooling.

Changing transport differentials may reduce or increase

total transport costs in the State making producers, handlers,

and consumers better off, or worse off, but they may at the

same time lead to a redistribution of income between these

three groups which is clearly an equity problem.

When use classes are considered, handlers with different

kinds of Operations will be in conflict over the inclusions

made in each class. Operating cooperatives, which are hand-

ling surplus with specialized equipment, will also be con-

cerned over the selection of products in various pricing

classes. Reclassifying may also affect consumers who use

whole milk, flavored milk, buttermilk, egg nog, fluid cream,

etc., in different proportions. Producers now supplying un-

regulated milk for products which do not come under the high

price "ordinance" product line may find, upon reclassifying,

that they no longer have a market for their unregulated milk

lurtil they meet new requirements.

A seasonal price plan which adds higher prices for fall

FHWDduction certainly affects distribution of income between

Prqducers from those with irregular production to those with

more even production patterns. It can in turn promote effi-

CIETicy in c00perative and dealer manufacturing plants where

more, even manufacture, with less emergency capacity is possi-

b'e iander such a plan. I

The type of pool and pool plant requirements can mean

a tVermendous difference,in income of various groups. Under
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a market wide pool, producers formerly shipping to a handler

with high Class I utilization would then receive the same

price as those shipping to a handler with lower utilization.

Handlers would also no longer (under a market wide pool) have

the same incentive to restrict surplus milk. The percent

Class I utilization and blend prices to producers for the

entire market may decrease. Tough pool plant requirements

can lead to higher returns for handlers and for producers

already in the pool, while on the other hand, less rigid pool

plant requirements may lead to a number of plants qualifying

merely to benefit from equalization. These considerations,

of course, all involve equity problems.

The above list does not exhaust the possible conflicts

.between groups which must be considered in this thesis. In

general the economic objectives of the groups involved differ

as follows:

I. Cooperatives (group of producers)

Objective.--gross or net return to members through

bargaining power.

II. Individual producer

Objective.--his firm's net return or profit.

III. Individual consumer

Objective.--consumer gain, lower price for the same,

or better quality product, more products or bigger

selection of products.

IV. Handler (milk dealer)

Objective.--his firm's net return or profit.
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V. Dealers' Trade Association

Objective.--9ross or net returns to dealers through

bargaining power.

These objectives are in conflict in most instances--Group I

and V are in a bilateral monopoly position.‘7 Groups I and

II are composed of the same individuals, as are Groups IV and

V. Between these two groups is the consumer whose welfare

must also be considered. There are also conflicts within in-

dividual groups as for‘example, between near and distant pro-

ducers.

Equity objectives are more difficult to enumerate for

the various individuals and groups. However, through the

years, some such objectives have become established by pre-

cedent. Examples of equity objectives are outlined below.

This list is by no means exhaustive.

I. Cooperatives (group of prdducers)

Objective.--Power to will an order into being--

the delegation of authority given to cooperatives

to cast the votes of their producer members "en

bloc" has been allowed under the act. This gives

a large cooperative tremendous power over dealers,

other smaller cooperatives, non member producers,

and even its own member producers who may object

to the order.

II. Individual Producer

Objective.--Uniform blend price to all producers

for market milk of the same quality and place of

'7It is recognized that the two groups in Michigan are

"71 compieteiy organized. Michigan Milk Producers for exam-

gt: fiargajns for 84 percent of the milk in Detroit. However

"a? er states that the same principles apply in both bilat-

mOnopoly and in bilateral oligopoly situations. George

lEggvfugler, The Theor of Price, The Macmillan C0” New York,
39d Edition l952, p. 21”.
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delivery-~It has not been considered fair that

one producer or one group of producers under the

order should be responsible for the disposal of

surplus on the market. Individual handler pools

and market wide pools are therefore provided under

the act. An individual handler pool pays each

producer the same blend price based on this hand-

ler's average utilization of milk at all of his

plants regardless of the use made of the indivi-

dual producer's milk. Market-wide pools (which

are easier to obtain under the Act) provide that

a uniform blend price be paid to all producers

regardless of the class use of the individual

producer's own milk or that of the handler to

which he ships.

III. Individual Consumer

Objective.--A "fair retail price" for packaged

milk--Although resale prices are not set under

the Federal order program, equity considerations

such as a "fair price" for an ample supply of

wholesome milk for the consumer seem to be under-

stood by precedent. A "fair price" would seem to

imply uniform retail prices for milk and milk pro-

ducts on all markets given supply and demand con-

ditions, varying only by transfer costs from surplus

to deficit markets.

IV. Handler (milk dealer)

Objective.--Uniform Class prices to be paid by all

handlers on the market--The same Class I price, for

example, must be paid by all handlers for milk going

into fluid consumption. This is regardless of the

size of handler, type of producers, or consumers,

or any other consideration, except location of

country receiving station or butterfat differences.

V. Dealer Trade Association

Objective.--There does not appear to be a commonly

accepted equity objective for dealer groups.

'This thesis will attempt to handle both the efficiency

and the equity problems where they occur. Equity PFOb'CmS

WI” be laandled largely by presenting alternatives and p0int-

ing on the expected consequences to the various groups in-

VOlv

ed° However, wherever possible, recommendations involv-

in

g e(Nita/for proposed provisions of an eXpanded order or
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orders will be made in the light of the best available in-

formation and based on some of the established rules or equit-

able objectives of the industry. It is realized that differ-

ences in interest and in the power of different groups may

eventually lead to another decision. Actual short run equity

decisions are handled by the market institutions-~cooperatives

or other handlers can propose changes in present provisions

or even in the beginning recommend a promulgation hearing.

Equity decisions in the short run also are continually being

made by the Secretary of Agriculture upon information gather—

ed in public hearing. In the long run, as previously men-

tioned, these equity problems will be handled by the public

through their elected representatives in Cdngress, through

their appointed and elected administrators, and through the

courts.



CHAPTER II

THE MARKET AREA

Importance of the Market Area

The delimitation of the marketing area is the first

important step in the construction of a Federal milk market

order. Under the terms of the Agricultural Marketing Agree-

ment Act of I937, the regulation of milk applies to the pur-

chase of milk for sale in a designated market area. Since

the classified price plan and uniform prices paid to producers

is applicable only to those producers and handlers Operating

in the designated market area, its boundaries must be pre-

cisely defined and the qualifications for participation clear-

ly stated.

Definition of a Market

In everyday use and in economic theory the word "market"

has been given many different connotations. It is necessary,

therefore, that its interpretation as used in this thesis be

plainly defined. Webster cites six different definitions of

a "market": (l) a meeting of people at a stated time and

Place for the purpose Of buying and selling; (2) a public

Place (town or building) where a market is held; (3) an act

°f bU.Ying or selling; (4) the region in which any commodity

can be sold; (5) Opportunity for Selling or buying of com-

modi'ties or rate or activity of sale; (6) a group 0f men

20
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organized for the buying and selling of goods.‘ In addition,

the term "market" in economic theory is often used to refer

to the general condition or degree of competition under which

buying and selling are conducted. Thus, we have a perfect

market, duopolistic or OlIQOpoiistic market, monOpolistic

competition, and a pure monopoly with similar terms on the

buying side.2

In agricultural marketing, a pOpular marketing text

defines a market as "a trading area in which substantially

homogeneous conditions of supply and demand are encountered."3

Another states that a market is the mechanism through which

exchanges are made. The term "mechanism" implies sphere or

place of Operation where there can be communication between

buyers and sellers, and where there are facilities for trad-

ing.4 In this paper, "market" will be used in this latter

sense to indicate the physical area or areas within which

pr“ice making forces for fluid milk operate. These will be

at‘eas where buyers and sellers (consumers and milk dealers

TESpectively) will be in communication with one another and

Where exchange of packaged fluid milk will take place. Physical

“

 
 

'Webster's New International Dictionary of the En lish

Lan ua e. (2nd ed. Unaberged G. & 5. Merriam CO. pr "91' e d:

aass.) l950.

t 2E. H. Chamberlin, The Theor of Mono olistic Com eti-

ican, 6th ed. Cambridge, (Harvard University Press, l950),

PD. 3-10, ’

M 3F. L. Thomsen, A ricultural Marketigg, (New York.
CGraw-Hill Book Co., l95l), p. 87.

4
Adlowe L. Larson, A ricultural Marketing, (New York,

prentice Hall, l95l), pp."313-"34. ‘

 



characteristics of fluid milk and man-made barriers tend to

limit this market area to less than a national market such as

is found with some manufactured milk products as butter, cheese,

evaporated, condensed, and dried milk products, but as will

be pointed out later in this chapter, the so-called local

"market" area for fluid milk has been changing rapidly in

recent years. The problem of this chapter will be concerned

with drawing the boundaries to a "market" area or areas for

fluid milk in the Lower Peninsula of Michigan. In addition

to the central fluid milk market area, there are tributary

areas or milkshed regions from which milk is procured for

sale in the designated area.

Alternative Criteria for Delineating_Market Boundaries

The first step in defining market boundaries is to

build a framework or criteria within which the area lines can

be developed. The list of possible criteria is long, but

some of the most important ones appear to be as follows:

i. Area where the same milk dealers compete.

2. Area of homogeneous sanitary standards.

3. Area where few route sales cross over designated

boundaries.

4. Area where supply and demand factors are suffi-

ciently related to result in uniform price tend-

encies.

.5. Area where regulation is not imposed on large

numbers of small dealers. '

6.. Area with uniform costs of production and uniform

physical conditions in the milkshed.

7- Area with similar or closely related cooperative

bargaining institutions.
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8. Area within which regulation has been previously

effective.

9. Inter-cooperative feelings toward area control,

intra-cooperative membership relations between

various markets and the Opinions of individual

producers and dealers toward the Federal order

or orders.

A very real part of the definition of area boundaries

is the number of orders to use in regulation of the area. In

this respect the United States Department of Agriculture has

said:

The problem of defining the marketing area is inter-

woven with the problem of whether an area should be

regulated by one or two orders. The degree Of relation-

ship between markets determines whether the area is

regulated by one order or a series Of orders.

These criteria will be used, therefore, not only to

delimit the market area, but to determine the number of orders

to effectuate the purposes of the act.

§giection of Pgrtinent Criteria

One of the first tests of the adaptability of criteria

is to examine them in use. Several of the above outlined

Criteria have been suggested in United States Department of

Agriculture writings. A recent report to Congress on Federal

miik omders indicated the prominence placed on the area where

the sanm'milk dealers compete, area of homogeneous sanitary

Standards and area with largely internal route sales. (criteria

" 2 iind 3):

\

5 ,

Federal Milk Marketing Orders, A.M.S., United States

Sepaw“tment of Agriculture MTsce aneous Publication No. 732,

ctober, l956. pp. i9-2o.
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The marketing area is designed to include all Of

an area where the same milk dealers compete with

each other for sales of milk, and where such milk

must meet essentially the same inspection standards.

Since only handlers doing business within the de-

fined area must pay the minimum prices, it is im-

portant to draw the boundary line at points where

there are relatively few route sales moving across

the boundary.

Mr. Forest, Director of the Dairy Division, brought out

the adjudged importanCe of the designated criteria 4 and 5

in a paper given at the Midwestern Milk Marketing Conference:

Within the marketing area supply and demand factors

must be sufficiently related to result in uniform

price tendencies but some group of producers or some

handlers operating within any given tentative limits

of an area generally are competing actively in adja-

cent territories. Frequently there is no clear-cut

basis for setting the boundaries, and Operation of

some of these orders may show that deletions or addi-

tions are advisable. In connection with the defini-

tion of extensive areas we must guard against the

imposition of regulation on large numbers of very

small dealers. This is a danger when marketing

areas include large amounts of rural territory.

The government, therefore, apparently formally uses

the first five outlined criteria in delineating the markets'

periphery. The second criterion homogeneous health standards

may be considered the most important. Mr. A. G. Mathis of

the Marketing Research Division has said in a recent paper:

“

D éfigderal Milk Marketing Orders, A.M.S.,United States

o:pai‘tment of Agriculture. A report prepared for Hearings

C the Dairy Sub-Committee of the House of Representatives

°mmittee on Agriculture, April l9, i955. p. i0.

7

Cit H. L. Forest, "considerations in the Development of

422i... Midwestern Milk Marketin Conference, UnTvers ty of

EucRY» Eexingion. Ker“ 1i. 5. 1951—“.pp. 20-2l.
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Probably the most definitive single criterion for

homogeneity among neighboring markets is the com-

parability of sanitary regulations or the existence

‘ of reciprocity among markets that will allow hand-

lers in each of the markets to sell packaged milk

in the other market. '

Perhaps the third criterion has become the most diffi-

cult to use under current milk marketing conditions. Mr.

Feddersen cites the problem in this case in point:

It has become increasingly difficult to find an

area of minimum over-lapping sales around any

metropolitan milk market. With improved refrig-

eration and transportation and the wideSpread use

of the paper package many milk handlers have extended

their sales over wide areas. Marketing areas have

become larger and the problem today is to find an

area boundary that will provide regulation in the

prices paid for milk for the principle urban centers

without extending the regulation unnecessarily.

The latter part of this statement seems to imply that

another criterion would be uniform production characteristics

and price making factors in the milkshed area. This would

indicate that some thought should be given to criterion num-

ber six outlined in this chapter. Mr. Mathis has also in-

dicated this possibility:

8

A. G. Mathis, Marketing Research Division, A.M.S.,

Uhited States Department of Agriculture. "Possibilities For

Area Pricing and Pooling", Proceedings Twelfth Annual Mid-

Western Milk Marketin Conference, Michigan §T5te University,
3385 tansing, April ii, i2. i957. Po 24-

9H. C. Feddersen, Deputy Director, Dairy Division,

éFederwal Milk Orders", paper given at the Arkansas Dairy
Rroducts Association Annual State Convention, Little
ock, February 9, i956, p, 2.
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While 'market area' is now defined on the basis

of consumer sales, the supply area might also be

delineated to define the market. Since Federal

orders regulate producer prices, not resale prices,

this approach might be more logical, though perhaps

less practical from an administrative point.‘0

It seems that this sixth criterion on supply area con-

ditions is important in constructing an area wide order for

the Lower Peninsula of Michigan where regions of supply and

demand are intermingled throughout the region.

With the exception of health regulation, the importance

of institutions was not stressed in these United States De-

partment of Agriculture statements. However, the importance

of two other institutional criteria should be incorporated

in delimiting a market area. The first of these has been

labeled criterion 7 and deals with the operation of coopera-

tives. It appears to be important in extending an area, to

determine whether the producers are all members of one coopera-

tive association or at least separate cooperatives which work

closely together. That this is indeed considered in deline-

ating an area is shown in the analysis of the Oklahoma Met-

r°p0litan area which is presented in the next section of this

Chapter. This has also been indicated by Mr. Colebank, a

man closely associated with an actual order's administration:

If one cooperative represents the majority of pro-

ducers in several markets where the sales areas and

supply areas overlap, it will probably be easier to

consolidate the area under one order. Under separate

orders problems will arise where producers Of the same

iC)

Mathis, op. cit., p. 25.
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organization located in the same area will receive

different prices, depending upon the level Of prices

and utilization in the particular markets. If pro-

ducers are represented by different cooperatives in

the various markets it will be more difficult to

consolidate because the producers receiving the

higher prices will not want to share those higher

returns with producers in other areas.H

Another institutional consideration has been design-

ated criterion 8; this deals with territory presently under

Federal regulation. If part of an area has been under regu—

lation for some time (especially the major city market) a

precedent is set for order expansion. Nearby areas tend to

tie their order or cooperative bargaining provisions closely

to those of the major market since, in general, it sets the

floor at least for pricing throughout the area and promotes

uniformity throughout the nearby region.

The ninth criterion is concerned with the feelings of

peOple involved under a Federal order program. It is realized

that there are differences in the Opinions of cooperative

members toward Federal regulation and toward being regulated

separately or by inclusion with the major market. For example,

the members of the various out-state locals of the Michigan

Milk Producers' Association may prefer to remain separate

ft'0"! the much larger Detroit local for purposes of regulation

in order to preserve some political recognition as a separate

n "A. W. Colebank, Market Administrator, Chicago, Illi-

w?i3. "Considerations.in the DevelOpment of City Versus Area-

de Federal Orders," Proceediggs Sixth Annual Midwestern

Xpik: Marketin Conference, University of Kentucky, Lexington

a a .p. e
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entity. The same differences of interest may occur between

the dominant COOperative and the several smaller cooperatives

operating in the out-state markets. Outestate dealers may

also feel differently toward regulation or areas to be regu-

lated than those on the dominant city market. Finally, indie

vidual producers will hold varying opinions on the problems

and areas of regulation. The feelings of the various indi-

viduals and groups are important in the final delineation of

the market area boundaries and in determining the number of

orders to effectuate regulation. However, it is too difficult

to document these Opinions and attitudes for the purposes of

this paper. Such opinions are constantly changing therefore

documentation obtained for this thesis might not hold at the

time of the public hearing for an order. In addition, these

opinions and attitudes are also subject to persuasion. For

example, dealer and cooperative educational programs on Federal

order regulation could be effective in changing currently held

opinions and attitudes of producers. For these reasons crit-

erion 9 was considered beyond the scope of this paper. It

does not mean that this criterion is not important in deline-

ating market boundaries. In the final analysis it may be the

m°3t important consideration as these feelings are brought

°“t in the public hearing and considered by the Secretary of

AgriCulture in arriving at his final decision.

There appear to be at least eight criteria which should

be reViewed in an analysis Of the market boundaries Of the

Low . .

er- Peninsula order or orders.
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Application of Criteria to an Expanded Order

A pre-testing of these eight proposed criteria can be

made by reviewing an example of‘a recent merger of two Federal

”order markets. The Oklahoma City and Tulsa-Muskogee market

merger was selected for this purpose. The criteria the Sec-

retary of Agriculture used in determining the basis for a

decision to combine these two markets are outlined below.'2

2.

i

2United States Department of Agriculture, A.M.S.,
Final

One handler located in Tulsa distributed milk in

the Oklahoma City market. This handler also pack-

aged milk for a chain store which had several out-

lets in the Oklahoma City marketing area.

At least two Oklahoma City handlers had permits

from the city of Tulsa and were dISposing of

milk in the Tulsa-Muskogee marketing area.

The producer cooperative association supplying

the Oklahoma City marketing area had disposed of

tanker milk to a Tulsa handler.

Outside the boundaries of the two marketing areas

there were several communities which were served

by both the Oklahoma City and Tulsa-Muskogee

handlers.

There was reciprocity of inspection between the

several municipalities in both marketing areas

which have grade A ordinances.

There had, in the past, been little overlapping

of procurement routes, but the advent of the tank

type cooler and the transportation of milk from

farm to market in an insulated tank truck had in-

creased substantially the distance milk could be

hauled and facilitated the ability of producers

to shift from one market to another.

 

Decision with Res act to a Proposed Marketin A ree-

$§EL_§nd a Proppsed Order Reguiating the HandTifi‘ of fiiik in

a

2‘5i

 

Wins MetropoTiTan Marketin Area (Previously the

one. ity and theTTUisa-Muskogee arketing Areas). (22FR

) April 2, I957.
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7. Greater shifting of milk between the two markets

also occured because of the combination of the

two bargaining associations, which furnish a

major volume of milk to the Oklahoma City and

Tulsa-Muskogee markets, along with an operating

cooperative into the Oklahoma Milk Marketing

Federation.

8. The decision also maintained that the cooperatives

can better maintain their stated purpose of pro-

moting market stability through joint supplies

of milk in short periods and joint handling of

surpluses under a single marketing order..

9. There had always been a close relationship between

the two markets in respect to all major provisions

which necessitated holding hearings in both mar-

kets whenever an adjustment to an order appeared

necessary in either.

lO. In opposition to the merger, handlers argued that

the physical characteristics of the two milksheds

varied. The Secretary pointed out that differences

of production areas are of little consequence in

determining whether orders should be merged since

a milkshed is not regulated by the order.

ll. These handlers also stated that the economy of

Tulsa is different from that of Oklahoma City.

The Secretary stated that the fact that per capita

income in Tulsa is greater than in Oklahoma City,

or that the two cities are served by different

public utility companies, does not demonstrate

that the regulation of both cities under a single

milk marketing order would not tend to improve

marketing conditions.

Note that our first criterion was to delimit the area

“Mere the same milk dealers compete; this was covered under

pOints l and 2 in the Oklahoma Metropolitan decision. Crit-

‘Wion 2 deals with homogeneous sanitary standards. Point 5

i" theOklahoma MetrOpolitan decision substantiates this

Selecthnw. The area where few route sales cross the design-

atEd boundaries, criterion 3, which is closely related to

criterion l, is ratified by points i, 2, and 4 in the Okla-

h
Oma decision, Criterion 4 on uniform price tendencies is
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emphasized by points i, 2, 3, 4, and 6. The criterion again-

st the inclusion Of rural territory (number 5) was brought

out in another part of the Oklahoma case in point. In the

final delineation of the boundaries of the merged markets,

when it was petitioned that several counties in Northeastern

Oklahoma be included in the new marketing area, the Secretary

rejected this request because the entire region was "predomi-

nately rural". The Secretary stated further that, "Extension

of the marketing area to include these-counties would have

little effect upon marketing conditions in them or upon re-

turns to producers supplying milk to the plants that would be

brought under regulation."l3 He also pointed out that addi-

tional administrative problems would be created by the in-

clusion of a number of small milk dealers under regulation.

Criterion 6 on uniform production area characteristics

was rejected in Oklahoma point lO, however, there seems to be

some conflict in the Secretary's recommendation on this crit-

erion since he apparently considered procurement area over-

'apping in point 6 under the Oklahoma order to be an essential

criterion. The cooperative criterion (number 7) was emphasized

in point 7 and 8 in the Oklahoma decision. While point 9 im-

““3in states that the order provisions of the two markets

'were closely related, this had resulted from pre-merger Fed-

eral regulation in. the area. This proVides some justification

for including criterion 8 in the final analysis of the Lower

‘

 

'3

m.
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Peninsula area order or orders.

It appears from this brief analysis of an actual area

merger that these eight criteria, which were considered, do

cover the essential elements given attention by the Secretary

in delimiting marketing area boundaries.

fetter's_gaw of Markets

The boundary line between the territories tributary to

two geographically competing real markets for like goods is

a hyperbolic curve. The relation of prices in the two mar-

kets and transfer cost between them determines the location

of the boundary line. In the case of the centripetal (buying)

market discussed in this chapter, the boundary curve will

change in location and in shape with changes in price. It

will be curved around the market with the lowest price and

thus take in a smaller area. It will curve away from the

higher priced market and include a larger area. The higher

the relative buying market price, the larger the area from

Which the sellers are attracted.'4

The principles and problems of fluid milk market area

chtermination for the Lower Peninsula of Michigan will be

considered wdth reference to Fetter's theory and the eight

Criteria set forth above. The criteria will be examined in

——

kn MFG" a more complete discussion of this, which is

own aleetter‘s law Of markets - Frank A. Fetter, The Mas-

p:ifi‘ilde of Mono ol (New York, Harcourt Brace and Co., 531'.

- 378-2§9 )"Al'lso an article by the same author entitledit

ElggoEcononric-Law of Market Areas" - Quarterlngourn l 2:_

w. May I ’ I924.



33

the following order:

Criteria l and_3 (Area where the same milk dealers compete

and where few route sales cross over de-

signated boundaries).

 

 

 

 

 

Q:iterion_g (Uniform health regulations).

Qgiterion 4 (Uniform price tendencies).

Criterion 5 (Rural area regulation).

Criterion 6 (Homogeneous supply area conditions).

Criterion 1 (Extent of cooperative activity).

Criterion 8 (Previous Federal regulation).
 

1. Area Where the Same Milk Dealers Com ate and Where There

Are Few Route Sales Over the Designagea Cine. (Criteria

E1

As noted in the preliminary examination of the market

criteria, the United States Department of Agriculture has

stated that the delineation of market boundaries using these

two criteria has become more difficult in recent years.i5

Market areas under Federal order programs also have been

covering larger territory. One of the first such area wide

orders was that regulating the Puget Sound area in Washing-

ton. This order was effective in May, l95l; following this,

there were two large Texas orders. The North Texas area in-

Cludes the cities of Dallas and Fort Worth and covers six-

teen counties. The Texas Panhandle marketing area covers

twenty Counties. The Tri-State order (Kentucky, Ohio, West

t
\Hrginha) contains parts of fifteen counties and the upstate

l .

5Feddersen, op. cit. (footnote 9 this chapter).
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Michigan order includes thirteen counties. The New York-New

Jersey order became area wide in l957 with the addition of

all or part of thirty-five Upstate New York and thirteen

Northern New Jersey counties.

The trend definitely is toward such area wide regulation

as fluid milk has become a wider marketable product from its

Packaged milk now Often moves many milesProcessing area.

from the bottling plant to consumer. A fairly recent report

<Nliaaper packaged milk showed that dealers in the North Cen-

tral region Of the United States distributed milk for maximum

distances up to 450 miles from their bottling plants, and the

most. distant routes of the dealers surveyed extended an aver-

age of sixty-nine miles beyond the city iimits.'5

A recent hearing in Lansing on the possible extension

0T tune Detroit order to Ingham County brought out that Lansing

milk: companies were selling a large volume of packaged milk

in ‘trte Jackson city area approximately fifty miles away.i7

Nwati1er dairy in Carson City has a large part of the Lower

Peninsula as its marketing area, with distributing points in

twenty-eight counties in June, l958.

 

ln ‘6Outer-Market Distribution of Milk in Pa er Containers

'tite North Central Re ion, North Central Regional Publica-

ion no 39 (Purdue StatiiFrT Bulletin 600), Lafayette, Indiana,
October; I953. pp- lit-l9.

 

‘7Notes taken by the author at a hearing on PrOposed

xigdments to the Marketing Agreement and to the Order for

‘3i't, Michigan Marketing Area. Held in Lansing, Michigan.
8
aginnfng

on DeCQMber '0, i957-
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Paper containers have contributed much to this change

toward broader areas of distribution. However, also of im-

portance are the widespread and improved facilities for re-

‘frigeration, a break down of health barriers, advances in

truck transportation facilities, and greatly improved roads.

On the distribution side, a rapidly growing population,

concentration of this population in inter-urban areas, larger

home refrigerators, consolidations among handlers, and in-

creased chain store distribution of packaged milk have allow-

ed for increased volume distribution and promoted the move-

ment toward distant market areas.

To test this criteria for market boundaries, it was

desirable to know where packaged milk was moving within the

LOWer Peninsula, and to attempt to'separate areas relatively

free of outside packaged milk. Local city, county, and dis-

t"ict health departments were contacted by a mail question-

naire in May, l958, for information on the movement of pack-

aged milk between jurisdictions. Each such department was

ars‘tked to name all the handlers and their plant's location

approved for sale of packaged milk in their departments'

JUP'I sdiction. The location of the outside handlers' plants

“Ere then plotted on Figure 2-l and an arrow was drawn from

ti” 8 outside source to the city, county or district of juris-

dict ion in which this outside milk was sold. Intra-district,

C°Unty or city movements are not shown on this map- The

actUal city to which delivery is made is not available but

0

hly the area into which milk was moved is shown. Forty-four
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Shipments of Packaged Milk Between Health

Department Jurisdictions. Lower Peninsula

of Michigan, May, l958a

SYMBOLS .

_. (:iTy, county or district Health Department boundary

0 separate city departments

’ processing plant

\

a 8Point Of location of processing plant end of arrow on

dgrtldal city-point of arrow does not indicate where in juris-

ction milk is shipped.

bNo full time Health Department.

cDepartment not functioning.

dNo reply.

eNo milk coming in from outside as of May, l958

Figure 2-l
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of the forty-five city, county or district health departments

in the Lower Peninsula replied to this survey.

The results obtained have some short-comings; they do

not show the volume moved across the health department area

boundaries. Secondly, the lines themselves cover areas of

various sizes from large district departments covering many

counties in the Northern Lower Peninsula to single city de-

partments in the Southern portion. The thumb area Of the

Lower Peninsula (Tuscola, Lapeer, and Huron counties) do not

have full-time health departments. The same is true for the

Southwestern counties of Berrien and Cass and for the Central

In orderCOLu1ties of Montcalm, Gratlot, Ionia, and Clinton.

to (complete this void area on the map, data obtained from a

detailed survey of dealers' sales of packaged milk made as

part: of a North Central Regional study on movements of pack-

ager! milk in May, l952, was used to indicate the location Of

dealers selling into the areas without functioning health

depeartments or in which the department did not reply to the

mail questionnaire.'8 These data were brought up to date by

interviews held with Mr. H. H. Varney, Director of Out-State

markets, Michigan Milk Producers' Association and Mr. Robert

Lyons, Michigan Department of Health.'9 In addition, Mr. James

K

in ‘BOuter Market Distribution of Milk in Paper Containers

kNorth Efltrai Region. Op. Cit., map.

I

City 9Interview with Mr. Robert Lyons, presently with the

Michi‘Di’ Lansing Department of Health, but until recently with

Var-n gan Department of Health June 30, I958 and with Mr. H. H.

Bun-S” July i, i958. Letter of July 9, l958 from Mr. James H.

“’8, City Health Officer, Niles, Michigan.
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Burrows supplied valuable information on shipments into

Berrien County.

This information indicated shipments of packaged milk

to the thumb from Flint, Saginaw, Bay City and Detroit. There

was movement into the two Southwestern counties from Indiana

cities and into the four-county Central Michigan area from

Lansing, Grand Rapids, Saginaw, and several smaller Michigan

cities. Although these data must be used with caution, as

indicated above, it appears that inter-market movement of

packaged milk is such that there is no advantageous place

to (draw a line separating individual milk markets in the

LOWer Peninsula. Using these same criteria it is not possible

to sseparate the Southern boundary of Michigan from Northern

0hi<> and Indiana cities. Physiographic boundaries suffice

to i<eep the North, East, and West free of inter-area trans-

f8:13.20 The Southern boundary is penetrated from Indiana

and Ohio border cities. Toledo has especially heavy dis-

tritautive systems into Michigan.

One order for the Lower Peninsula would be called for

”ST'TQ (”Hy'these two criteria (l & 3).but based on the same

limited evidence; inclusion of Toledo and other Southern

U 20Although not shown in the map in Figure 2-l, the

ongW‘ Peninsula health departments were also contacted. Six

nai T‘E! seven offices in that area replied to the mail question-

rep2‘3' No movement of milk to or from the Upper Peninsula was

on t;;1led by either Lower or Upper Peninsula health departments.

fro". E! other hand several processors were selling fluid milk

Wisconsin in the Upper Peninsula area.
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boundary out-Of-state cities would also have to be considered

a possibility for area of regulation under a single order.

II. Health Regulations (Criterion 2)

In a recent study by the United States Department of

Agriculture, it was found that there was an indication of a

trend toward less restrictiveness in sanitary regulations.“

Reports of restrictions repealed or successfully challenged

in court outnumbered those upheld or newly enacted about 2

to l in l946-54. The study concluded that the expansion of

distribution areas has brought about a reduction in the num-

ber Of obstacles.

The break down in local health barriers gained momentum

from the Supreme Court's decision in the Dean Milk Compagy vs.

Qty of Madison, et. al. concerning the milk ordinance of

Madison, Wisconsin. The Court ruled, by a 6-3 vote, that

the Provision of the milk ordinance placing a five mile limit

0" PaSteurization plants was a discrimination against inter-

state commerce.22 This has lead to repercussions in Michigan

Wheres for example, the city of Flint had a similar ordinance

”St" Cting the location of pasteurizing plants to those with-

in two miies of the city. In the latter case, the Borden

\

of M 2'Rggulations_Affecting the Movement and Merchandisigg

W, Marketing Research Report No. 9 , A.M.S., United

es Department of Agriculture, June, l955.

 

 
 

(1.3. 22Dean Milk Company v. City of Madison et. al., 340

349. 195I.
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Company of Saginaw brought suit against the city of Flint to

obtain a license to sell milk in that market from its pasteur-

izing plant in Saginaw. The judgment handed down on February

ll, l958, demanded that the city Of Flint issue a license to

the plaintiff for its Saginaw pasteurizing plant. After this

trial the city ordinance was amended (April l9, l958) to allow

milk to come into the city from pasteurizing plants within

thirty-one miles of the city. This would allow Borden's in

Saginaw to sell milk from their Saginaw bottling plant in the

city of Flint (subject to all other provisions of the ordi-

nances of the city of Flint), but prohibits sales of Borden's

paper packaged milk from their Bay City plant located over

thirtyeone miles from Flint; hence, the challenge may once

again come to the courts. Although restrictive markets are

not as common as previously, milk does not yet flow freely

between all major markets in Michigan.

The cities of Detroit and Flint have fairly restrictive

cLauses in their city ordinances and these are rigidly en-

iku-ced to require full farm inspection of all bulk and pack-

aQemi milk moving into the area. They also require that all

miii< for distribution in their area come from pasteurizing

piarrts within certain prescribed mileage limits from the city.

There is relatively free flow of milk between the other vari-

°u3 <3ut-state large city markets (Table 2-l).

Lansing, Grand Rapids, and Saginaw allowed milk in

”0'" markets with certified health departments. Others Spot

CheCked some farms and the plants periodically before allowing
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Table 2-l Local inspection requirements for movement of pack-

aged milk into Detroit and major out-state Michigan

cities. June, l958.

m

Local Department Regpjrements

 

Pasteurizing Accept Mar-

Plants Within Spot Check kets With

Prescribed Full Farm of Farms Comparable

Miles of City Inppection and/or Plants Inspection

Detroit (city only) X X

Muskegon X

Flint X . X

Lansing X

Jackson X

Grand Rapids X

Battle Creek X

Saginaw X

Bay City X

Kalamazoo x

a i icense for sale of milk within their jurisdiction.

Mr. Mathis of the Marketing Research Division, United

States Department of Agriculture, wrote recently concerning

health inspection as a market area criteria:

Uniformity of inspection standards is one of the

basic determinants of a market area because: (i)

Federal orders allow differences between the Class

I price and other class prices on the basis of the

cost of meeting sanitary inspection; (2) a difference

in requirements would hamper the movement of producer

milk within the area. Some milk would be more
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desirable on the basis of quality than other milk.

A uniform blend price would not be eQuitable to all

producers.2

The first part of Mr. Mathis's statement is covered in Chapter

III on use classes in this Thesis. However, it is important

to state here that a field survey of the large out-state Michi-

gan milk markets indicated that there was uniformity in re-

spect to products required to come from the same inspected

sources as milk for fluid consumption.24 For all except the

Detroit area cities, requirements specified that milk for

fluid consumption of all types come from fully inspected

sources, plus flavored milk, fluid skim, buttermilk, half-

and-half, and fluid cream of all types. The Detroit area

Cities do not require that fluid cream be made from full

farm-inspected sources.

In reference to Mr. Mathis's second point, it should

be pointed out that although homogeneity of inspection re-

<H4irements is fairly well developed among out-state Michigan

citzies and will undoubtedly improve with the uniform inspect-

iori standards under the new State Grade A Law,25 there are

23A. G. Mathis op. cit. p. 24.

24The out-state major cities included in the survey

:ere; Jackson, Bay City, Flint, Saginaw, Battle Creek, Lansing,

alamazoo, Grand Rapids and Muskegon.

Act 25Michigan Department of Agriculture, "Grade A Milk Law"

In No. 2l6 Michigan Public Acts. l956 (Effective July I, 19573

or JL"1e, l958--66% of the Jackson producers, 80% of Flint, IOD%

75%Muskegon, l00% of Lansing, iOO% of Bay City, 99% of Saginaw,

Kai c>‘f‘Grand Rapids, and 85% of Battle Creek, were grade A.

a"Tiazoo was under survey and Detroit is not yet an approved

grade A market.
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still very real restrictions on movement between Detroit

order area cities. The city of Detroit does not accept pack-

aged milk from the Detroit order area cities of Ann Arbor,

Port Huron, 'or Pontiac, nor do the latter two cities in turn

accept Detroit milk in their jurisdictions. There appear to.

be three main limits on movement of bulk and packaged milk

between jurisdictions: (l) health barriers, (2) fear of re-

pr‘isal competition by dealers entering another dealers' mar-

ket, and (3) dealers and cooperative limitation on number of

producers allowed to enter a given market.

Many of the health barriers have been broken down--how-

ever, one other possible health barrier should be discussed.

One of the limitations on inter-market movement of milk could

be a high required annual plant license fee. In LoWer Penin-

sula major city markets, fees ranged from $5.00 annual total

to $5.00 per hundredweight on average November production.

Some plants reported paying as high as $3,000 for an annual

Plant license fee (Table 2-2). This occurence was limited,

however, and in general it is doubtful if the license fee pre-

Vents much inter-area movement of milk.

Based only on this health regulation criterion, it

Would seem that the Lower Peninsula should be divided into

“’0 or more order areas. The restrictive Detroit area cities

““61 be separated from the balance of the State and from each

Other- By the same line of reasoning, the restrictive Flint

m .

arket Would be separated into a single market area. However,

th

e strength of this criterion for area separation is weakened
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Table 2-2 Schedule of annual milk pasteurizing plant license

fee charges in major Michigan cities, June, l958.

 

 

l ona ee- xamp e 0 c arge

Amount indicated for plant with

times average 50,000 lbs. average

Minimum daily receipts daily receipts in

City *_ ‘_Fixed Fee for November November

Muskegon 3l00 $5.00 $2,600

Flint 50 0.50 300

Grand Rapids 25 0.50 275

Port Huron 25 ' 0.50 275

Bay City None 0.25 I25

Saginaw 50 None 50

Kalamazoo 50 ‘ None 50

Ann Arbor l5 . None '5

Detroit l0 None . l0

Lansing 5 None 5

Jackson--------Being revised - Annual charges as of June 26,

I958 $l5.00 for milk plant plus $5.00 for each

producer from which milk is received at that

plant. New fee will be flat plant fee of 8l00.00

plus $50.00 for each independent distributor.

Battles Creek---No charge for local plants - outside plants

selling in city limits pay $l0.00 plus $5.00

per mile per year - one way from city limits

of Battle Creek to city limits of sending plant.

P°ntIaC--------Charge for each plant 825.00 per year for 0-25

producers shipping to the plant plus $25.00 for

each additional 25 producers or fraction thereof.
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somewhat by the one way flow of milk allowed from these re-

strictive markets to the other out-state markets. The rela-

tively free movement of packaged milk and uniformity of classi-

fication and inspection standards between the other out-state

major markets would allow them to be grouped under one single

order for regulation purposes.

Mr. Herrmann, in a recent talk before the Dairy Pro-

ducts Improvement Institute, stated, "While city health regu-

lations, probably are becoming less restrictive, the growing

importance of Statewide sanitary programs, in some instances

at least, is raising new obstacles."26 The Michigan Grade A

Law requires that all out-of—state suppliers be inspected the

sauna as in-state producers with cost of salary, travel, food,

and lodging charged to the handler requesting inspection for

sale»of grade A milk in Michigan. However, the Michigan Grade

A Lawldoes not form a rigid line at the Michigan border since

the hfiichigan Department of Agriculture does inspect these

out-ofestate shippers and milk is now coming into Michigan

from VVisconsin, Indiana and Ohio.27 The criterion on health

re9Ula'tions would not, therefore, by itself exclude bringing

Northern Ohio' or Indiana cities under one order with the LoWer

 

L. F :26"Trade Barriers in the Dairy Industry", Address by

Cogt' *1errmann, Head, Dairy Section, Market Organization and

States Branch, Marketing Research Division, A.M.S., United

prOVes Department of Agriculture, before Dairy Products Im-

ment Institute, New York City, February l3, l958.

23

Dahw' ‘7Interview with Mr. L. Littlefield, deputy director,

Di‘vision, Michigan Department of Agriculture, May 7, I958.
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Peninsula of Michigan.

III. Uniform Price Tendencies (Criterion 4)

The map in Figure 2-2 shows the extent of overlapping

between the major fluid milk markets' procurement areas in

Michigan and nearby large out-of-state cities. The milksheds

indicated are those outlined by the respective major cities'

health departments in January, l958. This overlapping would

lead us to expect fairly uniform blend prices to producers in

the fluid milk markets of the Southern portion of the Lower

Peninsula. That such is not the case can be seen by referring

ix) the iso-price contour maps in Figure 2-4. 0n the other

harud, it is shown in Figure 2-5 that Class I prices are com-

parwatively close throughout the Lower Peninsula area. This

car: be attributed to the bargaining carried on in all major

Micfiaigan cities (with the exception of Lansing and Kalamazoo)

by'the same producers' cooperative. Blend prices varied be-

tween markets due to differences in Class I utilization. Fig-

ure :3—3 which is used as a basis for considering Figure 2-4

and 13-5, indicates the difference in mileage between major

markets in the Lower Peninsula.

Lower Peninsula blend prices for producers are shown in

Figure 2-4. Part A of this figure indicates the relationship

of t"Tease prices between Detroit, Detroit country receiving

staticDris and major out-state Michigan markets. The difference

in average blend prices received by producers in I957 are re-

C

orde<1 in Part B of Figure 2-4, with the markets arrayed by
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F’igure 2-2 Overlapping of Procurement Areas For Detroit,

Major Out-State Michigan and Nearby Large

Out-of-State Milk Marketing Areas. January,

l958.a

 

,Areas déTimited by each local heaTth department of
Cl

ties indicated. January, l958.



Major Market

Detroit ‘7 Mi les

Toledo ’0

Flint 87

Jackson 01
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22
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Saginaw

ans n- '7“ua.->.“‘!!.’> “‘l=.”“‘£tn”“‘;m.’

:3, Ln. 0,2,M00W0
Battle Creek :3 000

Ralamazoo "0%0

l ,6Grand Rapids 9

Muskegon

Llostate Order

(Traverse City)
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To read the table select two markets such

as Detroit and Battle Creek, follow dia-

gonally downward and to the right from the

first market and upward and to the right

from the second to the point of inter-

section which is in this case ll4 miles.

Distance for each to Detroit is read in

shaded area. This same type of diagram:

is used to show price differences between

markets in Figures 2-4 and 2-5.

F"figure 2-3 Differences in the Highway Distance From

Market Center to Market Center - Major

Michigan Milk Markets and Toledo, Ohio.



 



«1.22.

A. LOWER PENINSULA.PRODUCERS' _/. it:

BLEND PRICE RELATIONSHIPS ‘, ' it‘

AVERAGE PRICES EACH MAJOR , .' - 714

MARKET AND AT DETROIT , -.

RECEIVING STATIONS. x“ . ,,._,,,
,

I
,.

l
.4

. If

.‘..

. r

’1 . “...

I.

SYMBOLS . ,

0 receiving stations ‘13}

Ocity market .

I Upstate order I”. ' ,'

basing point " f

f‘ concentric circles /

‘6

\
\

   

based on air miles
3
"

-
-
-
-
.
_
_

w
e

“
’
4

 
 

  
 

 

 

 

' \ ‘ <qugg°

_‘* T s. DIFFERENCES IN AVERAGE PRICES

'ggf13°‘t -.. , RECEIVED FOR 3.5 PERCENT MILK

-—° 9‘“ ”,0 BY PRODUCERS-MAJOR MICHIGANa

fl,“ 00 MARKETS AND TOLEDO, OHIO

«H 0O l957

 

J_ackson oO0
to? O00

33 Man 6¢¢ 00

‘k—um...W0a0®00
Bay Cit 0000

__I y 1%,, “II=II>'“=E!""‘=lzl”

fittie CreekW

J‘Alamazoo 1'I000€>oaoifferences in price

'0-0 of each market from Detroit
Liana Ra ids

p 0 and from each of the other mar-

Mu 0

M
kets listed. The amount each

State Order
of the Lower cities in the

(TraVEr list is over (+) or under (-’)

Se CitY) the city aboveit in the list.

 

ii

F’igure 2—4 Producer Blend Prices For 3.5 Percent Milk

Received at Detroit, Toledo, All Detroit

Receiving Stations (see map appendix II)

and Selected Major Michigan Markets; Also

Differences in These Blend Prices Between

Major Markets (Average Prices, l957).
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their distance from Detroit.28 These producer blend prices

do not vary in prOportion to the distance from Detroit even

though the paying prices at Detroit receiving stations, often

located near these out-state markets, are directly related to

the Detroit price, less transportation. Each city market is

like a hill established on the equal-price contours from

Detroit. This has enabled these markets to obtain supplies

from nearby sources and to be selective of producers.

Producers shipping to Detroit receive the f. O. b. price

that city less a transport differential from the receiving

station of delivery to Detroit (quoted at point of delivery).

Theoretically, out-state markets would have to pay a price

eduivalent to the equal-price contours from Detroit. For

example, in l957 the Flint blend price would be expected to

be near 84.30 for 3.5 percent milk. Actually, this price

averaged $4~62 for Flint producers. Thus, other things be-

“HJ equal, Flint producers were receiving an average of 30

centts per hundredweight over Detroit producers. Although not

as drwastic, similar relationships were true for each of the

°ther‘ major out-state milksheds. This relationship enables

the <3LIt-state markets to attract nearby shippers and to be

selec:t;ive on Shippers, but requires a barrier to the number

\

t,0n€3 28In this case and for each of the following presenta-

Year the year l957 is used since it is the most recent full

were Elvailable and is considered to be a typical year. There

the Fr'WQ nmjor milk strikes or other abnormalities. Also, on

fer tEderal order markets, negotiated prices were in effect

i956..*1e full year (started on the Detroit market in April,

‘the Muskegon market August, l956 and the Upstate market
July, .956).



of shippers allowed on the market in order to preserve this

relationship. These smaller milksheds have been envel0ped by

the large, eXpanding Detroit milkshed. They appear to have

maintained this unequal price relationship because of (l) the

economies of longer hauls, (2) health barriers, and (3) deal-

er and cooperative limitations on acceptance of new producers,

especially under an individual handler-pooling arrangment.

The economies Of long,hauls.--This principle is important

lrl giving small buying centers their own supply areas even

inwere these centers are located in a route through which

fltiid milk passes to reach the major market.29 In Figure 2-6,

the gradient of‘delivered price of milk is shown as it would

be if transfer costs were proportionate to distance. In such

a <:ase, the supply areas of small milk markets A and B would

be ‘indeterminate in extent, Since all suppliers to the left

of'lA would get the same returns from sales to A, B, or C and

are ‘indifferent as to which markets they supply. If the de-

Hverecl price at A were to be higher than indicated in the

diagraann the large market C would lose the output of all the

tern'tory left of A. On the other hand, suppose A's price

was be low that lndicated--then A would receive no milk supplies.

Part ‘3 appears more realistic and is the situation which helps

prodUCe a map Of producer inter-relationship as shown with

\

29
Explanation from Edgar M. Hoover, The Location ofE

pcfnonii<= Activit , McGraw-Hill Book Company, New‘York, F§48,
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Detroit and major out-state markets (Figure 2-2). In Figure

2-6 B the gradients appear as would be expected when trans-

fer costs increase less than in proportion to distance. A

and B each have a supply area to meet their own needs with-

out interfering with through shipments of milk to C (the

major market) from points to the left of A and of B under

cheap long haul rates.3O

AL

/8Milk

/

Price

    A Milés B C

Milk

Price

 

 

 

 

  

I
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I
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Figure 2-6

\

l

i
I

(IAe

Comparison of Local Minor and Distance

Major Market Price Relationships When

Transfer Costs Are PrOportional to Dis-

tance Along the Route (Part A) and When

Transfer Costs Are Assumed to Increase

Less Than Proportionate With Distance

(Part B).

 

(D

diffe A rather detailed consideration of transportation

r"entials is found in Chapter IV of this thesis.
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Health barriers.--These were explained in the previous

section and except for the specific cases of Flint and the

Detroit area cities were no longer considered restrictive in

the Lower Peninsula of Michigan.

Limitation to_producers.--There-are no data available

on dealer acceptance of new producers on the city markets,

but it is well known that such limitations do exist especially-

under an individual handler pooling arrangement. A survey

of several of the major markets in January, I957. indicated

that the largest bargaining cooperative also limited member—

ship. In each-of the markets studied, membership was restricted

to needs.“ However, in the case of Detroit this limitation

was not very real at receiving stations, other than those

owned by the Michigan Milk Producers' Association. At other

stations, when dealers took on shippers, the COOperative was

eager to sign them on as members.

For at least these three reasons, price differences

exist which do not reflect exactly the differences in trans-

fer Costs between these markets. However, it does not mean

that there are [not uniform price making tendencies with

differences super-imposed on this foundation. The overlapping

\

Mich: 3'Markets surveyed by Professor G. G. Quackenbush,

"Windgan State University as part of North Central Regional

'95? Shield survey" of selected Michigan Markets January,

° Those surveyed included Battle Creek, Detroit, Grand
Re

Did? Jackson, Muskegon and the Saginaw Valley markets.

and Muskegon were Federal order markets with market-
Wi

p02? pc>0ls. The others listed had Association market-wide

s 1”or all or a part of the market.
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of procurement areas, as eXplained earlier, has promoted such

uniformity, and the bargaining of one large cooperative in all

but two of the major markets has promoted uniformity of Class

I prices.

Figure 2-5 indicated that the handlers paying price for

Class I has been more uniform then blend prices between mar-

kets and would seem to point toward the possibility of estab-

lishing uniform Class I prices at each of the major Michigan

markets. The differences in blend prices have developed due

to differences in Class I utilization in the markets. For

example, Detroit's Class I utilization in I957 was 69.0 per-

cent while Flinthad 79.6 percent Class I utilization. Both

paid within one cent of the same Class I price, but Flint was

almost thirty cents over Detroit in actual paying price to

Producers in that area.

Based on this criterion and using Class I prices it

aPpear‘s that Federal regulation of all of the Lower Peninsula

major cities under a single order is a possibility. Uniform

pr“HEB-making tendencies are in effect on the market as pro-

Curement areas overlap, health barriers have decreased, and

bi”gaining by one cooperative has resulted in fairly uniform

Class I prices for handlers. Blend prices to producers now

vary due to differences in Class I utilization in the various

markEtS and because of the restrictions mentioned earlier;

e“nomies of long hauls, remaining health barriers and limit-

ation On producer shifts between markets. Based on the uni-

for
m price tendency criterion and using blend prices the
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recommendation would seem to preclude using more than one

order for regulation in the Lower Peninsula territory. Addi-

tional information on uniform price making tendencies appears

in Chapter IV on locational differentials at which point the

relative importance of Class I and blend prices are discussed.

n1. Area Where Re ulation is Not Im osed on Large Numbers of

Small Dealers. (Criterion 5)

It is important to consider population centers in deter-

 
 

mirIing market boundaries. Handlers Operating within intensive

areas usually handle a large volume of fluid milk per dealer

anci are considered to be more easily regulated. In developing

thi s criterion it was shown that the United States Department

of /\griculture had warned against regulation of rural terri-

toryr.

In connection with the definition of extensive areas

we must guard against the imposition of regulation on

large numbers Of very small dealers. This is a danger

when marketing areas include large amounts of rural

territory.32

Frigure 2-7 indicates the density of pOpulation (persons

per sq uare mile) in each county of Michigan. The average den-

sity 1.1 the State was l3l persons per square mile. However.

—_

252

H. L. Forest, op. cit. pp. 20-2l (see footnote 7, this

:Q‘fter ). However, many area wide Federal order market areas

c58,::<:l ude large amounts of rural territory. In the Final De-

ter, i: on the New York-New Jersey order it was stated, "Rural

a pra Ories need not be excluded as a matter of principle. From

Contr?t ical operating point of View, however, rural areas may

bute little to the purposes or effectiveness of the regu-

to tiar‘ and present an administrative problem out of proportion

Milk 'ii‘ benefits to be gained." (Final decision, Handling of

FR "I the New York-N h n ew s a - 22

9 3 June 3, .957 o
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Figure 2-7 Michigan Estimated Population Density Per

Square Mile By Counties January I, I957. a

\

Sale aPopulation data used in calculations obtained from:

Broth Mana ement. (Survey of Buying Power) May l0,l957. Bill

“#6. ers Publishing Co., New York Vol. 78 No. 9 pt. 3, pp.438-
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the range was from four in Keweenaw County in the Upper Penin-

sula to Wayne County's 4,576 persons per square mile. In the

Lower Peninsula, the range was from seven persons per square

mile to 4.576. The map shows that the Northern portion of

the Lower Peninsula has low population density throughout

(unshaded area Figure 2-7). In l837, when Michigan became

a state, Detroit had a population of 9,763.33 Today Detroit

is the fifth largest city in the United States. In l950, the

metropolitan area had l,849,568 people and the total Detroit

milk marketing area, as defined under the milk order, had

3,122,957.}4 An estimated 3,900,000 were living in this de-

f1r1ed marketing area in l957.35 There were twenty—eight other

citLies in Michigan in l957 with over 25,000 population. All

Wer12 located in the Southern portion of the Lower Peninsula.

EiQh'teen of these were in the present Detroit order marketing

areal. Figure 2-8 shows the population in Michigan by counties

on eLanuary l, I957. The figure also delineates the State

Metrrapolitan areas. Note that these metropolitan areas are

all s<>uth of a line extending west to east over Muskegon to

Bay Chounty. Ninety-one percent of Michigan's population also

‘

Wa :33Floyd R. Dain, D troit and the Westward Movement,

We University Press,-5re{roft, p. Tsumg.

:Squderal Milk Marketing Orders, op. cit., p. 6.

5Estimated from data on minor civil divisions takenf

pgg‘apo ulation Estimates in the Detroit Re ion July I, l957,

Regiore by research 9P3!" ment, etro Metropolitan Area

Den-o?a 1 Planning Commission, 800 Cadillac Square Building,

1t 26, Michigan.
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lies in the area south of this line. The southern portion of

the Lower Peninsula is thus becoming a single super-city

emerging from these distinct metropolitan areas. It has been

stated that there are fourteen of these super metropolitan

areas developing in the United States, of which Detroit is

one.36 The same source estimated that by l975, 70 percent of

all the peOple in the United States will live in these four-

teen super-cities or "interurbias". According to this re-

port, the Detroit area will extend north to Bay City, from

Bay City west to Grand Rapids, south to Kalamazoo and back

across the Ohio border to Detroit. What effect will this

have on the milk industry? The Saal and Myrich article claims

inwat it will lead to the development of more regional plants

such as the new Sealtest plant in Lansing, Michigan, and a

more extensive movement of milk between existing markets as

thel lines between markets become less and less distinct with

the inerging of formerly distinct metropolitan areas into one

8i-il>er--metropol is .

Table 2-3 indicates the estimated demand for fluid whole

”‘5k in the major Michigan milk markets and for the State in

(9573. The annual requirement for fluid whole milk of over 2%

biiiiean pounds (including l5 percent operating reserves)

 

tlor, :36Herbert Saal and Norman Myrich, "A Changing Popula-

view’ what it Means to the Dairy Industry" American Milk Re-
T‘D Urner—Barry C0,, New Yofk’ January. . , O . x O.

D . 24-29, lOl-l02.
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represents about 49 percent of the total milk produced in

Mlchlgan.37 The l957 fluid whole milk requirement was esti-

inated to be 2,227.9 million pounds (excluding reserves).

This compares favorably with the data released by the Michi-

gan Crop Reporting Service.38

This brief analysis of concentration of areas of de-

mand in Michigan indicates that only the southern portion of

the Lower Peninsula would justify Federal regulation, based

on the criterion against inclusion of predominantly rural

area under regulation. The sparsely pOpulated Northern Lower

Peninsula violates this criterion and would not therefore

(using this criterion) be recommended for Federal regulation.

It should be pointed out, however, that the proposed Upper

Peninsula and Northeastern Wisconsin Federal orders now under

consideration by the United States Department of Agriculture

Is almost entirely rural territory. The present Michigan

Upstate order is also almostall rural territory. Therefore,

_

37Total milk production on farms in Michigan in (957 was

981’. imated at 5,436 million pounds. From Milk Production on

tics of Dairy Plant Products, l , A.M. .,Farms and Statis

United States Department of AngcGTture, FeBruary, l958.

38The latest figure released by the Michigan Crop Re-

p”Wit-119 Service showed annual fluid whole milk for direct

:°"8uw1ption in Michigan at 2,092.l million pounds in l956.

‘chigan population was estimated to have increased by 2.7

Bgrcent from l956 to l957 (estimates from Sales Mans ement,

Brggvey of Buying Power," l956 and l957 annual issues, Bill

tio . Publishing Co., New York) Assuming per capita consump-

then In Michigan remained the same over the two years and

mat r"eeds of the new population were met--then the l957 esti-

e 0f commercial whole milk consumption would be approxi-

mate '5' 2,l48.6 million pounds.
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there is some question as to the use of this criterion in the

case in point. The reason cited by the United States Depart-

ment of Agriculture for its fear of bringing predominantly

rural territory under regulation is the desire to keep from

having to administer many small dealers. In Michigan, there

has been a considerable reduction in the number of licensed

dealers. The number of licensed fluid milk plants dropped

'from 402 in l955 to 335 in l957, a net reduction of 67 plants.39

In l957, the sparsely settled region north of a line running

from west to east over Muskegon to Bay County reported only 38

i icensed fluid plants (Figure 2-9). This was the same num-

ber as reported in Kent county with the city of Grand Rapids,

while the population of this whole Northern area totaled only

acuproximateiy l2,000 less than the Kent County metropolitan

area (Figure 2-8). As shown earlier in this chapter (Figure

2-i ), this area is now serviced with packaged milk from many

large dealers from the more intensive areas of population.

This criterion would point toward regulation of only

the southern portion of the Lower Peninsula. In should be

poilated out, however, that due to changing methods of pro-

cessing and marketing of packaged fluid whole milk, fewer

dealers are operative in both rural and urban areas and pack-

aged milk moves freely to rural areas throughout the Lower

pen'flsula. In addition, in recent years the Department of

\

Cens 39Michigan Department of Agriculture, records of ii-

ea milk processors-dist as of February l7, l955 and as
0

f October 20, 1957.
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Agriculture has brought rural territory under regulation in-

cluding, for example, the present Upstate Michigan order area.

This would appear to decrease the importance of this single

criterion in delineating market areas, at least in the case

of Michigan.

V. Supgly Area Conditions (Criterion 6)

In the preliminary examination of essential criteria,

there appeared to be some controversy in the Department of

Agriculture over using supply area characteristics as a

criterion for delineating market boundaries. In one portion

arf the Oklahoma decision it was stated that differences in pro-

duction areas are of little consequence in determining whether

orders should be merged since a milkshed is not regulated by

the order. Earlier in the same decision the Secretary used

the fact that there was overlapping of procurement areas as

part of the basis for making his decision on uniting the two

areas in Oklahoma.“0 Also Mathis was quoted as presenting a

“Be for considering supply areas, since Federal orders do

regtllate producer prices." That the Secretary of Agriculture

9098 consider these areas of supply important is pointed out

‘" tiie recent final decision for the expanded New York-New

“'89)! order area. The Secretary states in this decision:

 

Okla ‘noFinal Decision with Reagect to Handling of Milk in the

“-112253 e ropo an ar e ggg rea, op. c . .

li'Mathis, o cit., p. 25.



Northern New Jersey (and similarly Upstate New York)

consumes large quantities of milk all of which comes

from a common production area serving both Northern

New Jersey and the present marketing area, either

from pool plants or from non-pool plants with which

pool plants are intermingled throughout the produc-

tion area. The present program of milk regulation

in the New York milkshed involves establishment of

a relatively high price for fluid milk disposed of

in the present marketing area while at the same time

does not provide a means of establishing a similar

price for milk disposed of for fluid use in other

centers of urban pOpulation, the largest of which

is Northern New Jersey, which depend upon the New

York milkshed for a supply of milk. Regulation in

Northern New Jersey is necessary in order that the

entire cost of the milk regulatory program for the

maintenance of orderly marketing conditions in the

entire area is paid not only by consumers in the

present marketing area while the benefits of such

a program accrue equally to the consumers in other

urban centers of population depenging upon a common

milkshed for its supply of milk.4

One of the considerations of the hearing held for the New

York-New Jersey order was whether a separate milk marketing

order should be issued for Northern New Jersey or whether

regulation in Northern New Jersey should be included under a

I”figle milk marketing order applicable both to Northern New

Jersey and to the New York marketing area currently under

reQUIation and that part of New York recommended for addition.

The Supply area conditions played a very real part in aiding

the Ssecretary's final decision on this point:

‘The territory consisting of Northern New Jersey, the

present Order No. 27 marketing area and additional

‘territory in Upstate New York possesses the essential

characteristics of one market for milk, rather than

‘two or more. The densely populated region consisting

(of New York City and surrounding urban territory

\

New J 42Final decisionJ Handlin of Milk in the New York-

“-._Efl[s?7”M3FREtifig”Area,op. lTTJf"(§§FR'Ii§4)
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together with the major cities and their environs

in Northern New Jersey constitute a contiguous urban

area from the standpoint of general economic inte-

gration and interdependence. Milk for this entire.

territory is produced in a common production area.

Plants and producers supplying milk for all parts

of the territory are extensively intermingled and

to a substantial degree the milk is interchange-

able between the various portions of the territory. 43

One of the important points to consider in the Lower Peninsula

is whether regulation should be accomplished by one, two or

more orders. For these reasons it seems important to con-

sider the supply area conditions for Detroit and the other

1najor milk markets of the Lower Peninsula territory.

The section on uniform price making tendencies showed

<>verlapping of procurement areas with the supply of fluid

1nilk for the maJor markets being obtained from a common supply

area. Milk for fluid consumption is produced throughout the

Lower Peninsula territory with the largest amount coming from

‘Hae Southern portion. Throughout the state there is an inter-

nflrwgling of manufacturing and fluid milk producers. Figure

2-i() shows the principle milk supply areas based on the num-

ber'lof dairy farms reported in the Census of Agriculture of

1950 and l954. There were 33,450 dairy farms in the Lower

Pen‘lfisula in i954, of which approximately 78 percent were

”mated in an area south of a line running from west to east

over Iwuskegon, Montcalm, Isabella, Midland, and Bay Counties.

"”5 same Figure (part 8) indicates the number of cows per

dalr)! farm by economic area. Economic areas were used in

\

43mm.
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examining milk production characteristics of the Lower Penin-

sula since it is easier to interpret from these broad carto-

graphically generalized areas than from county or smaller

unit data.44 The number of cows per dairy farm increased from

ll.0 to l4.l from l950 to l954, although this increase was

prevalent statewide, it was largest in the southern portion

of the Lower Peninsula. Despite these differences in inten-

sities, dairying is important throughout the Lower Peninsula.

A recent study on the types of farming in Michigan which de-

lineated type of farming areas, based largely on sources of

farm income, presented a map which included dairying as an

important enterprise in ten of Michigan's fourteen Lower

Peninsula type of farming areas.45 An example of the changes

taking place in the milkshed areas can be seen by examining

data on the Detroit area milkshed. The achievements in milk

Production by Michigan farmers supplying the Detroit market

the past ten years have been tremendous. Deliveries of milk

44State economic areas represent groupings of counties

The counties comprising a state economic"thin a state.

area have similar agricultural, demographic, clirrlatic, physio-

graphic and cultural characteristics. Since the counties com-

”‘8an each such economic area have relatively homogeneous

a"‘acteristics, data for them may be used with reasonable
Ch

acc”racy to describe characteristics in each county making

A more detailed explanation may be found inUp the area.

(a description of the procedure used ingate Economic Areas

Stalztl :19 a 7'unctional grouping of the counties of the United

"1". e8.) Bureau of Census, United States Department of Com-

Ce. Washington, D.C., l95l, 96 pages.

4513:. a. Hill and R. s. Mawby, 7 es of F rmin in Mich-

Sepecial Bulletin 206, Michigan State University, East
'a&11:.

n

8' '19, September, l954, p. 25.
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per farm to the Detroit market as reported by the Michigan

Milk Producers' Association show an increase of approximately

70 percent since I947. Deliveries by all producers to De-

troit in l957 were nearly a half billion pounds (449,53l,503)

or 3l.4 percent over l952, the first full year that the Fed-

eral order was in operation, even though there was only a

slight change in the number of producers supplying the mar-

ket.

All of the major Michigan markets, including Detroit,

and also the intervening rural territory receive their milk

frcun a common production area. The overlapping of the pro-

curement areas was shown in Figure 2-2. Figure 2-ll shows

the location of Detroit and outstate Lower Peninsula fluid

mili< producers by county of location early in l958. These

data were obtained from a mail questionnaire sent to each of

thel'fifty-two health department jurisdictions, forty-five of

whicnw were located in the Lower Peninsula, in January, l958.

Only, one of these jurisdictions failed to reply for purposes

0f tfiis study. Each department was asked to indicate the

total number of fluid milk producers inspected by it on Janu-

ary' i, l958. They also were asked to indicate the county

Of 'Ocation of these fluid milk producers. Each reply was

the" Summarized by county of location and the map in Figure

2'” was then constructed. These data have some limitations.

They. do not include the number of Michigan shippers to out-

°f‘8tate markets, neither do they show the few1 producers “MC“

ma

y 89' l milk for fluid consumption in areas which do not



72

0 #
-

C
D

 

l'
8
1
8
a

5
1
8

0
2

.
d
g 1
0
a
n

C
D
M

 

 

     
 

 

  
  
 
  
 

   

l. 36

I24

44 2.

‘ .2.

3 759

7 2
34 4Q; l4l

'70 483 I424

Totals m '20 Egg

9 '° t: 8| 942 582 3
LOWer

460
 
 

Peninsula:

flats; 6'
   
 

   
 

2-ll Inspected Fluid Milk Producers In The

Lower Peninsula - January l, I958 (Under-

lined Numbers Apply to Detroit Area In-

spection - LOWer Figures to the Total In-

spected Shippers Regardless of Department

Inspecting and Includes Detroit Area

Shippers).a

Figure

\

in a(Detroit Area) includes shippers approved by the follow-

Gig Health Departments for sale in the Detroit area. Detroit

(Any '<3,787 (includes 98 Ohio and 9 Indiana shippers to Detroit.)

8t fiSAW‘bor-Washtenaw County) 78, Pontiac and Oakland County-268,

as'of_‘éiir County 9|, Macomb County l30, Wayne County ll0. Data

'95 ~Lanuary l, l958 except Detroit and Wayne County for May,

thiri ‘Total inspected shippers includes Detroit area plus the

raperil"-Eeight.other Lower Peninsula authorized health office's

dapart;£3 of inspected shippers. (All except one county health

and i "Teent replying)-Two departments reporting were inactive

full t i Eiddition there are ten Lower Peninsula counties with no

had Ci tlrne health department. Two of these, Bay and Jackson,

of the; i 5! departments reporting which contain a large proportion

" respective counties population. The other eight are

r‘asity counties with most fluid milk production under in-

by an outside city market.
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maintain a full time health department. However, this lack

of local health inspection occurs only in low density areas

and much of the milk in these areas is already under the in-

spection of some city market and is included in these data.

Despite these shortcomings, this is the most complete and

accurate information available on the location of Lower Michi-

gan's inspected fluid milk producers. Detroit inspected

shippers were located in all but eleven of Michigan's Lower

Pertinsula counties, and Detroit producers were reported in

eatzh of the major outstate markets' milkshed areas.

Table 2-4 shows the number of inspected Michigan fluid

mi ik producers by major Michigan and nearby out-of-state met-

ropolitan markets as of January l, l958. These data differ

frwonithose shown above in that producers are reported by

major market regardless of county of location. Furthermore,

Michigan producers shipping to the major out-of—state markets

are included. In addition, the Detroit and the Muskegon data

ls:*from the respective Federal order office rather than from

the individual health departments.

It has been shown in this section that the supply areas

9? hitchigan have relatively common production characteristics,

'ltf? taverlapping and intermingling of the major supply areas

in the Lower Peninsula. There is no sound economic justifi-v-

catg<,r,' based on this common supply area criterion, for bring-

lng 8ei:>arate areas under regulation thus providing differences

“lpr’i C=es to neighboring producers in the common production
a

.

rea, 1Division of the Lower Peninsula into more than one order,
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Table 2-4 Estimated number of Lower Peninsula fluid milk

producers by major Michigan and nearby out-of-

state metropolitan market, January l, l958.a

 

 

Market Number Market Number

Detroit 12,251 Bay City 354b

Flint 800 Battle Creek 250

Grand Rapids 7l4 Jackson l92

Lansing 592 In-State Misc. i,240c

Muskegon-Holland- 569 Out-of—State

Zeeland

Cleveland 530

Kalamazoo 407

Toledo 450

Saginaw 426

Chicago 201d

aDetroit and Muskegon data are from respective Market

Administrator's Offices and is the December, l957 average

rnunber of producers. Other markets are the number of in-

spected shippers reported by the various health departments

8X<2ept as noted. Toledo, Chicago and Cleveland data are

the number of Michigan producers shipping to those markets.

bThe number reported by the health department was

conSidered high by the Michigan Milk Producers' Association

Whic:h serves i00 percent of that market. Therefore, data

fron1 that association was used to adjust this figure.

cThe miscellaneous category are inspected shippers to

Smai l markets. They are not double counted with major city

data, The Upstate order area accounts for 540 of these pro-

ducer‘s, Upstate Market Administrators office, December, l957

average number of producers. The others are producers ap-

WOVed by minor health department jurisdictions throughout

the balance of the Lower Peninsula.

C dThe Chicago data was obtained from Mead Johnson and

ompany, Zeeland, Michigan, the only Michigan handler shipping

t° C"'i'czago (May, l958).
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for example with Detroit as a separate order, would place the

entire milkshed of the Detroit market area in the neighboring

order market area or areas. Based on the common supply area

criterion, therefore, it could be recommended that the Lower

Peninsula be regulated by one market order.

VI. Cooperative Activity. (Criterion 7)

The importance of examining the cooperative institu-

tional structure in an analysis of market area boundaries was

stressed in the initial examination of this criterion early

in this chapter. This section will analyze the cooperative

structure in the Lower Peninsula to determine its affect on

the delineation of the market area or areas and to aid in de-

ternnning whether such regulation should be carried on with

one, two, or more orders. The study will of necessity em-

phasize the Michigan Milk Producers' Association, since this

is the largest dairy cooperative operative in the State. The

Michigan Milk Producers' Association currently bargains for

ahmost eighty-five Percent of the producer milk delivered to

the (Detroit market and Association shippers are about the

same Percent of total shippers to Detroit. The relationship

0" Michigan Milk Producers' Association to the total Detroit

market is shown in Figure 2-l2. In addition to its bargain-

”'9 1”l-inction, the Association physically handled, in Associa-

tlor‘ 1irucks or at Association receiving stations, approximately

l f
,

/3 or the producer milk delivered to the Detroit marketin 957.46

\

Dede. ‘46I957 Annual Report, printed in Michi an Milk Messen er,

'“t3er, I957. Fiscal year ending September 0, 9 .

..II-__



Lf\

M
i
l
l
i
o
n
s

o
f

P
o
u
n
d
s

 

   

Err”

W W
 

 

T
o
t
a
l

e
l
l
v
e
r
i
e
s

-
9
O

-
8
0

-
7
O

-
6
0  

 

l
9
5
|

J

F
i
g
u
r
e

2
-
l
2

M
i
c
h
i
g
a
n

M
i
l
k

P
r
o
d
u
c
e
r
s
'

a
M
i
c
h
i
g
a
n

M
i
l
k

P
r
o
d
u
c
e
r
s
'

A
s
s
o
c
i
a
t
i
o
n

m
o
n
t
h
l
y

r
e
p
o
r
t

t
o

m
e
m
b
e
r
s

I
9
5
2  
 

 
 

 
J

l
9
5
6
 

I
9
5
8  J

A
s
s
o
c
i
a
t
i
o
n

a
n
d

T
o
t
a
l

M
a
r
k
e
t

D
a
i
l
y

D
e
l
i
v
e
r
i
e
s

t
o

t
h
e

D
e
t
r
o
i
t

O
r
d
e
r

M
a
r
k
e
t

A
r
e
a

(
S
e
p
t
.

l
,

i
9
5
l
-

D
e
c
e
m
b
e
r

3
|
,

76



77

Although the Michigan Milk Producers' Association is by far

the largest cooperative on the Detroit market, there were

several other cooperatives operating on the Detroit market

in l957. One of the largest of the others is the Michigan

Producers' Dairy, an operating cooperative loosely affiliated

with the Michigan Milk Producers' Association. Some members

of the Michigan Producers' Dairy are also members of the

Michigan Milk Producers‘ Association. In addition, there

were also five other cooperatives on that market in l957.

These cooperatives "in toto" physically handled, at their

receiving stations, an average of 37.4 percent of all Detroit

producer milk in l954 and almost 42 percent in l957 (Figure

2-l3).

Not only is the Michigan Milk Producers' Association

important on the Detroit market, but it is important in seven

Of the nine large Michigan out-state markets. Only in Lan-

sing and in Kalamazoo are they an unimportant bargaining

agency. Although they have reportedly signed up a substan-

tial portion of the Lansing producers as members, they have

not as yet been able to get dealers to bargain for a classi-

fied price plan on that market. Kalamazoo has an independent

°°°Perative, the Kalamazoo Milk Producers' Association, Inc.,

"MC“ bargains for 55-60 percent of the milk in that city.‘+7

The independent Milk Producers' Association bargains for an

\

4

Zoo M. 7Estimate by M. R. Bigelow, Secretary-Manager, Kalama-

”< Producers' Association--letter of May l3, l958.
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Figure 2-l3 Monthly Cooperative and Dealer Receipts For

Producer Milk-Detroit Marketsal954 and l957.

\

tc. ___ aCooperative milk includes "cooperative bulk" later shippei
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estimated 45 percent of the milk in Grand Rapids.“8 The

Michigan Milk Producers' Association bargains for approxi-

mately 40-45 percent of the milk on the Grand Rapids market.49

Figure 2-l4 shows the location of all Michigan Milk Producers'

Association members shipping to fluid markets in the Lower

Peninsula of Michigan. Note that the Association controls

eighty-four percent of the Detroit market and approximately

lOO percent of Battle Creek, Jackson, Muskegon and the Sagi-

saaw- Valley markets (Saginaw, Bay City, Mt. Pleasant, and

hflldland).

It is not known what the opinion of the Michigan Milk

F’roducers' Assocation members in out-lying locals is toward

a combination with Detroit under a single order. Many may

feel that they have lost individual recognition and power.

(Tthers may decline due to a difference in Class I utilization.'

(and subsequent blend prices to producers) between the limit-

eci access out-state markets and pooling in a single state-

wicje order. Much will depend upon the educational program

carv'ied on by the cooperative to increase the producers' know-

ll-‘Pdge of Federal orders and of a state-wide order. Because

Of triis it was,as mentioned in the review of criterion 9,not

M

48Estimate from North Central Regional Survey results,

°p° C=itn (footnote 3i this chapter).

a ‘49Estimate by H. H. Varney, Director Outstate Markets

W Market Analysis, Michigan Milk Producers' Association,

'e‘ter May l, 1958.
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Market. I957-l958.a (The Top Number EQUals

MMPA the Lower Number Equals Total Producers

On the Market)

—‘

aMichigan Milk Producers' Association data as of November

.7. l957 and obtained from the Detroit office of the Association.

Total fluid milk producer numbers obtained from Market Adminis-

t"ator's offices in Muskegon, Upstate and Detroit December, l957

ai‘I'erage. Other producer data from respective health departments

(~’anuary l, l958) Except where MMPA is known to have l00% of the

producers in which case MMPA data were used.
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felt important to document member opinion in this study.

However, a false move in measuring member opinion in this

direction can be costly.

On August l, l957, the New York City order area,several

lJpstate New York counties and part of Northern New Jersey

were combined under a single order. The Eastern Milk Pro-

ducers' Cooperative had been fighting for a separate New

Jersey order. Because of the cooperative leaders' stand

against the proposed merger, over 600 central Pennsylvania

producers resigned from Eastern in a body and formed five

new independent cooperatives.)50 In addition to the possible

differences in opinions and power of individual members with-

in the large Michigan Milk Producers' Cooperative, thereis

the problem of maintaining working relations between coopera-

tives. The Michigan Milk Producers' Assocation and the Kala-

mazoo Milk Producers' Assocation have in the past worked to-

gether to try to obtain an order for the Battle Creek-Kalama-

zoo market. However, many of the smaller cooperatives in the

Out-state markets may not want to come under‘ a single order

wit“ the dominate market and cooperative. The importance of

minority groups' opinion is sometimes considered in deciding

°" a Federal order market by the Secretary, but is perhaps

given lesser importance than it should receive.

 

Vol SOAmerlcan Milk Review, Urner Barry Co., New York,

' XX- NO- T: Jemery. 1958, p. 113.



One of the reasons advanced by prOponents for a

separate order for Northern New Jersey was that

otherwise the interests of New Jersey producers

would receive only incidental and secondary con-

sideration since they were a small minority of

the total number of producers Whose milk would

be subject to regulation under a single order

for the combined New York-New Jersey area. It

was argued that under a single order proposals

advanced by New Jersey producers for order pro-

visions designed to protect the interests of

such producers would be likely to be voted down

in a milkshed-wide referendum. The facts in

this connection are that provisions of a milk

marketing order are those found by the Secre-

tary to be justified on the basis of evidence

in the record of public hearings irrespective

of whether such facts were presented by a major-

ity or minority group of producers whose milk

is subject to regulation under an order is con-

trolling as to whether or not an order contain-

ing the terms and provisions found to be justi-

fied by the Secretary is to be issued, but not

as to specific terms and provisions of the

order.

As stated earlier in the listing of criteria, the con-

cept of equity and power within individual groups and between

Qffiaups (criterion 9) cannot be documented in this paper but

their very well be the basis in public hearing for putting an

Order into effect with separate parts of the state under

Separate order administration. Another inter-cooperative

W‘Oblem develops in considering the Toledo milk market, Which

has been shown to have a close tie-in with the Southern Mich-

i93" area. Toledo producers are represented by a large COOP-

erat ixre, the Northwestern Cooperative Sales Association, Inc.52

‘

 

0rd 5'Final Decision with Respect to New Ygrk-New deg“!

~"\ao—"T'fp.c . (22FR M947.

bar 552The Northwestern Cooperative Sales Association, Inc.

gained for 90 percent of the milk on the Toledo market in
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This Toledo cooperative also represents several other large

Ohio markets. It is not known of course, what the final

attitude of these two groups would be on merger but it would

be difficult for two dominant cooperatives to bargain in the

same Federal order market area. As pointed out in the initial

examination of the list of criteria, Mr. Colebank, market

administrator ofthe Chicagoarea, indicated the difficulty in

separating markets in which the same cooperative was a bargain-

ing agent. On the basis of this criterion, the entire Lower

Peninsula, with the exception of Lansing and Kalamazoo, would

be recommended for one order area and on the same basis Toledo

and the other Ohio markets would be a separate order area.

Cooperative handling of sugplus.--Another important

' consideration in respect to cooperative activity is the place

and importance of the cooperative or cooperatives in handling

surplus on the market. One of the points brought out in the

previously mentioned Oklahoma Decision was that under a merged

order the c00peratives could better maintain their stated pur-

pose of promoting market stability through joint supplies of

mi lk in short periods and joint handling of surpluses under a

single marketing order.53 In this case in point there were

__2

357- although they do not handle any of this milk physically

cogledo has an individual handler pool under its order). This

pet‘ative is also active in the North Central Ohio order mar-

#:gtng area. (Information supplied by Mr. Glen Wagner, Manager,

Northwestern Cooperative Sales Association, letter of June
2! '95

the 0 53Final Decision with Res ect to Handlin of Milk in

WF—Wmae ropo an ar e :11 reg, op. c t". T2""2rR""'2'151).
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three major cooperatives, but they had Joined together and

were operating as one under the Oklahoma Milk Marketing Feder-

ation.

The supply of surplus milk on the Detroit order market

and on the various out-state markets is handled to a large

extend by the Michigan Milk Producers' Association. Many of

the out-state markets depend on the Detroit market for their

hang-time reserve supply and for much of their supply for

seasonal balancing. This is accomplished by buying milk

directly from producers or through the Association only to

the extent that such purchases can be used entirely for fluid

mill< in the period of flush production and supplementing this

W‘tJT Detroit milk from the pool in times of short supply. The

Micriigan Milk Producers' Association maintains three princi-

Ple'inanufacturing plants. Two of these are on the Detroit

market at Ovid (Elsie operation included through l957) and

at Imlay City. The maximum capacity of the new Ovid plant

'8 one million pounds of milk per day and at Imlay City

650:000-?oo,ooo pounds per day. A third is maintained on a

stand lay basis for the Upstate and the Muskegon order markets

3‘ Scottviiie. In _addition the Michigan Producers' Dairy,

Which is loosely affiliated with the Michigan Milk Producers'

Association, has manufacturing plants at Adrian and Sebewaing

which Process surplus fluid ,milk. These plants in turn handle

surpiu8 fluid milk from other major Michigan markets as follows:

' - The Flint local and the Saginaw Valley (Bay City,

Saginaw, Mt. Pleasant and Midland) local of the

Michigan Milk Producers' Association use the De-

troit surplus plant at Ovid for surplus disposal.
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2. The Upstate order market and Muskegon, as men-

tioned previously, have the Scottville plant on

a stand-by basis. This plant is currently manu-

facturing cheese, but also cream holding facili-

ties and skim powder manufacturing facilities

are available. Maximum surplus milk capacity

is ll0,000 pounds per day at this plant. These

two markets currently contract with Remus Cooper-

ative Creamery Company of Remus, Michigan for

their surplus milk handling. In addition some

Muskegon milk is sent to Mead Johnson and Company

at Zeeland, Michigan for baby food.

3. Grand Rapids surplus for the Michigan Milk Pro-

ducers' Association is also contracted to Remus.

4. Surplus milk from the Jackson market goes to the

Michigan Producers’ Dairy plant at Adrian.

5. Battle Creek milk is shipped under contract to

the Constantine Cooperative Creamery Company,

Constantine, Michigan.

State wide, there are very few large capacity facilities,

fXJr handling of surplus milk except those of the Michigan Milk

Producers' Association. The most important onesnot actually

owned by the Michigan Milk Producers' Association include

iaichigan Producers' Dairy facilities, Lansing Dairy Company's

Grand Ledge Manufacturing plant and McDonald Cooperative Dairy

Company's Chesaning plant. It would appear that the most

efficient method of handling surplus would be to concentrate

Out-state and Detroit surplus manufacturing facilities in a

few large plants. Detroit facilities are now used directly

to 'Taxtdle surplus milk from Flint and the Saginaw Valley mar-

kets,, It was also stated that this does not represent the

true amount handled by Detroit since many out-state markets

Operate close to Class I sales and depend on the Detroit

market-wide pool for milk in periods of short supply. How-

ev
'

er-, ‘there appear to be sufficient surplus handling facilities
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throughout the Lower Peninsula which could handle surplus for

a separate out-state order. Based on this criterion alone one

order or several orders are possible. If an additional criter-

ion is considered on eQuitable handling of surplus by all pro-

ducers throughout the State then one order would be recommended.

It should be pointed out however, that there is inconsistency

among the markets on the concept of equity when it comes to

equal sharing of the burden of surplus. Neither does there

appear to be any fixed rule under the Federal orders already

enacted.

VII. Federal Regulation: (Criterion 8)

A steadily increasing amount of Michigan's fluid milk

has come under Federal Regulation. In l952 approximately 35

percent of the whole milk delivered by farmers to plants and

dealers was under regulation by Federal order markets in

Michigan. By l956 this had risen to over 42 percent and in

1957 equaled 44.4 percent (Figure 2-l5). An additional amount

01’ Mi chigan's fluid milk production was under out-of—state

Federal order market regulation. The Detroit order was the

It was effective September

I953

first Federal order in Michigan.

'i '95l . Muskegon obtained an order effective October I,

and Upstate Michigan on November l, l955. An order for the

Western Michigan Market area (Grand Rapids and Muskegon) was

proposed at a hearing held in December, '950- This was accept-

ab
'9 to the Secretary of Agriculture, but was refuted in
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referendum by producers.54 Muskegon came under regulation

later as a separate market. An order was proposed for Battle

Creek and Kalamazoo in the fall of l956. The Secretary also

recommended that this area be put under Federal regulation,

but it too was defeated in referendum.55 Both the Muskegon-

Grand Rapids and the Battle Creek—Kalamazoo proposed orders

were defeated by very narrow margins. A promulgation hear-

ing for the entire Upper Peninsula area plus part of North-

ern Wisconsin (Northland order) was completed on November 20,

'957.55 A recommended decision prOposing separate Upper Pen-

insula and Northeastern Wisconsin order markets was issued

by the United States Department of Agriculture on May 28,

l958.57 A hearing also has been held on the possible exten-

sion of the Detroit order area to include Lansing and Jackson

54United States Department of Agriculture, A.M.S.,

Result of Referendum in Res ect to Handlin of Milk in the

Erana Ra ids and Muskegon Marketing Area. ('5 FR l5,2§5.

OCTOBer E, |§Slfi

55United States Department of Agriculture, A.M.S.,

Results of Referendum in Res ect to Handlin of Milk in the

Sgttle Creek-Kalamazoo M E gl ( fig 5 2:82

9

 

ar e ng Area. 2 , , November

N 55mm“, States Department of Agriculture, A.M.Su
0tice of Hearing (Escanaba, Michigan 22FR 7429, September

(3&73957 and (Green Bay, Wisconsin) (22FR 8852, November 2,
 

R 57United States Department of Agriculture, A.M.Su
GCOmm

ended Decision in Respect to Handling of Milk in the

2 er Peninsuia and the Northeastern WTsconsin MarketTng

‘Lséufig. F , June , 87,
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plus scattered intermediate areas.58 The original Detroit-

Muskegon and Upstate order market areas with territory added

by amendment and extensions prOposed are shown in Figure 2-l6.59

In addition the proposed Upper Peninsula order and previous

order areas defeated in referendum are outlined on this map.

In most instances Federal orders have become an accepted

institution in the State. The three operative orders plus

proposed territory additions and the proposed Upper Peninsula

order area would bring approximately two-thirds of the entire

land area of Michigan under Federal.regulation. Most of the

balance of the territory has been suggested for inclusion

under Federal regulation either combined with an existing

order or as a separate order area. It would appear, from the

stand-point of administration and control, that the entire

Lower Peninsula should be under one order even though a pre-

cedent has been set for separate orders throughout the state.

There appears to be no advantageous place to draw a line sep-

arating the order markets for administration purposes. It

has been shown in other sections of this chapter that the

PhYSiizal characteristics throughout the entire area are com-

parat i vely uniform.

N 58United States Department of Agriculture A.M.S-a

_OtiCe of Hearing. (22FR 9294, November 2i, i9575.

"B i 59Area proposed for addition to Detroit contained in

MMEAEf. in Behalf of Michigan Milk Producers' Association,"

De ' February 3, l958 submitted to A.M.S., United States

Degariflnent of Agriculture regarding proposed amendment to

'“Dit order, hearings held December lO-l7, i957.
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Recommendation:

In the beginning of this chapter eight criteria were

listed for examination for the construction of the "market

area" boundaries. The analysis of this chapter was conducted

within the framework of these criteria. In summary, it appears

to the author that a single order for the entire Lower Penin-

sula is possible and probably could be defended more strongly

than several orders. Reasons for a decision on One order

are:

l. Overlapping sales areas of dealers

2. Increased reciprocity of health regulation within

the state

3. Overlapping of procurement areas

4. Some tendency for uniform Class I prices in past

years.

5. Few dealers in rural areas

6. Relatively uniform supply conditions

7. One major cooperative bargaining throughout the

state

8. Greater ease of Federal order administration

These points would seem to point toward a single order. In

additzion, if it is desired that all the producers carry an

eQual' share of the surplus, which could be an equity objective,

a sir1gle order could help achieve this. The proposals in the

remaining portion of the thesis are based upon a single order

arthCDLJgh portions of them might still be useful if more than

one <3r~der is finally effectuated in the area.

Not all the criteria, of course, pointed toward a single
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order and it should be reiterated that there can be strong

arguments for more than one order. Although there was in-

creased reciprocity of health inspection, it was shown that

milk does not flow freely in both directions between all cities.

Also, although there was a tendency for uniform Class I prices,

producer blend prices varied between city markets due largely

to differences in Class I utilization. Local producers and

handlers might want to preserve this relationship as long as

possible. In addition, there were many areas in the Lower

lPeninsula that were predominantly rural and although there

iwas one dominant cooperative in the state there were several

‘independent cooperatives which were important in their re-

spective markets.

It must be pointed out again that in addition to the

examined criteria there was one criterion on opinions and

attitudes of the people towards regulation under a single

orwder or several orders which was not investigated. In the

fTImal analysis, this unexamined criterion might well be the

most important consideration and, although elusive for docu-

menteary purposes, should not be eliminated from final area

recranwnendations made after a public hearing.



CHAPTER III

CLASSIFICATION SYSTEM

Importance of Considering Use Classes igAn Expanded Area

If regulated areas are expanded and merged with other

adjacent areas it becomes important to examine the classified

price system of both the old and the new areas to select one

system which is compatible with existing systems. Concurrent-

ly, the investigation should review the existing and proposed

systems to obtain the best alternative plan or plane for the

iaew market area or areas.

llistorical Use Classes of Milk on Michigan Order Markets

In Federal order markets, Class I milk usually con-

sists of whole milk and modified fluid milk products such as

i’lavored milk drinks, buttermilk and concentrated milk. These

Drtnducts generally must be produced from locally approved milk.

Most markets also include fluid sweet and sour cream in this

top class. "Sanitary requirements for cream have been changed

in many markets during recent years. As a result, cream has

been shifted to Class I in most of these (Federal order) mar-

kets:."' However, the Detroit market order has had fluid

Cream in Class II with manufactured products since the order's

“mention in l95l. Several attempts have been made to modify

\

FCs 'Stanley F. Krause, Pricing Milk Accordin to Use,

E3ulletin No. 6, Washington, D.C., June, l95g, p. IE.
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this situation and they are analyzed below, along with a

study of use classes on the Detroit, Muskegon and Upstate

Federal order markets.

Detroit.--Historical changes in the Detroit order con-

cerning classification of milk are shown in Table 3-l. All

classification prOposals at the promulgation hearing for the

original Detroit order included fluid milk and flavored milk

for fluid consumption in Class I. Producers proposed that

skim milk and buttermilk for fluid consumption be in Class I-

and handlers proposed that these products be in Class II.

Representatives of health departments, of the larger cities

involved, testified that such skim milk and buttermilk were

required to be made from milk approved for fluid uses. There-

‘fore, the United States Department of Agriculture concluded

'that milk required to meet the sanitary standards for fluid

iconsumption and the products required to be made from such

rnilk (flavored milk, skim milk and buttermilk for fluid con-

sumption) should be in Class I. Testimony indicated that

iflaere were no farm inspection requirements for other than

tJWese four mentioned products. Cottage cheese, cream used

'fOf‘ fluid consumption, or cream used in making ice cream,

Were required to be made in approved plants but the farms

prOViding the milk used in these products were not inspected

by health authorities. Testimony showed no specific difference

in ‘tlwe quality of milk used to produce cream and cottage cheese

for' tase in the marketing area and the quality of milk manufac-

Ih"~‘5<1 into evaporated milk, cheese and other products in the



Table 3-l History of use classes Detroit milk ordera

  

Effective September l, [251 _(Ineeptionl--

Class I all skim milk and butterfat disposed of as

fluid milk, flavored milk, skim milk or

buttermilk and that not accounted for in

Class II.

Class II all skim milk and butterfat in: products

for fluid consumption as sterilized flavored

milk drinks or sweet or sour cream -- also

ice cream, ice cream mix, cheese (including

cottage cheese), dried whole milk, non fat

dry milk solids, evaporated or condensed

whole or skim milk, sweetened or unsweetened

diSposed of in bulk or in hermetically seal-

ed cans, butter, livestock feed, dumped, and

in shrinkage of producer milk up to 2% of

receipts from producer or in shrinkage of

other source milk.

sgfifective March l, 1222 (amendment #I)

No change in use classes

jgffective June 20, |2§2 (amendment #2)

No change in use classes

_4ffective November l, L252 (amendment #3)

No change in use classes

Eiffective Ogtpber l,l_§2 (amendment #4)

No change in use classes

Effective March lI l2§4 (amendment #5)

In Class I change all skim milk to read (including the

skim milk equivalent of concentrated products).

In Class II add--or any mixture of cream and milk or

skim milk containing lO percent or more of butterfat.

Add eggnog also.

\

s aSection 924.4l Detroit Milk Market order No. 24 and

"ttsequent amendments. See Federal Register Index--Appendix I.



96

Table 3-l (continued)

W

Effective Novemberi, l9§§ (amendment #6)

In Class I add half-and-half; delete this cream mix-

ture (half-and-half) from Class II.

gifective May l, l9§§ (amendment #7)

No change in use classes

gfifective September l,_i95§ (amendment #8)

No change in use classes
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various manufacturing plants in the milkshed. Handlers pro-

posed that all products, other than those requiring farm in-

spected milk, be included in one class. The Secretary of

Agriculture concluded that there did not appear to be any

justification, on the basis of the quality of milk required

for their production, for different classification for milk

used to produce cream and the various manufactured products.

Butterfat and skim milk used in: cream, in all manufactured

dairy products, and in livestock feed and plant loss were

therefore classified as Class 11.2

In l952, it was proposed that fluid cream be moved into

a separate class. However, the Secretary of Agriculture

stated:

Testimony disclosed that fluid cream priced under

the order must compete directly with cream from

unregulated sources which is available to handlers

and also may be sold directly at wholesale and re-

tail in the marketing area. There was no showing

that the marketing of fluid cream is sufficiently

different from that of most other Class II pro-

ducts to result in significant price differences;

separate classification would therefore, be mean-

ingless.3

The next suggested change in use classification came in

2United States Department of Agriculture, P.M.A., Final

0 Cision with Res ect to Pro osed Marketin A reement and

aSf‘aer R uia‘Ein fianaling of Mill? in Detroit Michi an Market-

r) (i3 )JL_£L_A£33, Federal Register,:§486, June 9, l95l .
  

3United States Department of Agriculture, P.M.A.,

recommended Decision with Res ect to Pro osed Amendments to

NE"Feiiing Agreements and Grier Re ulatin the Hanaiin of

I ll< 1 i (i? Federai Registerin Detroit Michi an Market ng Area,

C) , August l , i952).

r
m

 i
t
?
!
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a hearing held at Detroit, July 27-28, i953. A proposal was

made by handlers to move fluid skim milk from Class I to Class

II due to alleged competition with packaged nonfat dry milk

solids. Destructive competition was not brought out in testi-

mony, but on the other hand, sales of fluid skim milk were

shown to have increased. It was also stated in the recommended

decision that:

So long as fluid skim milk is reQUired by health

authorities to be obtained from inspected sources,

such quantities as are sold must continue to be

priced at such level as will encourage producers

to supply inSpected milk.

The recommended decision based on a hearing held in

[Detroit on March 22-25, l955 which resulted in the classifi-

<:ation of half-and-half in Class I stated at the same time

‘that:

Such products as aerated cream and egg nog are not

required to be made from milk for fluid use and are

often purchased from non-handlers instead of being

manufactured in the regulated handlers' plants.

They should therefore remain in Class II.5

hub testimony was offered at this hearing on a proposal to

c:lassify fluid cream in Class I. In respect to half-and-half,

‘trie Secretary of Agriculture said:

4United States Department of Agriculture, P.M.A.,

Recommended Decision with Res ect to Proposed Amendments to

Mar‘ketin ,Agreement and Order Re ulatih the Handlin of Milk

1" (Detroit Michi an Marketing Area, (l8 Federal Register 7540,

No VemBer 53. 553%

R 5United States Department of Agriculture, A.M.S.

~53£E£Qmmended Decision with Respect to Progosed Amendments to

Mgrketin A reement and Order Re ulatln the Handlin of Milk

’ 955).

 

 



Since the milk in the milk-and-cream mixture made

in handlers' plants comes from sources approved for

fluid use and is already a Class I item, half-and-

half should also be in Class I.

The order, effective November l, l955, was so modified to

make this inclusion in Class I.

In the hearing held for the order as amended and current-

ly in effect, the Michigan Milk Producers' Association pro-

posed that a new Class III category be established which

i~ould include most of the manufactured products such as butter,

laonfat dry milk solids, hard cheese and evaporated milk. They

1’urther proposed that Class II be revised to include fluid

czream and the manufactured products, other than those in Class

I II, mainly, cottage cheese, ice cream, ice cream mix and

condensed whole or skim milk. It was prooosed that the Class

11! price be set at forty cents over the perosed Class III

car'ice. Evidence showed that the Detroit Class II prices were

low in comparison with those of most Federal order markets in

the Midwest and below the prices paid for manufacturing grade

mi’ii< by plants specializing in the manufacture of butter and

Creamery by-products in Michigan and Wisconsin.7 However, the

St-Icrretary recommended in his final decision that the manufac-

tured milk utilization should not be sub-divided into two

61bid.

p, 7United States Department of Agriculture, A. M. S.,

T“EEELL_Q£gision with Respect to Pro osed Amendments to Market-

reement and Order Re ulatin the Handlin of Milk in l 6)

059 9 .4 o'-SL.JE£1_t, Mic lgaan ar e ng rea, ugus
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classes as was proposed by the Michigan Milk Producers'

Association. He stated:

It is apparent from the testimony that Detroit is

essentially an open market for fluid cream, cottage

cheese, and ice cream ingredients and that there is

considerable distribution of all these products

throughout the market by non-handler firms. Also,

many of the handlers purchase these products from

non-handler sources or make them from other source

ingredients. It is also evident that most of the

handlers who now choose to utilize producer milk

in the production of all or a portion of these

products whenever it is available could rearrange

their operations so as to avoid utilizing producer

milk. This would leave only a few handlers who

would be obligated to pay the proposed higher Class

II price for milk utilized in these products. In

these circumstances, it appears that a separate

Class II for these products at a premium price

would be highly inequitable as between handlers,

and would not achieve gny substantially higher

returns for producers.

(Drice again the Detroit order use classes remained unchanged

armd they are currently essentially the same as at the order's

irtception.

Muskegon.--The use classes and the products included

ir1 'these classes under the Muskegon milk order have not been

mociiified since its beginning. The historical use classes of

U” 8 order are shown in Table 3-2. It is important to note

that the only major difference inthis order from the Detroit

or'der is its classification of sweet and sour cream in Class I.

During the Muskegon promulgation hearing, representatives

°f major health departments concerned, testified that milk sold

fo" f’iuid consumption and that used to DFOGUCG skim Miika

\

8Ibid.
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Table 3-2 History of use classes--Muskegon milk ordera

 

Effective October l,g19§2 (Inception)

Class I all skim milk and butterfat disposed of as

fluid milk, skim milk, buttermilk, flavored

milk, sweet or sour cream and that not account-

ed for in Class II.

Class II all skim milk and butterfat used to produce

ice cream, ice cream mix, cottage cheese,

whole or skimmed condensed or evaporated

milk (sweetened or unsweetened) in bulk or

hermetically sealed cans, cheese, dried

whole milk, non-fat dry milk solids, or

butter; in shrinkage of producer milk up

to 2%; in shrinkage of other source milk;

and in skim milk dumped or accounted for

in livestock feed.

jgffective May l, l956 (amendment #I)

No change in use classes

Effective Ma L, IQfl (amendment #2)

No change in use classes

 

 

aSection 985:4l, Muskegon Milk Market Order No. 85 and

subsequent amendments. ee edera Register Tfidex--Appendix I.
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flavored milk, or cream sold for fluid consumption must be

produced and handled in compliance with the same sanitation

standards; therefore, fluid cream was classified in Class I

with other fluid milk products.9 Handlers prOposed that a

separate class be established for fluid cream for the purpose

of pricing it at a lower level than fluid milk and other Class

I products. This was in line with the past custom in the mar-

ket of pricing whole milk used to make cream at a lower price.

The Secretary stated that the problem was different where the

skim milk and butterfat used in each product in each class was

accounted for separately:

Under this system the butterfat differentials is the

major factor in determining the cost of Cream. The

handler butterfat differential provided by the order

for Class I is somewhat lower than that proposed by

the producers at the current prices of butter. As

a result, even though a separate class is not estab-

lished for cream, its cost to handlers will be no

higher than the prices they proposed.’0

VVith the exception of the cream classification and the classi-

1’ication of milk dumped or fed to livestock (producers had

r‘equested all such milk be Class II--the Secretary modified

this to apply only to skim milk so utilized), there was no

oPposition to the proposed classification provisions. There

have been no proposed changes in the classes of use in the

MUSkegon market since that time.

¥

 

9United States Department of Agriculture, P.M.A.,

Lina] Decision with Res ect to Pro osed Marketin A reement

a: Order Re uTatin Handl n of i k Muske on Mic i an

'0 bid.
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Upstate Michigg_.--The history of changes in use classes

and products included in these classes under the Upstate

Michigan Order is shown in Table 3-3. The initial classifi-

cation was the same as that of the Detroit order as amended

effective, November l, l955, and currently used on that mar-

ket. The products named in Class I (fluid milk, fluid skim,

flavored milk, buttermilk, and half-and-half) were those

which health authorities in the area required torn derived from

milk approved for fluid uses. Cream, for fluid use, was not

required to be made from milk approved for fluid use and was

therefore classified as Class II utilization." During the

hearing there was considerable discussion on whether half-

and-half should be considered as milk or cream. The Sec-

retary's decision was that, since the skim or whole milk por-

tion is from the same quality as that sold for Class I, half-

land-haif'should be designated as a Class I product.'2

No other changes were perosed until the hearing for

Amendment 3 held on May 24, I956. As a result of this hear-

IFHQ, the order was changed to include three classes of use.

Class I products remained as previously outlined. Class II

(3'1 intermediate class) contained fluid cream, cottage cheese,

ice cream, ice cream mix, evaporated and condensed milk.

F, "United States Department of Agriculture, A.M.S.,

hal Decision with Regpect to Perosed Marketin A reement

32:! Order Re ulatin the Handrm offlTV—T-Min U‘u—stateMi—T'chan

\e ng rea, e era eg 5 er , ep em er , e

'2ibid.
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Table 3-3 History of use Classes-~Upstate Michigan milk

order3

Effective November l, l9§§ (Inception)

Class I all skim milk and butterfat disposed of as

fluid milk, flavored milk, fluid skim milk,

buttermilk, and half-and-half or other mix-

tures of cream and milk containing less than

18% butterfat; and not accounted for as Class

I.

Class II all skim milk and butterfat used to produce

any product not specified in Class I; dis-

posed of as fluid cream or for livestock

feed or skim milk dumped in shrinkage of

producer milk up to 2%; or in shrinkage of

other source milk.

iEffective Mgrch l, l9§§ (amendment #l)

No change in use classes.

jififective May I, l956, (amendment #2)

No change in use classes.

fiflflfective October l, L926 (amendment #3)

Class I all skim milk and butterfat dISposed for

consumption in fluid form as milk, flavored

milk, skim milk, buttermilk and half-and-half

or other mixtures of cream and milk contain-

ing less than l8% butterfat; and not account-

ed for in Class II or Class III.

Class II all skim milk and butterfat other than those

specified in Class I and Class III; diSposed

of as fluid cream; in shrinkage of producer

milk up to 2%.

———_

s aSection 9l6:4l, U state—Milk Market Order No. I6 and

”bSeQUent amendments, See Federal Register Index--Appendix 1-
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Table 3-3 (continued)

 

Class III all skim milk and butterfat used to produce

butter, dry milk (whole or non-fat) or cheese

(except cottage); disposed of for livestock

feed or skim milk dumped and shrinkage of

other source milk.

Eifective August l. I957 (amendment #4)

Add to Class II, fluid milk products and cream in

inventory at the end of the month. Otherwise no

change in use classes.



Class

lO6

III included butter, dry milk (whole or non-fat) or

cheese (except cottage). The deputy administrator writes in

the recommended decision:

Skim milk and butterfat used in the production of

butter, dry milk (whole or non-fat) and cheese other

than cottage cheese, disposed of for livestock feed

or accounted for as shrinkage of other source milk

should be classified separately as Class III milk

and be priced twenty cents per hundredweight less

than the remaining uses now included in Class II

milk. The price for Class II milk should be the

basic formula price of the order.l3

111e reasons given for this third class were as follows:‘4

i. Upstate Michigan handlers maintained limited

facilities for dISposing of excess milk. Much

of this was sent to unregulated manufacturing

plants at a twenty cent discount from the regu-

lar Class II price.

2. Handlers were therefore accepting little milk

beyond their fluid needs, and producers, through

their cooperative association, were responsible

for marketing most milk in excess of fluid needs.

The cooperative association stated that they had

realized a net return of approximately twenty

cents per hundredweight less than the Class II

milk price in disposing of this milk.

3. It was stated that since milk manufacturing

plants in the area produced largely butter,

non-fat dry milk and hard type cheese, pro-

vision for a price for milk used in such

_products at approximately the level that can

be realized for it in the area will assist in

orderly marketing of producer milk supplies.

 

ReCOanended Decisions with R s ect to Pro osed Amendments to

3" e n reemen an r er e u aiin Elie Handlin of mg

n L’ state Mich an ar e n

l3United States Department of Agriculture, A.M.S.,

 
 

g g Area, 2 , Augus ,
 

7353?.

”Hold.
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4. The handler pooling provision of the order was

expected to deter handlers from increasing milk

supplies solely for manufacturing purposes.I

Except for clarification of classification of inventories

i n Amendment 4, there have been no changes to these use class-

ees since the three classes became effective October l, l956.

c:omgarison of Detroit with Nearby Michigan and Out-of-State

e era r er arkets

milk order is used as a foundation

 

The Detroit Federal

f2>r revision of use classes for the expanded Lower Peninsula

Miizhigan order.'6 The Detroit order is still the main core

of’ the expanded territory; has been operated longer under

regulation than the other Michigan order markets and has had

its provisions copied by many of the local markets currently

urir’egulated but proposed for inclusion in the expanded order

area.

The major difference in use classification between De-

tt‘cit and other nearby Federal order markets is its handling

01’ fluid cream. Table 3-4 shows the use classification

"f’ [Detroit and nearby Federal order markets. Note that De-

't'“<>'lt is the only market with fluid cream in the same class

aEB Elll other manufactured products. The most common classifi-

cat ion is to put fluid cream in Class I. However. Chicago

¥

 

Wi l5The Upstate Michigan order was changed to a market

‘39 pool on August l, I957.

Or- l6This study of use classes could also be used if two

or: rn<>re orders are finally erected; since such orders would

nsecessity have pricing provisions closely related.
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and Upstate Michigan put fluid cream in an intermediate class.

On the basis of the decisions to date, it seems that

the Secretary of Agriculture will not put fluid cream in Class

II above a Class III manufactured milk or move fluid cream

into Class I use as long as the Health Department of the city

of Detroit does not require sweet or sour cream to come from

inspected sources. No proposal has been made by producers

'to put fluid cream into Class I. Handlers are content with

<:ream of high quality being purchased at a low Class II price.

.If the inspection requirement is not enforced, than a reclass-

‘ifying of cream to a higher price class will cause a shift

1’rom regulated handler manufacture to shipments to the mar-

ket by non-handlers in greater amounts than at present. This

wi ll add to the amount of Detroit milk going to manufactured

Drwoducts and may lead to a lower quality product for the

consumers.

As an alternative, the Michigan Milk Producers' Associa-

'ti<>n has attempted to move fluid cream into an intermediate

Cl ass priced between fluid milk and other manufactured pro-

The major reason given for not placing cream under

by the De-

duCts.

fill i inspection is due to the lack of personnel

tr<3 i-t Department of Health.'7 However, there seems to be

8i-“F‘f’icient inspected milk under present conditions to meet

\

Mr '7ln a letter to the author dated February IO, l958,

De-E lSussell Palmer, Head Health Inspector, Milk, City of

prerOit Department of Health said, "The lack of personnel

farg"fisnts our attempting to extend complete inSpection to all

"‘8 involved in cream supplies."
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fluid cream requirements (Figure 3-l).

Although not presently enforced, the health ordinance

for the city of Detroit does call for sweet and sour cream to

be made from farm inspected milk. "There appears to be no

scientific reason for treating fluid cream differently from

fluid milk on the basis of sanitary requirements".l8 As a

rnatter of fact Dahlberg et. al. state that, "It is generally

«considered to be more difficult to process cream than milk

'tClassure low bacterial counts and good flavor".l9

 

Champarison of Detroit with Nearby Michigan Regulated and Un-

i’egulated Markets

Table 3-5 summarizes the different use classes and

prwaducts in these classes in effect on all major Michigan

maJrkets with the exception of Lansing, which does not have

a <:lassified price plan. Muskegon and Upstate have been com-

Pat‘ed with Detroit along with other nearby Federal orders in

ti'e' previous section. Except for cream, the remaining mar-

ke‘ts are in general quite similar to present Detroit use

Cl asses. Flint and the Saginaw val ley markets have the same

f l8Interview with G. M. Trout, Professor of Dairy Manu-

ai'-=‘|l:t.iring, Michigan State University, East Lansing, Michigan.

July 7, l958.

l9A. C. Dahlberg, H. S. Adams, and M. E. Held, Sanitary

Ml"< (:ontrol and Its R lation to the Sanitar Nutritive and

é£¥E§JE;_§galltles of Wilfi, Puslicatlon 556, National Academy of

c ences, Na“ onaT Research Council, Washington, D. C., l953,

of 5323.. This report showed that fluctuations in bacteria counts

cit?‘-‘lr‘nples of fresh pasteurized cream drawn in eight selected

‘5fi3 varied much more within the individual cities than for
f
rear, pasteurized milk samples drawn in the same cities.
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products in each use class as Detroit. Jackson differs by

having buttermilk in Class II and fluid cream in Class I.

Grand Rapids classifies both buttermilk and half-and-half in

Class II. Battle Creek has half-and-half in Class II along

with cream products. Other manufactured products are Class

III. Holland and Zeeland have been under the Muskegon order

since May, l957 and have the same use classes as that mar-

ket. Kalamazoo has another cooperative bargaining associa-

tion and products included in that market's use classes differ

considerably from Detroit and the other markets with half-

and-half and fluid cream in Class II and fluid skim and butter-

milk in Class III along with all other manufactured products.

Only fluid milk and flavored milk drinks are in Class I in this

market.

Of more importance, than present use classes of the

unregulated markets, are the actual milk products required

by the various major city health departments to be made of

farm inspected milk. It has been shown in the previous re-

view of Federal order decisions in Michigan that the United

States Department of Agriculture categorizes in Class I, or

the highest use classes, only those products requiring full

farm inspection by the local health departments. For this

reason, fluid cream in Detroit was not included in Class I,

but in Muskegon it was so included. During June, l958, the

Chief Sanitarian at each of the major out-state Michigan city

markets was asked, in a personal interview, to relate which

milk products were actually reQuired to be made from milk from
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the same inspected source as milk for fluid consumption. This

was asked in regard to enforcement regardless of what the city

ordinance on that market might state. All of the major city

markets outside the Detroit area were in agreement on the

major products they were enforcing to come from fully in-

spected milk.2O These products were as follows:

Fluid milk of all types

Flavored milk

Fluid skim

Buttermilk

Half-and-half

Fluid cream of all types

This would seem to indicate that a Federal order which

included this Lower Peninsula area would require a high use

class for fluid cream of all types. At the same time, such

uniform inspection requirements would make it possible to

obtain agreement on the use classes under a Federal order

area including all of these cities. A major problem develops

when these cities are included with Detroit area cities where

the inspection of the farm sources of fluid cream is not re-

quired. However, it was shown in the previous section of this

chapter that there is, under present circumstances, sufficient

inspected fluid milk on the Detroit order market to provide

that all fluid cream come from farm inspected sources. The

first move for uniform classification for a single Lower Pen-

insula order would be to obtain a change in policy enforcement

20These cities included Flint, Grand Rapids. Bay CitY-
Saginaw, Lansing, Muskegon, Battle Creek, Kalamazoo and Jack-

son.
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on the Detroit market. This may be accomplished by an in-

terested handler making the request to the city of Detroit

Health Department (the dominant department in the Detroit

order area) and if necessary the request may be carried to

the City Council. The excuse, given by the Health Department

of the city of Detroit, on insufficient funds for additional

personnel would not seem to be a good eXplanation at the pre-

sent time sinCe it has been shown that there is enough in-

spected producer milk available to meet the needs for fluid

cream on the Detroit market. Although some cream comes from

outside sources, which are not inspected and is purchased

from brokers by small dealers, the Detroit Market Adminis-

trator reports that a large part of the fluid Cream used on

the Detroit market is from fully inspected milk.2' Fluid

cream under the order can be purchased at Class II prices as

cheaply and with higher quality than obtainable elsewhere as

manufacturing quality milk.

This proposal is made on the basis of the best avail-

able information recognizing that it may not be acceptable

to some groups on the Detroit market. Historically Detroit

has desired to be a Class I or fluid milk market as much as

possible. This has resulted in a higher blend price to pro-

ducers than on many large markets with a market wide pool.

Placing cream in Class I would not lower the blend price.

2'Interview with Mr. George Irvine, Market Administrator,

Detroit Federal Order Market, January, l958.
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However, forcing cream to be made from inspected milk would

increase the possibility of a short supply and necessitate

admitting new producers on the market, which in turn might

iower the blend price if they became a permanent addition.

_Fieiommendat ion:

This analysis has reviewed testimony and historical

development concerning product classification and the use

c i asses constructed for the Detroit, Muskegon and the Upstate

Mi chigan order markets. In addition use classes and product

inclusion were reviewed for the major out-state Michigan mar-

kets. The health departments of the major markets were also

interviewed in regard to their inspection requirements for

the various milk products.

The principle criterion which was used to determine

product inclusion in the Federal order markets reviewed was

the health requirements of the various local markets. This

”’33 prevalent throughout the recommended and final decisions

written by the United States Department of Agriculture in

connection with these three Michigan orders. Inspection re-

quirements were therefore compared for all major Michigan

markets. On the basis of this criterion, two groupings of

the most important milk products were made. Group I reQuired

only p 1 ant or no inspection by the local department. On this

basis the following groupings were made:
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Group I Group II

Fluid whole milk Cottage Cheese

Fluid skim milk Ice Cream

Chocolate milk Ice Cream Mix

Buttermilk Evaporated Milk

Half-and-half Condensed Milk

Fluid cream, all types Dried whole Milk

Dried non-fat Milk

Butter

Hard Cheese

All of the out-state markets required the group I pro-

ducts to come from farm inspected sources. Detroit area

cities differed by not requiring fluid cream from fully in-

spected sources. However, it is recommended that an attempt

be made to require this full inSpection of fluid cream on

these markets. It was shown that sufficient supplies of in-

spected milk appear to be available in the Detroit area to

meet this need. In addition, itwas also shown that there

is no scientific reason for treating fluid cream different

from fluid milk on a sanitary basis. Only these two classes

of use are perosed for inclusion in the Lower Peninsula

order market.

Other criteria did not appear to be used in the develop-

ment of use classes or products in these classes on the pre-

sent Michigan order markets. The seasonal pattern of supply

and demand may be an important consideration for placing flush

season products in a lower use category when the flush season

products, for example ice cream and cottage cheese, are re-

Quired to come from fully inspected sources. Major Lower .

Peninsula markets do not require cottage cheese and ice cream

to come from fully inspected sources and therefore under the
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above classification they are already classified in the low-

est price surplus use.

Transportation costs might be used as a criterion for

placing fluid cream, for example, in a lower use class below

Class I because of the reduced bulk in shipping this product

to market. However, with fluid cream coming from fully in-

spected sources it is believed that most Michigan handlers

would find it impractical to separate milk from cream in the

production area and separation would be made at the pasteur-

izing plant with much of the skim separate going for fluid

use. This is the method employed on all the out-state mar-

kets where cream now comes from inspected sources. Since

there is no transport saving realized, there is no basis for

placing fluid cream in a lower use class on the Lower Penin-

sula order market.



CHAPTER IV

TRANSPORT DIFFERENT IALS

1m ortance of Considering Transport Differentials in an

Extended Order

As regulated areas are expanded and extended into ad-

jacent areas, the transport differentials may need revision.

Expanded areas are often combined with large segments of

intermingled milkshed and consumption areas and a shift in

the center of consumption may occur. Methods of milk pickup

and transportation are also changing rapidly and the whole

system of transport differentials may need examining and

modify ing.

This chapter approaches the problem of transport allow-

ances by asking some deliberative questions about such items

as: ( l) the theoretical basis of transport allowances, (2)

currently operative allowances in the Lower Peninsula mar-

kets, (3) criteria for developing transport allowances, (4)

desirable consequences of such allowances, (5) alternative

transport allowances, and (6) the best alternative in the

light 0f the proposed Lower Peninsula order area. Transport

difTEPentials are one of the most important and difficult

Consi derations which must be analyzed in this study.

Wh -

Rezt ‘ s the Theoretical Basis For Transport Allowances

%to F uid Mfrk Ma‘eret‘s?

Prices for fluid milk and manufactured dairy products

in

in
a single market area with its characteristic surrounding

l2l
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mi lkshed offer a good theoretical beginning for a study of

transportation differentials and for a good review of the pro-

blem. Assume that competitive conditions are such that the

prices of each product are determined by the relative supply

and demand for each product in the market. Differences in

product prices reflect only differences due to quality, guan-

tity of milk used in making the final product, and transfer

costs of milk in different forms.

Recent United States Department of Agriculture data show

the ratio of transportation costs of milk to an equivalent

amount of cream is approximately 7 to l, to skim milk powder

'5 to l, to American cheese l2 to l, and to butter 25 to l.’

Because of these differences in costs of transporting fluid

mi lk and an equivalent amount of manufactured milk products,

farm prices for milk used in fluid form in the market area

drop more rapidly than manufactured milk prices as we move

from the urban market into the milkshed. Specialized zones

0f production would therefore be expected surrounding this

consuming center much as von Thunen hypothesised in his develop-

me'"; of location theory and as reported in Cassell's, in re-

Spect to milk marketing.2 These zones are. of course. subject

to physiographic and political boundary conditions (Figure 4")-

\ w—fi—w

'Anthony S. Rojko, The Demand and Price Structure for
D

“Products, Technical Bulletin HEB, Agricultural Market-

9 Service, United States Department of Agriculture, May, l957,
p. '22.

I 2Originally published in Johann Heinrich von Thunen, Der
30' i

Q 0 erte Staat in Bezrehung auf Landwirtschaft and National-

texnom e, anuary, l92l. This portion used in many American

t3 on Land Economics. In Milk Marketing see John M. Cassells,
A

\Ma:§“d¥ of Fluid Milk Prices, Harvard University, Cambridge,

.9 9 P. 200
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von Thunen rela-

tionship to pro-

 

 

von Thunen Rings duct prices

T' 8 Per

th.

 

 

 

Butter

___3.....__9   
  

Hundreds of Miles

Figure 4-l Theoretical Relationship of Price to Dis-

tance and Use of Milk Produced.

In practice, principally due to the seasonal nature of

milk introduction, there is no sharp dividing line between the

zone (31' fluid milk and manufacturing milk production. Neither

must these areas of individual item production be contiguous;

intermediate areas may be devoted to other products or even

iniii=ii>~‘--H:>le of agricultural production. Prices in this single

city nuar1<et would be at eQuilibrlum when the total supply 0f

milk irw 'the milkshed eQuals the demand in all the area milk

outletss- When there are several urban market areas, and

correSFHDrwding milksheds with dairy products free to move be-

tween markets, the prices of the milk products in the various

areas wr>cald be expected to vary by the transfer cost between

marketes. The relationship between distance and prices of milk

for flLJicj consumption and manufacturing milk when several mar-

kets .

al.9’ Involved is illustrated in Figure 4-2.3 In this

\

3

Adapted from: Rojko, op. cit.,pp. 202 and 203.
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diagram, point U is assumed to be the most distant producing

area while point 2 is the most distant consuming center. The

line UXYZ represents the location of many producing areas and

consuming centers between the two extreme areas of production

and consumption (U and Z). The price of milk used in manu-

facturing dairy products at the market 2 tends to be higher

than at producing area U by the amount WZ (which represents

the cost of transportation of manufactured products from pro-

ducing area U to market 2). Any point on line UVW represents

the price premium on manufactured products over production area

U reading the vertical distance above the base line UXYZ. At

point x, the premium price is above the price in area U by VX.

By contrast, prices of fluid milk are closely related between

areas only when interregional movement of fluid milk products

occurs, or can potentially occur. Barriers prevent movement

in man areas.

y
Price Pre-

Manufactured ___*
___— Fluid Milk 23:12:: ilaove

Milk Region A
Region B

Area U

 

c.

Premium needed /./ Premium ob-

to Move Fluid , , tained for

Milk from U.\\.}x ’4’ DFluid Milk

  

  

     
 

Premium needed to

Manufactured Milk
firgdgcg ELULQ MUR— E

Premium Required as

w

is Chan

DU
X Y

2.

Figure 4-2 Relationship Between Milk Prices in Manufac-

turing and Fluid Milk Regions. With Price

Premiums Applicable to the Specified Areas.

U is the most distant producing area.

Z is the most distant consuming area.
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In Figure 4-2, Region A is a manufacturing milk (sur-

plus) region while Region B is a fluid milk region. A far-

mer on the boundary between the two regions (x) is indifferent

as to the use of his milk since he receives the same equivalent

price in each outlet. The distance AV is assumed to be the

premium needed to produce milk for fluid consumption over that

for manufacturing purposes. If a close relationship exists

between the two regions, the price of milk in the fluid re-

gion would be represented by line ABC, which equals the price

of milk for fluid use in region A at point x plus the cost of

shipping fluid milk of the same grade from point X to any

point in the deficit region B. if the supply and demand situ-

ation in the fluid milk region is such that outside milk is

not needed, then prices of fluid milk may be below the line

ABC or, for example, correspond to the jagged line ABD. Prices

for milk in region B cannot exceed the line ABC, in the absence

of barriers, because of inshipments which can occur from region

A. Nor can they go below the price line AE for any length of

time, for it would then become more profitable to produce milk

for manufacturing purposes. This theoretical presentation of

a fluid milk market located on the edge of a surplus milk pro-

ducing region appears to apply to the problem at hand.

What Are the Present and Historical Location Differentials

Un er e arious M c ,gan r ers

The Detroit Market

 

Present Class I.--A handler operating a "regulated

 

4Data on individual markets from respective Federal

orders as written in Federal Register (See Appendix I).
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supply plant, located more than thirty-four miles from the

Detroit City Hall, or a "regulated distributing plant," located

more than thirty-four miles from the boundary of the marketing

area, receives a transport differential with respect to milk

received from producers and used as Class I utilization. A

handler operating a "regulated distributing plant" also re-

ceives a transport differential with respect to milk received

in bulk from a "regulated supply plant" or a "regulated dis-

tributing plant" located more than thirty-four miles from the

marketing area if such milk is utilized as Class I (pro rating

to milk in this category the total utilization of producer

milk received at the plant). The applicable differentials

based on the distance the plant is located from the Detroit

City Hall are as follows:

  

Miles from City Hall Location Differential

35-50 miles l4 cents

5l-7O miles . l5 cents

7| miles and over I additional cent

for each 20 miles

or fraction thereof

Present Class II.--There is no handler transportation

differential allowed on Class ii milk.

Present Producer Location_Qifferential.--Deductions for

location differentials are made on all milk received from pro-

ducers or cooperatives or plants according to their location

from the Detroit City Hall. Prices quoted at first point of

receipt, therefore, are Detroit less this differential. Rates
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which are applicable are the same as set forth under the Class

I handler differential above.

Historical RevieW.--The Detroit location differentials

have always been equal for both producer and handler. Handler

credits apply only to Class I, as has been the case from the

beginning. Deductions for producers apply to all milk re-

ceived from them at country stations although part may be

added back by the amount that the excess price exceeds the

Class II price (seventeen cents under present order). The

historical rates under the Detroit Order are shown in Table

4-l.

Other Michigan Markets

Muskegon.--This market has had no transport differentials

since the order's inception.

Upstate Michigan.--Effective November l, l955, a handler

location adjustment was allowed for milk which was received

from producers at a fluid milk plant located more than ninety

miles but not more than lOO miles, by shortest highway distance,

from the court house in either Gaylord or Traverse City. This

milk had to be utilized as Class I and the price in this zone

was the effective Class 1 price less $O.l8. Beyond the 90-lOO

mile zone the differential increased by one additional cent

for each additional ten miles or fraction thereof. In making

Payments to producers or cooperative associations a handler

was allowed to deduct, with respect to all milk received by

him from producers at a plant located more than ninety miles
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from either Gaylord or Traverse City, the amount per hundred-

weight applicable under the handler schedule above.

On March I, l956, the producer location adjustment was

revised to read: A handler may deduct with respect to all

milk received by him from producers (or assigned as associated

producer milk) at a plant located more than ninety miles from

either Gaylord or Traverse City the amount per hundredweight

applicable under the handlers schedule above.

Effective October l, l956, both handler and producer

location adjustments were changed (in line with the Detroit

order change of September l, I956). The new provision allowed

deductions on the Class I price (in case of handler) or deduc-

tions on all milk (in case of producers) received from pro-

ducers at a fluid milk plant located more than ninety miles

but not more than ll0 miles, by shortest highway distance,

from the court house in either Grayling or Manistee. The,

amount deducted from the effective price in the 90-ll0 mile

zone equaled twelve cents. One cent additional was allowed

for each twenty miles or fraction thereof over llO miles. The

Detroit provision previously cited (September I, l956) reduced

the location differential for plants more than 50 miles from

Detroit. This increased the Detroit prices applicable at

plants nearest the Upstate marketing area by six to nine cents

in relation to prices f. o. b. Detroit.5 Therefore to keep

 

5United States Department of Agriculture, A. M. 8., Re-

commended Decision with Respect to Propgsed Amendments to

Marketing Agreements and Order Re ulatin ‘the Handling of Milk

in Upstate Michigan Marketing Area, (2i FR 6235, August l8:l956).
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Upstate order prices in line with Detroit a change was recom-

mended in the amount of differential charged on the Upstate

market. The reason for changing the Upstate basing points to

Grayling and Manistee is well given in the recommended decision:

The basing points used for measuring lodation ad-

justments should be changed to points nearer the

southern boundary of the marketing area. The

geographic location of the marketing area is such

that location adjustments have practical appli-

cation only to the Southward. Use of Traverse

City and Gaylord as basing points provide sub-

stantial adjustment to handlers located relatively

short distances from the marketing area while han-

dlers with plants within thg area compete with each

other at greater distances.

Non Regulated Major Lower Peninsula Markets.--There are

no transport differentials allowed at any of the out-state

city markets. Receiving stations are maintained at only

three markets and these stations are located within the re-

spective city limits with no transport allowances necessary.

What Criteria May Be Used In Developing a Transport_9ifferential?

There are many criteria which may be considered in develOp-

ing transport differentials; some of them are outlined below.

The list is by no means exhaustive nor are all of these worthy

goals for society. It should also be pointed out that no trans-

port allowance could satisfy all groups or meet all of the out-

lined criteria, most of which involve equity problems.

I. A transport differential may affect equity of prices

of near and distant producers.

 

51pm.
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2. --can affect distribution of income between dealers

and producers.

3. --may affect dealers' ability to compete on resale.

4. --affects prices paid by consumers.

5. --will affect location of supply of milk for fluid

consumption and boundaries of the milkshed.

6. --affects allocation of milk supply to different

consuming centers.

7. --can affect location of surplus milk for manufacture.

8. --affects inter and intra-cooperative relations.

9. --can be used to encourage or discourage the supply

of fluid milk on various markets.

l0. --can be part of strategy of cooperative to get

control of transportation and physical handlingof

market milk, a bargaining weapon.

ll. ,--affects efficiency in terms of: mode of trans-

portation, location of manufacturing plants, and

receiving stations.

What Should a Transport Allowance Do?

In addition to considering the possible criteria which

might be used in evaluating a transport differential, it is

important to select from these some standards which might be

the most acceptable for construction of a transport differen-

tial under a Lower Peninsula order.

The United States Department of Agriculture seems to

have the following basis for Federal order transport allowances

(referring to Federal order markets with country receiving

stations);

The Federal orders provide location differentials

below the established minimum price. These differ-

entials reflect, not necessarily exactly, the cost

of transporting bulk milk from any point within the

supply area to the city processing plants. The
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purpose of the differentials is to make it possi-

ble for handlers to procure milk throughout the

supply area at a delivered cost that is uniform

with that of other handlers.

While location differentnns are based mainly on

the cost of transporting whole milk, other factors

may be taken into account, such as convenience,

availability, regularity, certainty or seasonal

uniformity of supplies, existence of competing

markets and the historical relationship of prices

within the supply area.7

This criterion seems to consider it a "fair" equity principle

to allow handlers to purchase milk at the same delivered cost.

This is in line with criterion 3 listed above since this crit-

erion would allow dealers (other things being equal) to com-

pete on resale. It also preserves the "perfect market" con-

cept with differences in these prices between the deficit and

surplus area varying by approximately the transfer cost be-

tween the two areas.

Another objective of transport allowances, not explicit

in the United States Department of Agriculture reference cited

but seemingly important in criteria 5, 6 and 7 outlined above,

is to protect the principle of best alternative. The general

principle governing exchange and specialization is called the

principle of best alternatives. It may be stated as follows:

In his endeavor to obtain the commodities he desired,

an individual has two possible alternatives. He can

either produce the commodities for himself directly,

or he can produce some other commodity and exchange

it for What he wants. Which alternative he will

choose will depend on which is the easier way of

getting the commodity he wants, for it is the easier

way (least cost way) that he will follow.

 

7Regulations Affecting the Movement and Merchandising

of'lek, Marketing Research Report No. 98, A.M.S. United

Etates Department of Agriculture, June, l955, p. 6|.

8K. E. Boulding, Economic Analysis, Harper B Bros., N. Y.,
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The same principle applies in trade between countries and

regions. It is the comparative advantage an individual or

country has over another, not the absolute advantage, that

will determine where production will take place. In constructing

a transportation differential for the Lower Peninsula Michigan

order, it would seem desirable not to upset this principle any

more than necessary to accomplish the other objectives of ..

efficiency and commonly accepted equity criteria.

The efficiency objective is also important. The trans- a

port differential rates set under the order should be such that

total transport cost on the market will approach a minimum.

This would be accomplished when the transport differentials

under the order promote shipments by producers to consuming

centers closest to their farms with a minimum of cross hauling

or unnecessary distant hauling. Besides proximity of pro-

duction for fluid use, the allowance should keep manufacturing

plants located near the outer edges of the milkshed to take

advantage of reduced bulk and perishability in shipping manu-

factured products.

Several other criteria were also listed in the previous

section, but they promote the personal gain of some individuals

or groups over others and are not commonly accepted objectives.

The three criteria as expressed in the "perfect market" concept,

the law of comparative advantage and the efficiency criterion

seem to be the most commonly acceptable objectives of a trans-

port differential.
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What Are Some Alternative Location Adjustment Provisions Which

Might Be Part of a Lower PeninsuTa Order?

There are innumerable methods and combinations of methods

which might be employed, but the following are considered the

most important. In each case the alternative will be described

and then examined in light of pertinent criteria. Although

these transport differentials are constructed with one Lower

Peninsula order in mind, in many instances the alternative

might be worthy of consideration under a city type order as

with Detroit, or under two or more orders for the Lower Pen-

insula area. Because of the equity problems involved, selec-

tion of the best alternative would undoubtedly vary as between

groups. However, an attempt is made to list some of the con-

sequences which might be expected from the use of each suggested

alternative under a Lower Peninsula order and what appears to

be the best alternative is selected using the commonly accepted

criteria as presented in the previous section.

l. Rates That Reflect Actual Cost and Vary in Proportion to

DTETance . “__

This first alternative would apply as part of most trans-

port considerations whether under one order, or two or more for

the Lower Peninsula,and regardless of what points were accepted

as basing points. This alternative proposes deducting trans-

port differentials from producers and crediting handlers at

a rate reflecting the actual cost of transportation. The ex-

act rate to be used would be constructed on evidence obtained

in public hearing. There is a wide disparity in the results
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of studies on milk transport costs. Cost examples from New

York, the United States Department of Agriculture and a re-

cent Detroit hearing would indicate that the present Detroit

differential is too low.9 However, at the time the Detroit

and Upstate differentials were changed to add one additional

cent for each twenty miles beyond a base zone instead of the

previous one cent for each ten miles, it was stated by some

 

9Unlted States Department of Agriculture, A.M.S. Final'

Decision With Respect to Proposed Amendments to the Tentative

Marketing Agreement and to the Order Regulating the HandTTng

BT‘mrk in the New York Megggolfian Marke‘frng Area and in

Northern New Jersey. (22 FR ET9ETTJune‘T4, l957. Costs of

haufffig on‘the New York Market from country plant to city by

tank truck were estimated at a fixed cost of ten cents per

hundredweight and a variable cost of l.4 cents per hundred-

weight per ten miles. For the average zone (200-2l0 miles)

this would amount to an average cost of thirty-eight cents

per hundredweight or l.9 cents for each ten miles to that zone.

 

Recent United States Department of Agriculture data com-

pares closely to this. Re ulations Affectin the Movement and

Merchandising of Milk, Research Report No. 9%, AgricuTturaT

Marketing Service, United States Department of Agriculture,

June l955, p. 9l. This study showed that dealers' buying

price for fluid milk increased an average of l.92 cents per

hundredweight per ten miles increase from a point in Wisconsin.

This price was also compared with rates charged for large volume

haulers. The study showed that their rates varied from l.75

cents to about 2.0 cents per hundredweight per ten miles dis-

tance.

From A Brief in Behalf of Michi an Milk Producers'

Association submitted in the matter 0; preposed‘amendments to

Detroit Order, February 3, I958. A prOposal was made at the

lwearing for amendment to the Detroit order to raise the sche-

dule of rates by two cents, thereby deducting sixteen cents at

'the 54-50 mile zone and one additional cent for each additional

‘twenty miles. Testimony was entered that the Michigan Milk

lDroducers' Association, Which is the largest single hauler on

'the Detroit market, has charged two cents above the established

rates for hauling milk from receiving stations into the mar-

l<eting areas. In this brief, submitted by the Association, the

:association agreed that the schedule of rates did not accurately

Imeflect the cost of operating transport equipment. In addition,

they admitted that the reason for wanting to hold the rate at

tJte present low level was to prevent the lowering of producers'

(:Iass I prices.
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handlers that even these new rates were too high.'0

Once again an equity problem develops since increasing

the transport differential under present order conditions or

for a new order or orders would increase dealers' profits and

reduce producers' blend prices. The most equitable and pro-

bably acceptable treatment is to use cost data somewhat near

the average costs on the market for the most efficient handler.

This seems to be the way the problem has been answered by the

United States Department of Agriculture. After considering

the wide variation in cost data, the Secretary ruled in the

Detroit decision that, "It is concluded that a general re-

duction should be made to reflect the experience of the most

efficient full scale hauler, but not to levels attainable only

under the most favorable circumstances."" The rates may be

allowed to taper as distance increases, to reflect economies

of long hauls, but should not taper below actual cost of ship-

ment as determined by the average costs of the most efficient

handler.

2. Adiust Size of Zones or Rates Within Zones Which Apply to

uppgng ants

This suggestion would use more zones for example than

are now operative under the Detroit order where there are

 

lclUnited States Department of Agriculture, A.M.S., Final

(Decision With Respect to a PrOposed Marketing Agreement and

'Propmsed Amendments_tp the Order Regulatifig‘the HandTTn of

lwiik in the Detrpjtg_Michigan Marketing Area. (2| FR 81%;,

.August l6, l956). 

Ibid.

i
i
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twenty mile intervals between zones. Such an adjustment

would tend to bring transport differentiam on milk from var-

ious points in the milkshed to the central market closer to

the actual hauling cost from that zone. For example, the

schedule of location adjustments, under the Detroit order

currently provides for no location adjustment for deliveries

inside the thirty-four mile zone from Detroit City Hall, while

a fourteen cent allowance is made for milk from the Orton-

ville supply plant in Oakland County and the Richmond plant

in Macomb County, both are just outside the thirty—four mile

limit. The use of more zones or an adjustment in rates to pre-

vent abrupt differential deductions is an applicable considera-

tion under a new Lower Peninsula order or orders, or even with

present orders. The use of more and smaller zones or an ad-

justment of the rates would provide more equitable payments

for producers shipping to various supply plants or direct to

the city market and would make handler's credit for Class I

usage more realistic between supply plants. These have been

considered "fair" objectives in our preliminary examination

of criteria.

3. Usin Different Zone Differentials for Handler's Credit

On Ciass I and—Tor Producerrs‘E0catT6n Adjustment on All

Milk

Dr. Spencer of Cornell University believes that it is

au1 error to attempt to use the same set of zone differentials

for' adjusting. handler's Class I prices and producer's uni-

forwn prices. He states that,
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Class I prices should be adjusted on the basis of

differences in current transportation charges on

fluid milk shipped from plants at different dis-

tances from the market. Blended or uniform prices

to producers delivering to plants in different

zones should be adjusted in accordance with aver-

age or blended transportation charges on both

fluid milk and milk used for manufacture.'2

This is explained below by applying his suggestions to a De-

troit order example (Table 4-2). Based on the classification

of milk received at various Detroit supply plants in l957 and

using United States Department of Agriculture and New York

cost data to arrive at location differentials for different

classes of milk, producers delivering to nearby stations (35-

50 mile) would have l5.2 cents deducted from the uniform pro-

ducer price. Those producers delivering to a distant plant

such as at Hillman would receive only l9.9 cents less than

the uniform Detroit delivered price. Such a policy would

shift income from producers in nearby zones whose milk was

used largely for Class I to those in distant portions of the

milkshed with lower Class I utilization. This suggested plan

might be equitable under individual handler pool conditions.

However, a market wide pool is suggested for the proposed

Lower Peninsula order and would present an inequitable situa-

tion as under the Detroit example.

 

l2Leland Spencer, Problems of Milk Epicing on the New

York Milkshed and Possible Solutions, Bulletin AE i055, De-

partment of Agricufturar‘Economics, Cornell University, re-

vised April, l957, Mimeo, 37 pages, pp. l6-l7.
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Table 4-2 Utilization of milk received at pool plants in

different mileage zones and estimated zone differ-

entials. Using different transport costs on Class

I milk and on manufactured milk. (Detroit, l957)

Percentage 07 Receipts Location DifiTerenTiais

pfljeage Zones Oped Ipa (centspper cwttlp

Weighted Ave.

Miles Class I Class II Class I Class II For Adjusting

Uniform Price

Percent Percent Cents Cents Cents

35-50 94 6 -16 -2 -l5.2

5l-7O 50 50 -l8 -2 -l0.0

7l-90 74 26 -2l -3 -l6.3

9l-ll0 62 38 -24 -4 -l6.4

lll-l30 23 77 -27 -5 -lO.l

l3l-i50 62 38 -30 -6 -20.9

l5l-l70 36 64 - -32 -6 -l5.4

l7l-l90 26 74 -35 -7 -l4.3

l9l-2l0 -- -- --- -- -----

2ll-23O 34 66 -Al —9 .19,9

 

aComputed from Detroit Market Amenistrator's Office,

Grand Market Summary, l957.

bBased on New York data which corresponds closely with

similar United States Department of Agriculture computations.

The Class I differentials are based on an estimated increase

of l.4 cents for each ten miles of distance in cost of trans-

porting fluid milk from supply plants to distributing plants

in the city. In addition there was a ten cents per hundred-

weight fixed cost charge regardless of location. The Class

II differentials are based on an assumed cost of .4 cents for

each ten miles distance in cost of transporting cream and

dried skim milk or other manufactured products made from l00

pounds of milk. It is also assumed that these Class II pro-

ducts are moved into this consuming center.
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4. The Basing Point System

The basing point techniQue of pricing makes it possible

for any number of sellers, no matter where they are located,

and without any communication, to quote identical delivered

prices for any specified quantity and quality of product to

every possible destination in the United States. It is only

necessary that one or a few base prices, governing the entire

industry, be announced. This enables each competitor to use

the formula (gpplicable base price plus specified extra charges

of marketing plus applicable freight).'3 There may be one

basing point for deliveries (single basing point system) or

a number of basing points of which one governs a particular

destination.

An example of a single basing point system is herein

presented. Note that plants located at non-basing point

locations will quote the same prices at selling points I, 2

and 3 as does the basing point plant "B". Net yields of the

Selling Points Plants

Price

Non-basin lant'5“" A

3.25 - o'EL .. _Ersightvim'zv ""- Net y e d =
 d.

d,

' "
.- h-_“www_*_mv Freight 30.25

. Price llfii T $_2_ .asino -lant

l 3|.35 Freight 30:35 “T. ‘et Y e d:

: [:;br 3|.oo

\ ‘
. “

\ . ‘
Price

\ \ s‘- 3'.20 (flit

F

\ “ ‘ re'ght $0 ‘17-- .. _- “‘ - -. ENon-basing giant)

-~.‘_:O 7’“: eye sa seected

 

 

   

 

Fre'ght ‘T"' 'T."7 sellin 9 plants

#°°5° (I 0.75

i?) ?'?3

l3Fritz Machlup, The Basing Point System, The Blakiston

Co., Philadelphia, Pa., I938, p. 7.
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non-basing point plants vary however. The example at plant

"A" (of net yield) indicates phantom freight. This is also

true when plant "C" sells to selling point 3. However, plant

"C" has freight absorption when selling at points i and 2.

Multiple basing points are similar with the price at

any selling point being the lowest combination of basing

point plant price plus freight from this basing plant to sell-

ing point. However, with a multiple basing point system "base"

plants as well as "non-base" plants will receive varying net

yields. If each producing plant is also a basing plant, so that

there are no non-base plants in the industry, the system is

called a plenary basing-point system. It thus varies from a

multiple basing:point, under which there are usually more "non-

basing" point plants than "basing" point plants. The larger

number of basing points does not change the essence of the

system as a device by which a large number of competitors can

calculate and quote identical delivered prices for any number

of destinations.‘4

5. Appjication of the Basing_Point System Under Fpgeral Orders

(a). Single Citygpgping Point (Modified).--Actually the

system of transport adjustment under the Detroit order is a

modified single basing point system (base price set at selling

point rather than at one point of production). The price is

quoted f. o. b. Detroit for all producers. The actual net

producer price, however, depends upon his location from this

 

”lipid, pp. l6-l7.
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basing-point and is determined by subtracting from the Detroit

price the applicable transport differential depending upon the

location of the receiving station to which the producer ships

his milk. This type of locational adjustment is the one which

is most commonly used under the Federal order program. With

proper size zones and amount of transport differentials (Sec-

tions l and 2 above) this is an equitable plan for producers “T

and handlers. In the case of Detroit, located in the south- 'fi

eastern portion of the state, it has preserved the "perfect '-

market" concept with prices decreasing toward the Wisconsin

and out-state Michigan surplus areas. Under an area wide

order, this system might be more difficult to use as the

sole basis for setting transport differentials. A modification

Of this single city basing point is to use a point mid-way in

the milkshed as the basing point. This is used with the New

York-New Jersey order. Prices are quoted with plus differen-

tials toward the city from this point and minus differentials

away from the city from the base point. The price at the base

point is near the average for the milkshed. Such a system

Offers no apparent advantage over the single city as a base

POint. Although the suggestion was not accepted, largely due

to tradition, the New York Milkshed Committee recommended

eliminating it from the order on that market.'5

t 'SRepprt of the_New York Milkshed Committee, Transmitted

Y0 the United States Department oszgricuTture and to the New

p:rsztate Department of Agriculture and Markets, January. '954:

' ‘22.
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(b). Basing Point Each Major City in Lower Peninsula

A;gg.--This alternative would place each of the large Michi-

gan cities as a base point. It is also a modified basing

point system with prices reduced from the selling point. This

method recognizes the shifting of centers of consumption under

an area wide order.

Class I prices in the Lower Peninsula have become

relatively uniform. In l957, Class I prices were shown to

have varied from 34.7l in Jackson to $4.98 in Kalamazoo. Flint

and the Saginaw Valley markets had a Class I price of 34.96.

The Detroit negotiated Class I was $4.95 and Grand Rapids $4.94.

Battle Creek Class I price was 34.88 and Muskegon $4.87. This

relationship was shown in Figure 2-5. The Jackson price is

believed to be below the other major out-state cities due to

competition in that area of milk coming from Lansing, which

does not have a classified price plan, and where apparently

dealers "buy at the blend and sell at Class I". Ohio distri-

butors also compete actively in the Jackson area. This rela-

tively uniform Class I price has developed from bargaining by

the Michigan Milk Producers' Association and the Kalamazoo

Milk Producers' Cooperative, in all of the Lower Peninsula

markets (except Lansing). If Class I prices were set uni-

formly at each of the major markets and transport allowances

deducted on all milk beyond a certain distance to the major

market, a fairly efficient method of overall transport cost

could probably be effected.'.6 Assuming a market wide pool

 

l6For additional information on efficiency in milk mar-

keting and allocation of production using several methods see:
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and uniform blend prices at each market in addition to uni-

form Class I prices, producers would have an incentive to ship

to the nearest market since greater transport differentials

would be deducted on shipments to a more distant market.

This system would tend to make Class I rates too high,

if all city rates were at the same level,in the direction of

the Chicago and Wisconsin area attracting milk from those areas

to the detriment of Michigan producers. One of our criterion

listed earlier considered it eQuitable to allow handlers to

purchase milk at the same delivered costs. Costs of handlers

between the various markets would now be uniform but are out

of line with another criterion. The "perfect market" concept

was not taken into account since no allowance was made for

transfer cost differences between surplus and deficit areas.

Such maladjustment in prices (provided no barriers were erected)

would merely attract milk from the Wisconsin surplus areas

since the Michigan Class I price at cities in the western part

 

Milk, Re ort of Reorganization Commjpsion for Great Britian,

lwinistry o? AgFTcuTture and FTshefTes, EconomTc Series No. 44,

I936, His Majesties Stationary Office, London. Three methods

are discussed to lower overall transport costs. (l) Give

sufficient incentive to producers to send milk short distances

(wily; (2) Give an inducement to buyers to purchase milk close

at hand, and (3) To control the flow of milk by a milk control

board in such a way as to ensure none traveled further than

vwas necessary. The third method was advocated in Great Britian.

Also see D. O. Hammerberg, L. W. Parker and R. G. Bressler,

.n-. Efficienc of Milk Marketin in Connecticut, University of

Connecticut, gulietin 237, February, l942.
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of the state would be higher than the Wisconsin price plus

transfer cost. This assumes the Class I prices at the balance

of the states' major cities will be the same as that at De-

troit. The same relationship will occur with producer blend

prices under a market wide pool as proposed for the Lower

Peninsula order.

(c) The Center of Montcalm_County.--This has been

suggested for use as a basing point in event of an area wide

‘
.
_
.
-
.

Lower Peninsula order. Montcalm County would act as a true

basing point with transport differentials added as one moves

away from this center. The importance of Montcalm County as

the center of manufacturing shippers was shown in a recent

study of manufacturing milk supplies in Michigan.'7 This

would place Montcalm County as the center of the Michigan sur-

plus milk area. Let us examine this relationship to Class I

prices under Michigan and various nearby Federal order mar-

kets.

Concentic circles from Montcalm County would provide the

highest Class I price in Detroit which would be true according

to precedent and as expected moving from a surplus to a deficit

area. However, the plan would call for increased prices from

Montcalm County toward the west, north and south. This pre-

sents a problem which is uneconomically sound. The small sur-

plus area in this case encounters a larger surplus area in

 _v" m‘-“

'7Glynn McBride, "Manufacturing Milk Supplies", Quarterly

Bulletin of Michigan Agricultural Experiment Station, MTdhigan

State University, East Lansing, Vol. 40, No. I pp. II3-l24,

August, l957.
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r

The higher priced milk on the west and north of

 

/ Wisconsin.

/ WCMQMIWMIC induce Wisconsin buyers, paying a Lower Class

Ipflcm n package and ship milk across the Lake or through

ChicagotheUmmrPeninsula across the new Mackinac bridge.

low Class I price for milk, his-also had aon the south lies;

its favorable situation next to the Wiscon-torically, due to

Montcalm plus prices push the Class I prices

 

sin reserve area.

c market also and would encourage Chicagohigher toward tiiio

dealers to move into Michigan.

Shme the eastern and southeastern directions are the

onb'ecmwmncally feasible ones from Montcalm, it offers no

advantageiover the present Detroit minus basing point which

in effect does decrease toward the surplus area of both

Class I price relationships betweenMontcalm and Wisconsin.

order markets are shown on FigureMichigan and nearby Federal

4-3 along with the conflict between the Montcalm minor and

Wisconsin nmjor surplus areas. This indicates the problem of

usirmglmDntcalm as a basing point for a Lower Peninsula order.

be examined in the next sec-The Wisconsin basing point will

tion.

Wisconsin Plus Transfer((1). Basinc Pointl Eau Claire,

Costs.--The United States Department of Agriculture has made

an extensive study of barriers to the movement of milk.'8 This

study considered geographic price structure and found a relation-

ship between prices paid by dealers for milk for fluid consumption

 

IEsRecnilations Affecting the Movement and Merchandisipg

of Milk, 5Q. Cit.  



0.4

l
O
O

S
C
A
L
E

  
  

h
i
m
.

‘
9

  
E
A
S
T
E
R
”

  
F
i
g
u
r
e

4
-
3

a

a
n

f
r

c
o

o
u
t

o
f
T
E
a
u
s
C

a
i
r
s
»
?
t

?
P
E
N
“
)
;
D
e
n

9
'
0
!
)

2
6

D
P
!

‘
R

9
.
4
,
:

  
  
  
  
 

 

u
n
o
-

5
.
0
1
M

C
H
I
C
A
G
O

L
A
"
”
5

4
3
3
9

 

0

0
1
0
3
”
”

9
.
7
1
9

b \
l

I
n
t
e
r
-
O
r
d
e
r

C
l
a
s
s

I
P
r
i
c
e

R
e
l
a
t
i
o
n
s
h
i
p
s
,

A
c
t
u
a
l

A
v
e
r
a
g
e

"
O
r
d
e
r

P
r
i
c
e
s
"

F
o
r

l
9
5
7
.
a

e
s
t
i
m
a
t
e
d

a
t

t
w
o

c
e
n
t
s

p
e
r

e
a
c
h

t
e
n

m
i
l
e
s

f
o
r

e
q
u
a
l

w
s
c
o
n
s
u
n
.

p
r
i
c
e

l
i
n
e
s

 



I48

and the distance from the region of greatest surplus (centered

in Eau Claire, Wisconsin). There were two other local surplus

regions in the United States with low Class I prices relative

low points occured into this Wisconsin surplus area. These

and on the west Coast. The analy-Vermont and Upstate New York,

in-

1‘71

sis showed that the dealers' buying price for fluid milk

creased an average of l.92 cents per hundredweight for each

tunnfiles increase from Wisconsin. T

This method of basing point pricing using Wisconsin as

the center contradicts that presented for Montcalm County.

However, the new proposed Upper Peninsula and the Northeastern

in this manner.Wisconsin order areas have prices indirectly set

The recommended decision for these orders prOposes zone Pricing.

Prices of Chicago and Milwaukee were used to set Class I prices

in this area since they were considered to be the dominant

The Eau Claire, Wisconsin priceprice influence in the area.

based on its location from Chicago would be approximately forty

cents under the Chicago order Class I in l957. The Chicago

order (Slass I price in the Northeastern Wisconsin area had

been averaging seventy-four cents over the basic formula price.

The Milwaukee price was also directly related to Chicago and

had been averaging eighty-six cents over the basic formula

price. The differential allowed for movement into a surplus

area decreasing at the rate of two cents for each fifteen miles

under the [Chicago order beyond the first seventy mile zone.

On setting the differential for the Northeastern Wisconsin

order, the recommended decision had this to say:
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Oflmr than this zone differential ($0.74 near-in

mntion in Wisconsin order area and 30.84 most

mntherly portion of Wisconsin area.) there is

normed to provide any reduction in the Class I

mflce for plants at distant locations. This is

miarea where substantial volumes of milk in ex-

cesscfi'local requirements are produced and as a

mwmequence producer prices approach a minimum.

To the east is Lake Michigan, to the south Chicago

and Milwaukee establish competitive prices higher

than here provided, and to the north this decision

establishes Michigan Upper Peninsula prices higher

than those here provided. To the west the nearest

regulated markets, Minneapolis-St. Paul and Duluth

Superior, are also at higher levels.‘9

In effect, this order uses Wisconsin as the center of the sur-

plus area and increases prices on Class I milk for movements

from this area. The order for the Upper Peninsula proposes

three price zones. These zones were indicated in Figure 4-3,

which also showed the location of the order marketing areas

of Michigan and other nearby Midwest orders and Class I pricing

in these areas for I957. The reason for the proposed method

of Zone transport differentials is well summed up in the re-

commended decision:

The influence of the Northeastern Wisconsin market

should be reflected in the level of the Class I price

under the Michigan Upper Peninsula order. The Wiscon-

sin area is not only a source of alternative supplies

of rnilk but provides considerable direct consumption

'for sales from Wisconsin plants. The Michigan Upper

Fkywinsula area is however, quite extensive geographi—

cal ly, and some portions are much farther from the

VVisconsin production area than others. As a conse-

anence transportation costs from Wisconsin points

arwa substantially higher in certain parts of the

area.20

'9Lntited States Department of Agriculture, A.M.S., 53¢

commended Decision With Resp_ect to Proposed Marketin A ree-

menfsi1nd UrdersfieguTatan the HandTing of Milk in Micfiigan

r' Perrinsula and Northeastern Wisconsin Marketing Areas,Ugge 1;

23 FR 3 F8), June 3 IQSF.

2othid. '
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Theanel differential, over the basic formula, was thus set

atam mwmal average of $0.94, Zone 2 at $l.l4 and Zone 3 (the

This would seem to re-most distant from Wisconsin) at $.34.

lOOflmfl.m1approximate difference of twenty cents for each

 

minm amdis close to the estimated $l.92 cents per each ten

mium asreported in the United States Department of Agricul-

oo. 2i
JV.ture Marketing Research Bulletin No.

For plants which might be regulated under the Upper

 

Penhwnna order, yet outside the market area in Wisconsin,

Minnesota or Lower Michigan, transport differentials from the

Zone l price (using Ironwood or Iron Mountain as base points)

to the west toward Wisconsin or the Zone 3 price (using St.

Ignace as base point) to the south toward the Lower Peninsula

of Michigan are allowable. These differentials allow two

cents deduction for each twenty miles beyond theadditional

At the 50-70 mile zone the deduction is ten50-70 mile zone.

The close relationship of the estimated Upper Peninsulacents.

order prices to the Wisconsin surplus area (for example, Eau

These estimated prices wereClaire) were shown hifflgure 4-3.

l957 w th annualconstrwurted using the basic formula price in

It has beencjifferwyTtial suggested in the recommended decision.

pren/iOLusly shown that Milwaukee and Chicago prices are so ad-

,justeuj tc> this Wisconsin surplus area. Indirectly, due to the

location of Detroit in the southeastern portion of the Lower

 

l

Fte ulations Affecting the Movement and Merchandising

Of “Ailb OE. Cite, p. 9T0  
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Pmfinmfla,the order prices of that market are also related

n)thelhsccnsin surplus area. Based on a ccncentic ring from

EmJClaHe passing through Detroit in l957, estimated order

mficesvmuid have been predicted to be 34.36--actually they

wena$4.fh Negotiated Class I prices were, of course, higher

mm.arermt considered in this section since they have not

tmen setibr all markets, vary considerably between markets,

and tamainto account other things besides transfer costs be-

tween markets (for example bargaining power plays a big part).

A system using Eau Claire or some similar point in Wis-

consin would seem eQuitable. It would approximate the "perfect

market" concept of uniform prices over the area, with prices

in the deficit area higher than prices in the surplus area

by the amount of transfer cost between the two areas. This

is considered an acceptable objective. In addition it would

maintain the traditionally higher Detroit prices and would

help to ameliorate the problem of outside milk replacing Michi-

gan producers because of poor alignment of prices between the

defi:rit and surplus areas. Some possible modifications to the

Eau (:lairtz base point are discussed in the next section.

(ea) Some Possible Modifications of the Eau Claire

Basing Point.

(l ) "St. Ignace_plus" differentials and "Chicago plus"

differentials.--One might suggest using road miles instead of

in computing transport differentials from the Wis-air miles

Ignaceconsin surplus area to the two points of entrance (St.

and Chicago) to the Lower_Peninsula area. Air miles could then
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betwedfrom these points to calculate the actual pricing zones.

Sudialmmification appears more realistic since it is the dis-

tancetw'highway which will lead a dealer to decide whether

Uncomelnto the Lower Peninsula of Michigan with Wisconsin

The Eau Claire base point in this case will not deter-mHk.

but milk would be ex-mhwethe place of origin of movement,

pectmito come from the intensive production areas of Wiscon-

sin nearest to the Upper Peninsula via United States highway

No. 2 across the Mackinac bridge (In this case Shawano appears

to be the center of intensive production in Northeastern Wis-

consin), or south through Chicago around Lake Michigan and

north on United States highway No. 3i into Lower Michigan (in

on the edge of the Wisconsin surplus areawhich case Chicago,

could be used as a base point). This relationship is shown

in Figure 4-4 A.‘

Whereas Class I prices set by air miles from Eau Claire

increased prices across the Lake and through Michigan from

west to east, the road miles would increase prices from St.

Ignace sxnxth and from Chicago to the northeast. Lake Michi-

gan iri this case is assumed to be a natural barrier as it has

Ignace pricing would be similar tobeen historically. The St.

the Upstate order price relationship with the present Detroit

order; however, prices in that case are decreased as the move-

rnent. is txaward the south from Grayling and Manistee. The re-

conwnerujeci decision for the proposed Upper Penin5ula order uses

St. Ignace (or Upper Peninsula Zone 3 prices) minus a trans-

port differential into the Lower Peninsula. An increase in

'fii'li
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m1cemen8t.Ignace south toward Detroit appears more real-

"Chicagoistn:ushm Um concept of the "perfect market".

phm"<fiffmentials increase price to the north and result

surplus areas in central

It would provide

inlflgherrwices toward the local

‘hchiganzww the "thumb" area of Michigan.

fin asifigh atnice in the ”thumb" surplus area as in the city

of Defiant thus giving Detroit dealers no incentive to remove

nfilk frmnifimt area. Milk could be purchased as cheap or cheaper

hihhsconshitw paying the Wisconsin Class I price (in this case

f. o. b. Chicago price) plus transfer costs.

is OF2 road miles from Shawano to St. Ignace. At theIt

estimated cost of moving fluid milk reported in the United States

A“. .

93.4; (Apprcx1-Department of Agriculture Research Bulletin No.

mately two cents for each ten miles); then the price at

Ignace should be an estimated fifty-two cents over the f. c. b.

iand is 229 miles fromprice at Shawano. Chicago on the other i

Shawano and the price in that city, using the same estimated.

‘transfer cxnats would be approximately forty-six cents over

Assuming.that the Chicago price was zero, then theShawano.

An indifferenceIgnace price would be six cents higher.

is rwaached mid-way in the state where dealers buying

Ignace en—

St.

inpoint

:Visccnasiri Cari ship from either the Chicago or St.

of transfer cost. This method usestrance at the same amount

"perfect market" concept and could be considered for in-tine

clthican 23$ :1 transport provision under the Lower Peninsula

 

Fhegtilations Affecting the Movement and Merchandising

of Milk, OE. cit.p.9l.
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Itdoes have the limitation mentioned above of pro-order.

vidhm alfigher price toward the local Lower Peninsula surplus

areas.

(2) "St. Ignace minus" differentials and "Chicagg minus"

differentials.--This method would set Class I prices into Michi-

 

gan ushwgterms established under the Upper Peninsula and the

Chicago orders. That such is unrealistic can be seen by re-

ferring to the map in Figure 4-4 B. This suggestion decreases

Class I prices in the direction of the large Detroit deficit

lowest prices in Michigan wouldOne of the

The upper portion

consuming center.

be at Detroit under this method of pricing.

of the Lower Peninsula is not a surplus area and this does

provide some basis for decreasing prices from this area south

in order to provide local milk for the area (The present Up-

state order decreases Class I prices to plants 90 miles from

Grayling or Manistee). However, under the "perfect market"

concept prices should decrease toward the entrances to the

lNisconsin surplus area and not increase as herein presented.

Ignace plus" differentials and "Detroit minus"(3) "St.

gifferentials.--This suggested system decreases price toward

the surplus area of Wisconsin at both the northern entrance

Inand toward the Chicago entrance to the Lower Peninsula.

addition it provides for the possibility of movement across

It wouldLake Michigan to western Michigan (Figure 4-4 C).

appear to be a realistic method of pricing although it does

It is actuallynot fully reflect the "perfect market concept".

it "St. Ignace plus" since the Shawano pricea misnomer tocmll
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relationship between Chicago, St. Ignace and Detroit would

lead to the "Detroit minus" differential becoming the dominant

The point of indifference would occur justprice in the area.

also"Detroit minus" differentialnorth of St. Ignace. This

surplus areas ofprovides for a lower price toward the local

Using the "perfect market" concept forthe Lower Peninsula.

l of this section withsetting prices as explained in part

Shawano,Wlsconsin as the base point, the St. Ignace price

would be six cents over the Chicago price. The Detroit price

would be fifty-four cents over the Chicago price, using two

cents per ten miles transfer cost and based on Detroit's loca-

tion 268 road miles east of Chicago. The use of "Detroit minus"

differentials leads to a point of indifference, as explained

Ignace compared to the half-way point inearlier, near St.

Ignace plus".the Lower Peninsula using "Chicago plus" and "St.

Thus it might also better provide for a supply of milk for

Detroit and southern Lower Peninsula cities than the "Chicago-

St. Ignace plus" method.

(4) "St. Ignace plus" differentials and “Eau Claire

plus" differentigls.--This fourth possible method of setting

transport differentials has approximately the same affect as

However,"Detroit minus'differentials providepart 3 above.

For example "Detroit minus"for more local price differences.

decreases Class I prices toward the local surplus areas in

inichigan and toward the "thumb" area of Michigan.central

Prices also decrease toward the Ignace en-Chicago and St.

trances to the Lower Peninsula. "Eau Claire plus" differentials

' .
1
4

.
g

.



increase toward the Chicago entrance and provide the same

price at the "thumb" local surplus area as for Detroit (Figure

"St. Ignace plus" differen-4-4 0). For this reason, part I,

tials and "Chicago plus" or part 3, "St. Ignace plus" and

"Detroit minus", appear to be the most realistic methods of

The latter method would

ia’l

setting Class I price differentials.

appear to be more favorable since it provides for lower prices

In either case it should besurplus areas.toward the local

b. Class I price must bepointed out that the Detroit f. 0.

set considering the Wisconsin price plus transfer costs in

order to make this system of transport differentials function.

Blendjrices ungeLa surplus area basiggiointw-(5)

Class I prices affect the ability of dealers to compete on

Low Class I prices relative to transfer costs be-resale.

tween markets make it profitable for dealers to move into

that market. Producer blend prices on the other hand attract

or repell the producers between markets. Producer blend prices

would expect to be related to changes in Class I price by

distance even though this relationship is often obscured by

the variation in percent Class I utilization between markets.

The relationship of blend prices under various Federal order

There appears to be lessmarkets is shown in Figure 4-5.

between the various order markets in reapect torelationship

blend prices based on transfer costs than for Class I prices.

This can be partially attributed to producers' inability to)

know blend prices between markets not in close proximity and

their inability to transfer their milk as readily as dealers
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can transfer packaged fluid milk.

Aiwansport differential should apply to blend prices

as well as Class I prices to direct producers to markets where

rmeded. The United States of Agriculture bulletin reported

before showed the producers' blend price from Eau Claire,

Wisconsin was below the calculated Class I price.93

Blend prices were shown to vary l.35 cents per

hundredweight per ten miles versus the l.92

cents per ten miles on Class I. This was ex-

plained by the fact that the blend price is

an average of the Class I price, which in-

creases rapidly with distance, and a manufac-

turing class price which increases very little

with distance. Blend prices do not represent

prices at which milk for fluid consumption is

available for shipment to other markets. Even

if arbitrarily high Class I prices maintained

by regulations are in effect or sanitary regu-

lations are used to exclude 'other-source' milk,

producers are likely to make adjustments by

changing markets or expanding output in such a

way as to make bLend prices competitive with

nearby markets.2

Blend prices under a Lower Peninsula order with a mar-

ket wide pool will be uniform and will be based on the en-

tire area's percentage of Class I utilization. However, Class

Igorices will vary if set under a surplus base point system

dependent on location from this base point. This same varia-

tion should be reflected in producer prices in movement to-

ward tiue surplus area. No producer location differential will

be allowed under the proposed Upper Peninsula order, but an

individual handler pool will be operative on this market with

the differences in Class I prices in the various zones reflected
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Because a market wide pool isin blend prices to producers.

recommended on the Lower Peninsula market and because of the

extrmmedistances involved it would appear that producer differ-

milk eQual to those transportentials should be allowed on all

differentials set for handlers' on Class I.

(6) F. O. B. farm pricing?5-All previous discussion of

alternative methods of constructing transport differentials

‘
7
1

have assumed that such differentials would be added to the

I
“

1

price at the city from a surplus point or Subtracted from the

city price at some receiving station. Another method of

pricing which is often suggested is to set the rate f. o. b.

farm. Under a true f. o. b. farm pricing plan the prices paid

to a producer would be based upon his location regardless of

An f. o. b. farm pricing planwhere he shipped his milk.

would require that a transport differential

The allowance would have to be large enough to

be determined for

each farm.

encourage handlers to pay the transfer costs of moving this

milk from the farm to the handler's plant. Since the farmer

would receive the same price at his farm regardless of where

l1is milk was delivered, he would not be influenced by the

amount of the transport differential to ship to one receiving

plant or city market than to another.

F. <3. b. farm pricing is not recommended for consider-

ati:n1 wit!» the Lower Peninsula order for the following reasons:

 

25Frnr further development of f. o. b. farm pricing see

E. E. Weeks and Associates, Location Differentials in the

Pu et Sound Milkshed, Bulletin 577, Btate College of Washing-

ton, December,l .
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l. A transport allowance would have to be set for

each farm or group of farms. This would not

seem to be administratively feasible on a mar-

ket which would have an estimated l6.000 pro-

ducers shipping to the major consuming centers.

2. A problem is presented in determining handlers

transport differentials. Under the present

Michigan orders, where transport allowances

are computed, handlers are allowed transport

differentials only on Class I milk. The Class

II milk price then applies f. o. b. the re-

ceiving station or point of first delivery.

With f. o. b. farm pricing Class I and Class

II prices would have to vary by distance,

since it would be impossible to separate out

Class I responsibility by location of production.

 

 

3. Farm-to-plant hauling rates are currently de-

termined by negotiation between the individual

producer and the hauler, with the rates varying

by local conditions. To put this portion of

the farm-to-city hauling rate under an order

program would present a difficult task and is

one apparently not desired 8y the United States

Department of Agriculture.2

4. F. o. b. farm pricing would not seem to have

merit if the f. o. b. farm price were set from

some point of surplus milk production as dis-

cussed under the Eau Claire, Wisconsin and

Montcalm County basing points. There would

seem to be little justification for setting

the f. o. b. farm price at a surplus basing

point price plus transfer costs to the farm

when in reality, under the "perfect market"

criteria, price would be the surplus area's

price plus transfer costs to the deficit

consuming center. Setting the price in this

manner at the farm would not alleviate the

problem of later having to set a transport

differential from the farm to the central city.

 

25H. L. Forest, Director Dairy Division, A.M.S., United

States Department of Agriculture, Washington, D.C., "New Pro-

blems Accompany New Dimensions of Milk Markets," Paper given

at the annual meeting of New England Milk Producers' Associa-

tion, Boston, Massachusetts, October 3!, i957.
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(7) No location differential.--Thls alternative pro-

visHNIwounleliminate both producer and handler differentials.

All handlers would, therefore, pay the same price for Class I

andiflass IInfilk regardless of the distance of their receiv-

ing plants from the major market. Producers would receive

the same price at any plant to which they ship their milk.

Each producer would have to pay the cost of hauling milk from

his farm to the receiving station (as is true under present

provisions). The handlers delivered cost of milk however

would vary according to location of his producers. This

would be an inequitable situation and violates the basic prin-

ciple which is behind establishment of tranSport differentials

under Federal orders. It is considered desirable that handlers

be allowed to procure milk throughout the supply area at a

delivered cost that is uniform with that of other handlers on

the same economic market. For this reason a location differ-

ential is considered necessary under the Lower Peninsula order.

(8)

paid by handlers directly to producers delivering milk to

Direct delivery premiums.--This refers to premiums

locations reflecting factors other than thosespecified

It is largelyassociated with varying transportation costs.

used to eauate the prices for handlers with receiving stations

to those who receive milk directly without the additional

receiving station expense. Most of the large out-state

markets receive all of their milk by direct delivery to the

city. th the same time direct deliveries to Detroit are on

the increase. Table 4-3 shows that there has been a great
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change hithe amount of milk delivered to the city plants in

Detroit. In l954, l9 percent of total producer milk was de-

livered directly While in l957, almost 26 percent of producer

milk on the Detroit market was shipped direct to the city  
plants. For Class I milk these percentages were of course

higher due to the higher proportion of nearby milk used in

Class I utilization. With Class I milk,24 percent was de-

livered directly in l954,while 34 percent arrived direct in

l957.

 

Table 4-3 Percent of producer deliveries and of Class I

milk received at each zone - Detroit, l954 and

 

 

 

   

l957.a

Mileage Zone Percent of mlTk deliveries

from Detroit City Hall I954 257

All producer Class I All producer Class I

milk milk

Direct deliveries i9.04% 24.03% 25.72% 34.06%

35-50 l2.79 l6.39 8.04 lO.9l

5i-7O l4.29 l5.l4 8.99 6.58

7l-90 l8.26 l8.93 l9.25 20.75

9l-ll0 20.38 l7.38 l9.4l l7.42

ill-l30 7.l8 3.73 7.94 2.62

l3l-l50 3.82 2.32 6.39 5.79

l5l-l70 l.92 0.88 0.85 0.44

l7l-l90 l.6l 0.59 2.2l 0.84

l9l-2l0 - - - -

2ll-230 0.7! 0.6l l.20 0.52

l00.00 l00.00 l00.00 l00.00

 

aSource: Detroit Market Administrator's Records.

Another important change which has taken place in the Lower

PeninSula supply area is the greattreduction in the number of

country receiving stations. Only three of the large outstate

markets now have receiving stations and all of these are located
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in thecfities which they supply. At the end of I95? there

werecnfly twenty-five receiving stations in the Detroit pool

(Appunflx II). Since that time there have been two further

reductions. 'The Michigan Milk Producers' Association Tuscola

station was closed on March 3i, and the Detroit Creamery

Brighton station on February 28, l958.27 In l930, it was

estimated that there were over seventy-nine receiving stations

for the Detroit market.28 The reduction in recent years has

been very drastic and may lead to complete elimination of such

stations in the future. For this reason and because no pre-

cedent has been set for direct delivery premiums in Michigan

it is not recommended for inclusion under the Lower Peninsula

order. Such direct delivery premiums are allowed under the

New York-New Jersey order, but basis for these had been set

historically and under the order only those dealers in cities

which had previously paid such premiums were required to do so

under the order.29

 

27Detroit Market Bulletin, Monthly report from the Market

Administra or s fice, Detro , April l958.

28J. T} Horner, "Trends in a Typical Large Industrial

Center," paper given at the American Institute of Cooperation

at East Lansing, Michigan, July 8, l940. Estimate given for

75 percent of the market.

29

Lkiited States Department of Agriculture, A.M.S., Final

Decision With Respect to Agreement and Order Regulating the

(If Milk in New York and in Northern New Jersey,5T22Handlin

FR 3191;, June 11, l957}.
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Recommendations:

Several alternative methods of constructing transporta-

tion differentials have been considered in this chapter. These

alternatives were examined in the light of several criteria

considered the most commonly acceptable for construction of a

under a Lower Peninsula order. A basingtransport differential

point centered on the’ large surplus area in Wisconsin seems

to be the most equitable for all groups concerned. However,

it is recommended that it be somewhat modified to use the

"Detroit minus" differentials. The reason for the change will

be brought out below. It was shown that this Wisconsin base

point had been taken into account (although not explicitly)

in construction of Class I prices under many of the Federal

milk orders in the Mid-west and was explicitly used in setting

Class I prices under the new proposed Upper Peninsula order.

This method of pricing would seem to mitigate some of the

problems of prices set using other methods which violated the

"perfect market" concept.

The Detroit minus differential is recommended for the

following reasons:

i. This method decreases Class I prices toward the

Wisconsin surplus area's entrances to the Lower

Peninsula via St. Ignace and Chicago.

2. 'This system does not have to assume that Lake

ilichigan is always to remain a barrier to ship-

inents from Wisconsin since it also provides for

a lower Class I price in that direction.

'The plan provides for a decrease in price toward

'the local Michigan surplus areas in central Michi-

gan and in the "thumb" area and assures producers

in those areas that their milk will have a market

at order prices.
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The plan has some limitations which should be recog-

nized. First, it does not represent exactly the "perfect

market" concept which has been shown to be an important crit-

erion. The equal price lines are convex toward the large

surplus area rather than convex toward the deficit area. The

equal price lines do allow price to decrease in the same dir-

ection as the "perfect market" concept. Secondly, this method

provides lower prices in cities directly north of Detroit than

justified using the "perfect market" concept. It should be

pointed out that this may be justified on the basis of the

location of these large out-state Michigan cities in the

vicinity of the local surplus area.

The author wishes to reiterate that there are actually

many sound arguments which could be advanced for using the

"perfect market" concept of "Chicago plus" and "St. Ignace

plus" differentials. However, it presents one fundamental

difficulty since it does not allow for a decrease in price

in the "thumb" local surplus area. If the Class I price in

this area was maintained at a rate equal to or above Detroit,

it would lead dealers to ignore this supply of nearby milk.

Wisconsin milk could be purchased at a lower price at the

f. o. b. Chicago price less transfer costs.

The recommended method of setting price differentials

under the proposed "Detroit minus" differential plan is shown

with hypothetical price relationships on the map in Figure

4-6.
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Figure 4-6 Price Relationship at Various Portions of

Michigan's Lower Peninsula Using the "Detroit

Minus" Transport Differential.

This is the same relationship as shown in Figure 4-4 C. Using

a "perfect market" concept, St. Ignace Class I would be six

cents over Chicago and Detroit would be fifty-four cents over

Chicago (transfer'cost assumed to be two cents for each ten

miles). If the Chicago price was 84.00, then the price at

St. Ignace wwuld be 84.06 and the price at Detroit 84.54.

Producers delivering to any plants located within twenty mile

radii <rf Detroit would be paid, for milk for Class I use, the

price f} <1. b. that city less transfer costs into the area.

The St. Ignace base point is not used in this method of setting

prices since the point of indifference would be near that city
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and the Detroit buying price would be dominant throughout the

Lower Peninsula. There would be no incentive for Wisconsin

dealers to ship into the Lower Peninsula from that point with

the price set as established With this method.

Thelflend price would be reduced by the same differential

as advocated for handlers' on Class I, as under present Michi-

gan orders. 'The producer transport differential should apply

to all milk received at plants located in the designated zones.

 

 

 



CHAPTER V

SEASONAL PRICE PLAN, TYPE OF POOL AND

POOL PLANT REQUIREMENTS

Seasonal Price Plan

A seasonal price plan must be selected which will fit

into the existing structure of Michigan markets incorporated

in the Lower Peninsula order. The plan must at the same time

prOvide sufficient incentives for uniform production of milk

to encourage a level supply seasonally and thereby increase

producer returns, increase efficiency of handlers surplus

manufacturing facilties, and provide a stable supply and price

to consumers.

Michigan Order Marketgxperience

Figure 5-l shows the consumption of milk in Detroit by

months since the Federal order's inception. Note that Class

I (fluid milk and fluid milk products) sales have been fairly

uniform from month to month with an upward trend in consump-

tion. Class II sales (utilization of remainder of the pro-

ducer milk in fluid cream and manufactured products) have

varied considerably from month to month. Figure 5-2 is con-

structed to show the seasonal sales pattern of Class I milk

on the Detroit Market.’ The seasonal relatives for a five

 

lIndex of seasonal relatives--constructed by taking the

median of five year percent of l2 month moving averages of

monthly average of daily Classéé sales.
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Figure S-l Class I and Class II Sales of Producer Milk -

Detroit Order Marketa (Sept. l, l95l-Dec.3l, l957)

 

aMonthly average of Dairy deliveries of producer milk. Data

from Detroit Market Administrator's Office. "
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Figure 5-2 Index of Class I Sales of Producer Milk-

Detroita

 

aSeasonal relatives, adjusted medians percent of centered

l2 month moving average, original data monthly average of daily

Class I sales, Source, Detroit Market Administrator's Office.
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year period shows that Class I sales varied only from a high

of approximately 2% points above normal to a low of 4 points

below.2

The relatively uniform Class I sales and wide variation

in seasonal deliveries of producer milk has tended to create

a surplus in the spring months on markets which have just

sufficient fall supplies. There is much inefficiency from

having such a seasonal surplus on a market. Extra receiving

stations, hauling equipment, and manufacturing plant capacity

must be maintained although operated at much less than capacity

much of the year. Farmers, of course, have loss through lower

prices for manufactured milk than for milk moved into fluid

consumption. To combat this problem, seasonal price plans

of many types have been experimented with on most fluid milk

markets. Detroit's base and excess plan was first used in

January, l923 and has been used continuously on that market

since l930. (It was included as a provision in the Federal

order for Detroit When it became effective in l95l. It can

be shown that this plan has also been very effective. At the

Detroit promulgation hearing it also was brought out that,

when the base and excess plan of payment was re-introduced in

l930, milk deliveries to the market in the highest production

month were l75 percent of deliveries in the lowest month.

After l0 years of operation (l940), milk receipts in the

highest production month were only I26 percent of the lowest

 

2Normal as used in this chapter means--if the same

amount was utilized or produced each month of the year.,

7“. '
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unonth. ‘Hne war caused some change in seasonal production and

by l949 the high month was l34 percent of the low month. It

was stated that,

If the seasonal variation of l930 had prevailed in

I949, and November deliveries had been only ade-

quate for market needs (ll5 percent of Class I

utilization), deliveries in June would have been

over 20l percent of Class I and in volume over 60

million pounds of milk in excess of Class I needs.3

It was concluded that this would have completely demoralized

the market.

”
a
n
.

w
i
s
e
-
#
-

The plan was apparently very effective prior to

the Federal order and

b
u
t

u

r

it can be demonstrated that it has been

effective since that time. Figure 5-3 shows the seasonal in-

dex of milk deliveries by Detroit Federal order producers com-

pared with milk production for the balance of Michigan. It

is clear that the Detroit producers have a less erratic pattern

of deliveries than the State's monthly production less Detroit.

In June, Michigan production less Detroit was 28 points over

normal while in November it dropped to approximately l9 points

below normal. For Detroit producers, the variation was from

l0 points over normal in June to about 6 points below in

November.

This same favorable pattern can be seen for Detroit

when compared With other nearby Federal order markets (Figure

5-4). In this case Detroit is contrasted with the other two

 

3United States Department of Agriculture, P.M.A., Re-

commended Decision With RLspect to Pro osed Marketin A er-

ment and Order Re uiafin Handen of Em: in the Degroit,

Mhflfigan Marketing Area. (l6 ER 2084, March 6, l9 .
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Figure 5-3 Seasonal Index of Milk Deliveries to Detroit

and Michigan Production Less Detroit - (July

l952-June, l957)a  
 

aMonthly average of daily deliveries to Detroit Order Mar-

ket and of Michigan farm production less Detroit deliveries.

Adjusted medians of percent of centered l2 month moving average.

Original data from: l-Detroit Market Administrator's Office,

2-Michigan, l956, l957 from Milk Productionfign Farms and Stat-

istics of Dairy Plants A.M.S. UfiTfed‘Stafes Deparfmenfof Ag-

riEulture‘EZbruary 28, l958. Data l95l—l955 from Michi an 59;.

Statistics, Michigan Department of Agriculture, July, 956 and

June, l957.
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Michigan Federal order markets and with Toledo, the nearest

out-state Federal order market. Muskegon has had a base and

excess plan since l929 when the market was organized by the

Michigan Milk Producers' Association. This plan has also

been used since the beginning of that market's Federal order

in October, l953. It has a more variable seasonal pattern

than Detroit.4 The Upstate market has very uneven producer

deliveries and does not have either a base and excess or a

fall premium plan. However, this uneven production pattern

is perhaps more efficient on t.ie Upstate market, than it

would be on most other United States markets,because of the

unusual consumption pattern in the area. At the time of the

promulgation hearing concerning the Upstate Michigan order

neither a seasonal difference in the Class I differential

nor a seasonal price plan were included. It was stated at

that time that:

The greatly increased demand which characterizes

the Upstate area in late June, July and August

minimizes the need for any such plan (base rating

plan was under consideration). In May and early

June there is seasonally excess milk to be dis-

posed of for manufacturing, but the flush of pro-

duction does not occur until June, when such ex-

cess is consumed locally as soon as the resort

season opens.

 

4This can be accounted for in part by the erratic use

of the base and excess plan prior to Federal Regulation of the

Muskegon market. In November, l943 the market went off the

base and excess plan. The plan was resumed again in February,

l946, but from October, l946, through February, l947 the market

was again off the base and excess plan.

5United States Department of Agriculture, A.M 8., Final

Decishwiwith Respect to the Proposed Marketing Agreement aha

OrderFLgulati_g_theHandling of MiTk in the_gstate Micthan

MarketinLArea. (20:!FR 650, September 9, l955)T 
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Due txn'the Class I sales pattern brought about by the large

invasion of the Upstate area by tourists during the ordinarily

flush season months, a base and excess plan might lower avail-

able milk supplies in this area during the summer months and

cause an increase in manufacturing during the fall months which

in other markets are usually months of short supply. Upstate

producer deliveries were 20 points over normal in June and "fif

July and almost l5 points under normal in November and Decem- éi

ber compared with Muskegon which was about l8 points over nor- (EE

mal in May and drOpped to 6 points under in November. Detroit

was ll points above normal in the high month of June and 6_

points below in the low month of November. Toledo depends

only on a seasonal differential in price and production varied

from a high of over l6 points above a seasonal normal to a

low of l4 under in the low month of October. This pattern is

probably accentuated by Toledo and Detroit competing to some

extent in the same production area of Michigan with those pro-

ducers with the most uneven production patterns shipping to

Toledo (by choice) and the more level producers shipping to

the Detroit market with its base and excess plan.

Not only has the base and excess plan worked effectively

in the Detroit case, but it has become the accepted plan for

the leveling of seasonal production in many Federal order

markets throughout the United States. On March l, I958, 36

of the 68 Federal order markets had a base and excess plan

compared to nine with fall premium plans. Twenty-three had

either no seasonal price plan or only a seasonal price differ-

ential. The importance of this plan in recent orders is  
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indicated by the revelation that l9 of the 24 orders, Which

are currently in effect and which have been established in

the last five years (January l, l953-December 3i, l957), in-

clude the base-excess plan in their provisions. In addition,

all of the recent order expansions and market combinations in

the year l957 included this provision. This included the North

Central Ohio Order, the New York-New Jersey Order, the Akron-

Stark County Order, the Greater Kansas City Order, and the

Oklahoma MetrOpolitan Order.6 Major city markets in Michigan

.
J
—
n
I
;

.
v
.
-
—
.

c
.

‘
l ‘
1
'

-
.
’

u
“

with a base rating plan in addition to the Federal order

markets of Muskegon and Detroit are Jackson, the valley mar—

kets(Bay City, Midland, Mt. Pleasant and Saginaw), Grand

Rapids, Battle Creek and Kalamazoo.

Recommendation

It is recommended that the base and excess plan be in-

cluded in the Lower Peninsula order. A large number of pro-

ducers, who will be regulated and now produce under the De-

 troit or Muskegon order, have bases established as do many

out-state city markets where there are cooperative bargaining

agencies. The plan is therefore well accepted in the State,

and its expansion for complete producer coverage will not be

too difficult. It was shown that the Upstate resort area would

probably not benefit from a base and excess plan. However,

 

6Summaries of Federal Milk Marketing Orders, A.M.S.,

Uniged States Department of Agriculture, revised to March I,

I95 .  
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with the complete Lower Peninsula under Federal order regu-

lation and with the base and excess plan the most favorable

seasonal price plan for most of the markets it would not seem

beneficial to separate this area for individual consideration.

Ample supplies from the other markets would be available at the

order prices during the heavy tourist months. It has been

shown that it has been successful in Detroit in accomplishing pg

its objective to lower seasonal extremes of production. Fin- 'é

ally it has become widely accepted as a working device through-

out the Federal order program.

Type of Pool

Another very important consideration in formulating

a Federal milk order for the Lower Peninsula of Michigan is

the selection of the type of pool and the requirements for

deciding which plants and which producers to make a part of

this pool.

There are essentially four types of pools:7 individual

handler, zonal, market wide (or in the large case a state wide

market pool) and the association pool. Each has advantages

 

7Another type of pool, not considered here, but used in

California is the individual plant pool. In this case milk

is pooled according to physical receipts at an individual plant

and the group for which returns are averaged consists of those

producers whose milk actually arrives at that plant. 0. A.

Clarke, Jr. Fluid Milk Price Control in California: A re ort

to the Joint Eegislative Committee on‘AgriEulture and [ive-

stock Problems. University of California, Angcultural Ex-

periment Station, Berkeley, California, June, l955. p. 89.
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and disadvantages which are reviewed below:

A. The Individual Handler Pool

(l) Advantage

a. All producers selling to the same firm

receive equal prices.

b. The plan is easy to administer with little

extra costs of administration over those

involved in the operation of individual

plant pools.

c. It tends to limit surpluses.

(2) Disadvantages

a. The possibility exists for non-uniform

treatment of producers shipping to different

handlers. There is no problem as long as

producers who ship to handlers with rela-

tively low blend prices (as a consequence

of low Class I sales), are free to transfer

to firms with higher blend prices. Under

this competitive arrangement prices paid

by all firms will tend to be uniform. But

such freedom is not apt to exist as each

handler attempts to keep within fluid re-

quirements by limiting the number of pro-

ducers. If one firm handles more Class II

(manufacturing class milk) than the others,

the producers supplying these plants would

receive lower prices than producers supply-

ing plants with higher fluid use.

b. A form of discrimination occurs for hand-

lers who utilize the surplus milk on the

market. Such surplus is inevitable even

in tight supply markets during the flush

season of production; yet the handler, who

manufactures, is penalized for carrying

this surplus.

c. In order to keep receipts close to Class

I sales, handlers may cut off producers

especially during the flush seasons.

d. Inefficiencies may develop in the handling

of surplus,with an individual handler pool,

since the surplus is usually handled inmany

aha” firms. Assuming economies of scale,

under a market wide pool the surplus would

tend to concentrate in a few large plants.
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B. Zonal Pools8

(l) Advantage

a. Provides for uniform treatment of all pro-

ducers in the same zone. The zone may be

set on uniform production areas or it may

be set for individual major milk markets,

distance from major market or some other

similar criteria.

b. On certain markets and in certain zones

it may tend to limit surplus more than

for a market wide pool described below.

(2) Disadvantage

a. Discriminates against producers on the

basis of location. For example two neigh-

bors on the Opposite sides of the zonal

lines would receive different prices de-

pending on the utilization in their respec-

tive zonal pool.

b." Surplus manufacturing facilities may have

been established historically in one area

or one market may have been responsible for

the disposal of surplus. In such a case

this pattern may bring about lower prices

in the zonal pool handling the surplus re-

lative to others because of this historical

arrangement. For example the Detroit mar-

ket now handles much of the surplus for the

rest of Michigan. A zone set up for that

area and including all bottling and supply

plants for that market in one zone would

bring a lower blend price to producers be-

cause of the lower percent Class I utili-

zation than for the other zones set up in

the State.

c. It would tend to attract more surpluses

than the individual-handler pool.

 

8Zonal Pools have not been used under Federal order

programs nor has the author been able to find a specific ex-

ample of such a pool. However, it is included here as a

possibility which might be used under Federal Regulation in'

an area wide order where production and/or consumption char-

acteristics differed.
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C3. Nkarket Wide and State Wide Pool (Modification of

except a larger area—Ts involved)8.

(I)

(2)

Advantage

a. The wider the base of the pool, the smaller

is the possibility for discrimination

against any producers. Therefore the state

wide pool would tend to be more "equitable"

than either of the other two types. If

there Were no barriers erected Which re-

strict freedom of entry to the pool, a

state wide pool would thus provide a mech-

anism making uniform blend prices to all

producers possible.

The reserve supply of milk may be more

efficiently handled by consolidating the

reserve supply in plants most distant from

the market and may have large plants special-

izing in manufacturing surplus milk on the

market.

Disadvantage

a. The mechanics of establishing appropriate

transport allowances would probably be

more complex under this type of pool.

The pool would tend to attract surpluses

as does any market-wide pool and may lead

to weak merchandising of milk in fluid out-

lets. Handlers are under no pressure to

maintain their paying price to farmers by

maintaining high Class I sales, since they

pay a market blend price. They may even be

reluctant to release surplus milk when a

fluid market is in need,if they are set up

with the primary objective to manufacture

and need to maintain high manufacturing

volume to break even. The purpose of be-

ing in the pool is to enable them to pay

blend prices equal to the fluid market for

manufacturing milk with the aid of the pool.

This occurs where the pool plant require-

ments are not strict.

Producers who were supplying markets with

high percent Class I utilization may find

a reduced blend price due to overall lower

state wide percent Class I utilization.

The exact amount will depend largely on the

pool plant requirements of such a pool.
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0. Association Pool

(l) Advantages

a. Association pools usually include the mem-

bers of a producers' association supplying

a fluid milk market. Producers in such a

pool are paid a weighted average of the

class prices paid by handlers who purchase

milk from the association. When one pro-

ducers' association represents almost all

the producers in a market the association

pool approaches a market wide pool and has

the advantages listed above associated with

that type of pool.

b. Association pools may operate along with an

individual handler pool or a market wide

pool on a Federal order market. In the

first instance, a cooperative member would

receive a blend price computed from the

class utilization of all the handlers to

whom the association sold member milk. This

would probably be considered an advantage

to c00perative members. All members ofthe

same association receive an equal price

for the same quality milk. An association

pool operating under a Federal order with

a market wide pool is considered a "super

pool". The super pool has been used when

higher Class I prices for member milk have

been negotiated. Repooling of this milk

allows a blend price to producer members

over the minimum set using order class

prices. This would probably be considered

advantageous to the producer members, but

is throught to be disrupting to the Federal

order program.

 

9For information on the use of the "Super-pool" under

the Federal order program see: United States Department of

Agricnakture, A.M.S. Dair Situation, October, l957, pp. 23-26.

Also Ph.l.. Forest, "Implications of Super-pools for the Future

<rf Federal Nfilk Order Pricing"-paper given by H. L. Forest,

(Director'crf Dairy Division, United States Department of Ag-

rianrture, at university of Wisconsin Farm and Home Week Pro-

gram at Madison, Wisconsin, February 5, l958.
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(2) Disadvantage

a. Association pools have at times found

difficulty maintaining a classified price

plan which is essential for pooling. This

has been especially true when heavy sur-

pluses of milk were available on the mar-

ket. Under such conditions non-partici-

pating handlers can buy their supplies

near the blend of the association pool.

With high Class I utilization these han-

dlers can undersell handlers buying from

the association since these outside han-

dlers do not have to account to their pro-

ducers for the actual Class I sales or

price.

b. When an association pool approaches a

market wide pool in scope, it of course,

inherits all the disadvantages of that

type of pool as eXplained above.

Fifty-two of the 68 Federal order milk markets had mar-

ket wide pools in l958.'0 Thus this type pool is more pop-

ular nation-wide than the individual handler type pool which

is used on only sixteen markets. The Agricultural Market-

ing Agreement Act of l937 tends to favor the market wide pool,

since to construct such a pool as an order provision requires

approval by only two-thirds of the producers compared with

three-fourths of the producers' approval needed for an indi-

vidual handler type pool. These two types of pools seem to

work in opposite directions;the market wide pool attracts

surpluses and the individual handler pool repels surpluses.

With an individual handler pool as was pointed out above,

each dealer desires to keep his purchases to a minimum

so that his sales of Class I milk will be a high prOportion

IOSummaries of Federal Milk Marketing Orders, 09. cit.
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of his total sales. This will enable him to pay a high price

to his producers and to be selective of the producers in the

process. Although there is little comparison looking at only

two individual handler markets (Toledo and Upstate Michigan),'I  
it is perhaps no coincidence that they have higher Class I

utilization than their neighboring Federal order markets

(Table 5-l). In l956 all the individual handler markets in

the United States had approximately 85 percent Class I utili-

 

zation, while all market wide pools had only about 73 percent

Class I use.

That Detroit has been handling much of the surplus for

the total area of Michigan can be seen by reference to Table

5-2, which shows the percentage of Class I utilization by

Michigan major markets by months in l957. The average per-

centage utilization for Detroit was 69.0 for the year l957.

For the balance of the markets the average was 78 percent

Class I utilization.

Recommendation

The problem of pooling or averaging payments to pro-

ducers is primarily one involving equity. Equity under our

previous definition meaning a policy which results in uniform

treatment of all parties involved. Based on Quality, plant pools

are less equitable than individual *and‘sr pools, w is” are

less equitable than zonal pools,which are less equitable than

 

"The Upstate market has had a market wide DOO' since

August l, l957.
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a state wide pool. Chapter II prOposed a market area composed

of the entire Lower Peninsula of Michigan. A market Wide pool

in this area thus is for all intents and purposes a State

wide pool. The problem of tranSport differentials has been

discussed in Chapter IV With this type of Lower Peninsula pool

in mind.

In the new market order proposed for the Lower Peninsula

of Michigan it would not seem to be desirable to provide for

an individual handler type pool. Such an arrangment could

lead to inefficient handling of the market's reserve supply,

which is now largely concentrated in Michigan Milk Producers'

Association and Michigan Producers' Dairy manufacturing plants.'2

A market-wide pool on the Detroit market has promoted this

concentration. It would create an unnecessary burden on this

cooperative and its producers to change this situation. With

a state market wide pool, this consolidation of surplus is

made possible since all producers share the entire Class II

utilization of the market. Therefore, a market wide pool for

the entire Lower Peninsula of Michigan is recommended for in-

clusion in the new order.

Pool Plant Requirements

Under a proposed market wide pool for the entire Lower

 

'21n l957, 365,58l,278 pounds of Detroit inspected milk

were shipped by handlers on the Detroit market to non-handler

plants. The largest part of this (an estimated 95 percent)

was transferred to the Michigan Milk Producers' Association

plants and to those of its affiliated Michigan Producers'

Dairy. Total Class II utilization for all purposes in l957

was 606,463,865 pounds of milk.

I
A 9
2
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Peninsula it is important to set up performance requirements

for producers and plants to participate in this pool. It is

commonly known that market wide pools tend to attract sur-

pluses unless some such check is set up. Examples of the

protection needed are cited in a recent United States De-

partment of Agriculture publication:

A plant engaged in supplying short-season require-

ments of dealer-pool markets may find that these

outlets alone enable it to pay producers as much

as the marketwide pool blend price. If in addition,

this plant can become part of the market wide pool

without any obligation to supply the market's fluid

milk needs, it can draw equalization payments, possi-

bly exceeding its payments into the pool on account

of its outside sales during the short season.

There is another type of case, involving a plant

possessing extensive manufacturing facilities and

located in the milkshed of a market having a market

wide pool. Such a plant may persuade its producers

to meet the health standards in order to qualify the

plant for the pool-~possibly exerting unusual efforts

on nonprice methods of milk procurement to influence

producers to do so. The plant's objective, and oppor-

tunity for profit, lies in being able to buy its milk

at the manufacturing class price, and to pay its pro-

ducers the market blend price. In pricing the manu-

facturing class it may not be possible to set a price

high enough to discourage a specialized manufacturing

plant of this type from entering the pool, but low

enough to assure that othgr handlers will not reject

seasonally surplus milk.i

The two types of plants discussed above have little or no

interest in supplying the fluid milk requirements of the mar-

ket in which they are a part of the pool. They may not even

i

3Regulations Affectinggthe Movement and Merchandising

of Milk, Marketing Research Report No. 98, A.M.S., United

States Department of Agriculture, June, l955, pp. 5l-52.
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furnish fluid milk during the short supply season.

This results in pressure to raise the Class I prices,

even though the supply may be adequate as measured

by the ratio of pool receipts to Class I sales. Mar-

ketwide pools, therefore, are under compulsion to

adopt 'performance requirements' or some other de-

vice that will enable them to attract a sufficient

supply of milk While ensuring that the plants in

the pool will supply milk to the market.'4

For the first step in investigation of pool plant require-

ments, it would be well to review briefly the history of De-

troit pool plant requirements, later the other Michigan order

markets will also be analyzed. The reason for discussing the

Detroit requirements is the same as mentioned in the chapter

on classes of use. The Detroit Federal order market was the

first under Federal regulation in Michigan. Many of the pro-

visions in the Detroit order formed the basis for construction

of operating provisions on many of the other Michigan markets

either under Federal regulation or cooperative bargaining.

In addition the Detroit marketing area will be a large por-

tion (volume-wise) of the new Lower Peninsula order. Table

5-3 shows the development of the Detroit pool plant require-

ments since the order's inception. Under the Detroit order,

prior to the November l, l955 amendment,there were two major

categories of milk plants which were subject to regulation.

This has continued to be the case historically on this mar-

ket. The first category was composed of plants from which

milk was distributed directly on routes in the marketing area.

'AIbid, p. 52.
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Table 5-3 Historical changes in pool plant requirements

under the Detroit marketing order.

Effective September l,l9§l

Pool plant not defined as such. A handler was described

as a person who operated a pasteurizing or packaging plant from

which Class I milk is distributed on routes in the marketing

area. Or a person who operates a supply plant approved by area

health authorities and which ships at least lO percent of its

dairy farm supply of milk to a distributing plant described

above in each of the months of November and December.

Effective November l,,l2§4

A handler is also a cooperative association with respect

to milk customarily received by a handler (see 9-l-5l above),

which is diverted to a person not a handler for the account of

the association.

Effective November 1, 1255

A pool plant as well as a handler was defined at this

time: Handler, (a) any person who operates a pool plant, (b)

any person who operates a non-pool plant from which Class I

products are disposed of on a route in the marketing area, or

(c) a cooperative association with respect to milk customarily

received at a pool plant which is diverted to a non-pool plant

for the account of the association.

Pool Plant defined as (a) any distributing plant in which

milk is pasteurized for distribution in the marketing area and

from which Class I milk is disposed of during the month on routes

in the marketing area. However, the total quantity distributed

during any of the months March through August on all routes

operated inside or outside the marketing area must equal 45 per-

cent or more of the receipts from producers, or from other plants

with milk approved for fluid use. During the months of September

through February this must be 55 percent or more. A pool plant

is also defined as (b) any supply plant approved by the Depart-

ment of Health of area cities from which during the month not

less than 25 percent or the call percentage,a which ever is

 

aNote;A call percentage is the percentage of net receipts

at a supply plant which a supply plant is required to ship to

a distributing plant in order to qualify as a pool plant. A

call percentage may be issued by the Market Administrator for

any month except April, May, June or July. No call percentage

of less than 25 percent can be issued. The call percentage may

be reduced at any time during the month when it appears that

more milk is being delivered to distributing plants than is

needed to fulfill their Class I requirements. This reduction

of course can not go below the minimum of 25 percent under the

order.
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Table 5-3 (continued)

 

 

higher, of its dairy farm supply of milk, less any milk dis-

posed of from the plant as Class I is moved to a distributing

plant. A plant which has shipped the required percentage dur-

ing each of the months of October through January, will be a

pool plant for each of the following months of February through

September, if it ships the percentage provided for in any call

which may be issued by the Market Administrator.
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These were referred to as "distributing" plants and were fully

regulated under the order if they distributed 600 pounds or

more of Class I products per day in the defined marketing area.

The second category consisted of plants which assembled milk

from producers for bulk shipments to distributing plants.

These were referred to as "supply" plants. In order to be

fully subject to the classification, pricing and payment pro-

visions of the order and to participate in the market wide

pool, a country supply plant had to be approved by one of the

designated health authorities and to ship milk to distributing

plants equal to lO percent of total quantity received from

producers during the months of November and December. Any

plant making such shipments remained qualified as a pool plant

during the succeeding ten months.

The recommended decision for the November I, l955 amend-

ment stated that these standards did not adequately define

the plants which constituted the regular and dependable supply

of fluid milk for the Detroit market.

Only those plants which are, in fact, operated in

such fashion as to be regular suppliers should be

subject to the complete regulation of the order and

entitled to participate in the market wide pool.l5

0n the basis of this recommendation the requirements for a

pool plant were spelled out in more detail as indicated in the

'5United States Department of Agriculture, A.M.S.

Recommended Decision With Res ect to Pro osed Amendments to

Marketin A reement and Order Re ulatin the H ndlin of Milk

in Detroit, Michigan Marketin Area. (20 FR 6622, September 9,
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November l, I955 order (see Table 5-3). Specific percentages

Of milk were required to be delivered each month as Class I

on routes in the area by distributing plants and the require-

ments to qualify as a supply plant under the pool was also

tightened as the percentage required was moved to a minimum

of 25 percent.

This recommendation also provided that plants be allowed

to qualify on a combination basis:

This principle of combining plants for maintaining

pool qualifications should be extended to cover all

plants for which a handler is responsible for the

marketing of milk rather than being confined to the

plants actually Operated by such handler....this ex-

tension of the concept of plant systems is based

upon the same logic as the combining of plants

operated by a single handler (which is also allowed

under the Detroit order). Otherwise, the handler

could keep all the plants for which he is marketing

milk qualified, though he might be forced to make

uneconomical shipments in order to do so (for example

in periods when the entire supply of producer milk

is not needed, it is more economical to draw on

those country plants which are farthest from the

manufacturing plants for city plant reQuirements

and divert to manufacturing plants that milk which

is received at the country plants nearest to them.‘6

It was also recommended that country plants wishing to qualify

in the future as pool plants should be permitted to do so

either individually or as part of the marketing system. The

Department of Agriculture said:

It is obvious that a plant system can qualify a new

plant by limiting the shipments from plants already

in the system. Therefore, any requirement that each

plant qualify individually would have no practical

effect, and any transportation saving which may be

available through the Operation of a system of plants

'6Ibid, inclusions in parenthesis are authors own comments.
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should be Operative at the outset. Permitting a

new plant to become a pool plant as part of a

marketing system also avoids even a nominal dis-

tinction between new plants and those which have

historically served the market. The pooling pro-

visions should depend entirely upon present service

to the market rather than upon historical association

with it.'7

The recent United States Department of Agriculture bulletin

on trade barriers for milk said:

The requirement that a plant sell some milk in the

marketing area in order to become regulated (and ~~

entitled to participate in the market wide pool) is f I

ineffectual in screening out plants whose interests 5,.

in the pool has little or nothing to do with-supply-

ing the market's requirements for fluid milk, or

with the levels of prices established by the order.

Consequently, some Orders have adapted requirements

that a plant sell a specified percggtage of its milk

in the market in order to qualify.

This appears to have been true in the history of the Detroit

order market. The same type of arrangement is used in all

current Federal order provisions in Michigan, although the

percentages in each case differ (Table 5-4). The most string-

ent provisions of the three orders for a distributing plant

to qualify for a pool plant are found under the Detroit order,

while the qualificiations for a supply plant to qualify as a

pool plant are tightest in the Upstate Michigan order area.

An examination was also made of the pool plant pro-

visions Of expanded or merged Federal order markets to try

to determine a pattern of pool plant reQuirements for such

 

'7Ibid.
 

'8Regulations Affecting the Movement and Mggchandisigg

of Milk, og. ciff, pp.‘53454.
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Table 5-4 Brief summary of current Michigan Federal order

pool plant provisions with comparisons (January

I. 1958)

 

Detroit (current provisions effective November l, l955)

a. Any distributing plant from which fluid milk is dis-

tributed on routes in the marketing area. Forty-five

percent of producer and other source receipts must

be so distributed during the months Of March through

August. During the months of September through Feb- 1

ruary this must be 55 percent or more.

”
'
t

.
.
r

b. Any supply plant approved by area health depart- l

ments from which during the month not less than 25 LN

percent or the call percentage (issued by the Mar-

ket Administrator), whichever is higher, of its farm

supply of milk is moved to a distributing plant. If

it meets the required percentage during each of the

months Of October through January, it will remain a

pool plant for February through September provided

it meets any issued call percentage.

Muskegon (Current Provision effective May l, l957)

a. Pool distributing plant if 20 percent or more of

the total milk received at such plant during the

month is disposed of in the marketing area as fluid

milk products.

b. Pool supply plant if 20 percent or more of total

producer milk received is transferred during'the

month to distributing plant (paragraph (a) above).

c. Approved plant operated by cooperative, if 75 per-

cent (50 percent in May and June) or more of the

member producer milk is received at the pool plants

of other handlers.

gestate M'Chigafl (Current Provision effective August l, l957)

a. Distributing plant from which disposition of fluid

milk products on routes in the marketing area equals

or exceeds the smaller of (I) 20 percent of producer

receipts or l50,000 lbs., and (2) the total dis-

position of fluid milk products on routes during the

month exceeds 50 percent of producer receipts and

receipts from supply plants.

b. Supply plant from which during the month 50 percent

or more of producer receipts is moved to a pool dis-

tributing plant. A supply plant which was a pool

plant during each of the months July through January

shall continue for each of the following months of

February through June.
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large orders. The only evidence Obtained from this study was

that requirements vary considerably between orders and are

apparently regulated by the different local conditions (Table

5-5).

Compensatory_payments and al[goation_procedures.--Another

issue which should be considered briefly in relation to pool

plant requirements is compensatory payments and a companion

provision whereby outside purchases of milk are allocated to

lower class uses.

Mr. Luke stated in a recent paper on compensatory pay-

ments the real basis for these payments:

Compensatory payments have no other purpose under the

order program than to insure the effectiveness of a

classified pricing program. Congress has authorized

milk to be classified and priced in accordance with

its utilization. -This cannot be done on a selective

basis. Part of the milk entering a market cannOt

continue to be regulated and subject to classified

prices if another part of it can enter freely, with-.

out price fixing of any kind, and displace priced

milk whenever it is advantageous to do so. Some

provision to prevent this seems to be not only in-

cidental but absolutely necessary to ggrmit a classi-

fied pricing program to be effective.

To date the provision most often used is the compensatory

payment and allocation procedure. The use of this plan is

controversal, but until another plan is devised (beyond the

scope of this study) it is recommended for use with the LOWer

Peninsula order market. Its use under the Federal order

'9H. Alan Luke, "DevelOpment of Compensatory Payments

in Fluid Milk Markets," paper given at the Midwestern Milk

Marketing Conference, Knoxville, Tennessee, April 9, l954.
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plant definitions under l957

merged or expanded Federal orders

Market

Akron-Stark Count}

(February l, l957. merged)

Okl ahoma Metropolitan

(May I. l957. merged)

Nortli Central Ohio

(July l, l957, expanded)

flE!—!2£I<-New Jersey

(ALIQust l, l957, expanded)

Definition

A regulated plant is any plant

at which milk is received from

dairy farmers and from which milk

is packaged and distributed for

fluid use on routes wholly or

partially within the marketing

area.

a) Any milk processing plant

approved by area health author-

ities from which any milk is dis-

tributed on routes in the market-

ing area.

b) A supply plant where inspected

milk is received and all or part

is transferred to distributing

plant described in (a).

' a) A distributing plant which dis-

poses of more than i0,000 pounds

Of fluid milk products in the mar-

keting area during the month.

b) A supply plant which ships

fluid milk, fluid skim or cream

on more than seven days during

the month to a "regulated dis-

tributing plant". In general

such status may be maintained

during January through August

if the plant had qualified for

at least three of the months

of September through December.

Plants qualify as a "regulated

plant" for pool participation

after area health approval,

either by (l) express designation

of the Secretary for those plants

.
-
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Table 5-5 (continued)

 

 

previously qualified and coming

in under the new order--in which

case it is called a regular pool

plant, or (2) by the manner of

disposing of fluid milk in the

market. In this case if it

meets the required percentage

of fluid utilization it becomes

a temporary pool plant.

Greater Kansas City

(October l, l957, merged) a) Any distributing plant

approved by area health author-

ities from which specified mini-

mum percentages of receipts are

sold for fluid use in the mar-

keting area.

 

b) A supply plant becomes a

pool plant by shipping a

specified percentage of pro-

ducer milk to regulated dis-

tributing plant.
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programs in the United States is shown in the following para-

graph.20 In March, l958, sixteen of the sixty-eight Federal

orders had individual handler pools which do not have the need

for compensatory payments (using other source milk under an

individual handler arrangement would only drive down the pro-

ducers' blend price and decrease the handler's bargaining power

for selective producers). Forty-two Federal milk orders with

market wide pools have a compensatory payment arrangement.

T
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The ten remaining markets have not incorporated this feature

into the order. The methods used to assess the payment also

vary: In twenty-six markets, it is the difference between

the Class I and Class II price (manufacturing price). Another

market calls for the compensatory payment to be the difference

between the Class I price of milk, and the blend price. In

the remaining fifteen markets with compensatory payments, the

payment is the difference between the Class I use and the

blend price in deficit production months. In other months

on these fifteen markets the compensatory payment is the

difference between the Class I and the manufacturing price.

Concerning allocation provisions, all of the sixty-eight

Federal order markets move other source milk into lowest use

classes during all or for some portion of the year.

figcommendation

It is recommended that pool plant requirements be main-

tained under the Lower Peninsual order so that manufacturing

 

QOSummaries of Federal Milk Marketigg Orders, op. cit.
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plants and reserve plants for other markets cannot enter the

Lower Peninsula market, to the disadvantage of the Lower Pen-

insula pool price, unless they can prove by actual performance

that they constitute a supply for the Lower Peninsula fluid

milk market. For this reason it is recommended that pool plants

requirements be as follows:

(I) Distributing plant to be a_pool plant

To qualify, 300 points must be distributed in the mar-

 

keting area (one point being defined as one half-pint of cream,

one pint of half-and-half or one quart Of any other Class I

product). This would approximate the present Detroit minimum

requirement of 600 pounds and equal that under the Muskegon

order. The Upstate area requires only lOO points but it is

felt that the difference would be made up by definition of

wider marketing area and by including fluid cream in computing

points. Those handlers in the Lower Peninsula area not meeting

these requirements would not be primarily in the business of

distributing fluid milk and would amount to a very small por-

tion of the total distribution in the area.

It is necessary to set some performance requirements

in order to prevent a country supply plant or a plant primar-

ily engaged in milk manufacturing from becoming pool plants  
by merely bottling and distributing 300 points per day on a

route in the marketing area. This can be done by requiring

that the total distribution of milk from the plant on all

routes (inside or outside the marketing area) amount to at

least 50 percent of the receipts Of milk from producers and
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from country plants. This is the average amount now required

on the Detroit market although because of seasonal variation

in production, the minimum shipments required are 45 percent

from March through August and 55 Percent during September

through February. This requirement would also be similar to

that of the Upstate order. At the time of the final decision

of the present Upstate order, it was stated that:

The performance standards for distributing plants

should apply only to plants primarily engaged in

route disposition of half of their receipts from

qualified dairy farmers and from other pool plants

during the month. Plants not primarily engaged in

route distribution of Class I milk may qualify as

supply plants.2

The present order therefore, requires that a distri-

buting plant wishing to qualify as a pool plant (I) dispose

of milk in the marketing area equal to the smaller of 20 per-

cent of a plant's producer receipts or l50,000 pounds; and

(2) total disposition of fluid milk on all routes during the

month equals or exceeds 50 percent of receipts of fluid milk

products from qualified dairy farmers and supply plants.

Since the entire Lower Peninsula would be the new marketing

area, point number 2 would then read, 50 percent of receipts

during the month in the marketing area and the 20 percent and

l50,000 pounds reQuirement can be eliminated. Muskegon re-

quires only 20 percent diSposition in the area to be a pool

 

2'United States Department of Agriculture, A.M.S. Final

Decision with Res-ect to the A-reement and Order Re-ulatin- the

Hand In 0 '1 n e [gs a e 1c gan ar e ng 'rea 2 ‘

, July , l9 7).
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plant which was stated at the promulgation hearing to be high

enough to insure that any handler participating in the market

wide pool had a substantial part of his total sales in the

marketing area. At the same time, it was indicated that the

20 percent requirement did not appear likely to necessitate

significant readjustment by any plant Operator.22

It is recommended that the 50 percent requirement be

put into effect in this area along with all the Lower Penin-

 

sula region since there appears no justification for different

treatment in the Muskegon area. It may be desirable to allow

present plants in that area a reasonable time to meet the new

requirements. It may also be desirable to vary the 50 percent

requirement from 45 percent during the spring and summer months

and 55 percent during the fall and winter months. However, it

should be pointed out that the summer months are not surplus

months in the Northern Lower Peninsula with the heavy tourist

trade.

 (2) Supplygplant to be a pool plant

Although there are no country supply plants as such,

supplying Michigan markets outside of the Detroit market, three

receiving stations Operate as supply plants inside city bound-

aries. These are all owned by the same cooperative association  which also Operates eight of the twenty-three Detroit receiving

 

22United States Department of Agriculture, A.M.S. Final

Decision in Resgect to Progosed Marketing Agreement and Order

egu a ng e Han ng o M n g_ uskegon Marketing Order

I FR 3Il, July 23, I953 .
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stations. Because of the importance of the Detroit country

receiving stations relative to receiving stations in the rest

Of the state, it is recommended that the Detroit requirements

for a supply plant be operative throughout the Lower Peninsula

area.

It is believed that these performance requirements will

permit free entry to the market but will keep pool requirements

so that only those supply and distributing plants contributing

V
"
—
*
"
‘
r
.
“
“
s
r

to Class I sales will come under regulation. As stated earlier

in this section, compensatory payments should apply on other

source milk as should the requirement on allocation of other

source milk to the lowest use classes in series.

 



CHAPTER VI

SUMMARY AND CONCLUSIONS

This thesis has considered some of the basic order pro-

visions needed in case of Federal milk marketing regulation

for the entire Lower Peninsula of Michigan. The provisions

considered were as follows:

I. Delineation of the marketing area and the number of

orders to effectuate regulation in the Lower Penin-

sula of Michigan.

2. Construction of classes of use.

3. Analysis of transportation differentials.

4. Consideration of a seasonal price plan.

5. Type of pooling arrangement and pool plant require-

ments.

It was hypothesized that these outlined provisions would

need revision in moving from the present regulated and unregu-

lated territory In Michigan to an expanded and merged order or

orders embracing the entire Lower Peninsula of Michigan. The

pertinent literature was reviewed and employed to help form-

ulate definitions and construct criteria in each of the chap-

ters. In general, the folIOwing procedure was used in each

chapter:

I. The problem in each case in point was defined.

2. Criteria were erected for a theoretical framework

in Which to develop the analysis.

3. Finally, the criteria were analyzed using the best

available information in each case to arrive at what

was believed to be the best alternative provision

for inclusion as part of the Lower Peninsula order.

206
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The data used to construct and analyze the criteria were

obtained from personal interviews and/or correspondence with

lOcaI health departments, from the United States Department

of Agriculture, from Market Administrators of Michigan order

markets, from cooperative leaders, and from the Michigan De-

partment of Agriculture. Historical data were also obtained

from the recommended and final decisions concerning these orders

as published in the Federal Register.

One of the problems encountered in the analysis was the

conflicts of interest between consumers, dealers, and producers.

Also, two types of problems were considered, one dealing with

equity and one dealing with efficiency. These conflicts and

the problems of equity were difficult to overcome, but insomuch

as possible definite recommendations were made in the light of

of the best available information and with some commonly

accepted equity objectives in mind.

The Market Area

The first provision analyzed was that concerning the

delineation of the market area. For this purpose the term

"market" was defined. "Market," in this paper, was used to

indicate the physical area or areas in which price making

forces for fluid milk operate. These were areas where buyers

and sellers (consumers and milk dealers, respectively) were in

communication with each other, and areas where exchange of

packaged milk would take place. Eight important criteria

Were delimited for analysis of market boundaries in the case

of the Lower Peninsula order:
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l. Criterion I Area where the same milk dealers com-

pets.

2. Criterion 2 Area with uniform health regulations.

3. Criteriontfi Area where few route sales cross over

designated boundaries.

Criterion 4 Area with uniform price tendencies.

. Criterion 5 Limited rural area regulation.

Criterion 6 Homogeneous supply area conditions.

Criterion_1 Extent of cooperative activity.

(
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. Criterion 8 Previous federal regulation.

Another criterion on Opinions and attitudes Of people

towards regulation under an order or orders was not investi-

gated due to the difficulty of documentation, but it was

pointed out that this might very well be one of the most im-

portant considerations in delineating the final territory.

It was recommended, on the basis of the eight examined

criteria, that there should be one order for the entire Lower

Peninsula. This conclusion was reached on the basis of the

following findings:

I. Overlapping sales areas of dealers.

2. Increased reciprocity of health regulations within

the state.

3. Overlapping Of procurement areas.

4. Some tendency for uniform Class I prices on all

major markets in the past few years.

5. Few dealers in rural areas.

6. Relatively uniform supply conditions.

7. One major cooperative bargains for a large percentage

of the fluid milk on all except two Of the major Lower

Peninsula markets.

8. Greater ease of Federal order administration.
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Not all the criteria, of course, pointed toward a single

order and it should be reiterated that there could be strong

arguments for more than one order. This was shown by the fact

that milk did not flow freely in both directions between all

city markets, producer-blend prices have varied widely between

city markets, many areas in the Lower Peninsula were predomi-

nantly rural and several independent cooperatives were im-

portant in their respective markets along with the one dominant

cooperative throughout the state. The author arrived at this

conclusion for one order realizing that there was one un-

examined criterion on peOples' Opinions and attitudes toward

regulation under one, two, or more orders which might well be

the deciding point in the public hearing.

The Classification System

The next provision examined was the milk classification

system for a Lower Peninsula order. Historical data were

gathered on operative Michigan Federal order markets and a

comparison Of these markets' classification of milk and milk

products was compared with nearby Federal milk market orders

and with Michigan out-state major city markets. In addition,

the basis for classification of the products was studied in

order to find a standard criterion for development of use

classes. The most important criterion was found to be the

health inspection requirements for the various products. For

this reason the chief sanitarian at each of the large Lower

Peninsula city markets was interviewed to obtain information
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on actual inspection requirements on these markets.

On the basis of this criterion, and with the information

obtained from these major markets, two groupings were made of

the most important milk products. Group I required that milk

come from fully inspected farms. The second group required

only plant or no inspection by the local department. On this

basis, the following groupings were recommended:

Ggoug I Group II

Fluid whole milk Cottage Cheese

Fluid skim milk Ice Cream

Chocolate milk Ice Cream mix

Buttermilk Evaporated milk

Half-and-half Condensed milk

Fluid cream of all types Dried whole milk

Dried non-fat milk

Butter

Hard Cheese

All the out-state markets require that Group I products come

from farm inspected milk. Detroit area cities differed by not

requiring fluid cream from fully inspected sources. It was

recommended that an attempt be made to require this full in-

spection of fluid cream on these markets since it was shown

that sufficient supplies of inspected milk appear to be avail-

able in the Detroit marketing area to meet this need. It was

also shown that there was no scientific basis for treating

fluid cream differently from fluid milk on a sanitary basis.
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Trangport Differentials

The next examined provision deals with transport differ-

entials. Transport differentials were examined by asking some

deliberative questions about:

I. Theoretical basis of transport allowances

2. Currently operative allowances in the Lower Peninsula

markets

3. Criteria for developing transport differentials

4. Desirable accomplishments of these differentials

5. Alternative transport differentials

6. The best alternative under Lower Peninsula conditions

The alternatives considered were by no means exhaustive but

included:

I. Rates that reflect actual cost

2. Adjustment of size of zones

3. Use Of different zone differentials for handlers'

credit on Class I and for producers' location

adjustment on all milk

4. Several types of basing point methods were con-

sidered and modified where relevant:

a. Single city basing point system

b. Multiple basing point, each major city

c. Basing point, center of Montcalm County

d. Basing point, Eau Claire, Wisconsin and modifi-

cation of this system.

5. "F. o. b. farm pricing"

6. No location differential

8. Direct delivery premiums
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These several alternative provisions did not by any

means cover all the possible methOds or combination of methods

which might be used as transport differential provisions in

an order. The author feels that these were the most important

alternatives, however. The results of the examination seem

to show that with any transport differential, rates should

be constructed that reflect actual cost and vary in proportion

to distance. It was also suggested by the author that zones

or rates within zones be adjusted so that they more nearly

represent actual shipping costs from that zone. The use of a

basing point centered in the large surplus area seemed to be

the most equitable method of constructing a transport differ-

ential for all groups concerned. Although not used as such, a

modification of this method was recommendedibr inclusion in

the Lower Peninsula order. It was shown that this base point

had probably been taken into account in the construction of

Class I prices under many of the Federal orders in the mid-

west. This method of pricing approximates the "perfect market”

concept which is a commonly acceptable criterion.

An examination was also made of "f. o. b. farm pricing"

but the use of this method seemed to present insurmountable

problems under current acceptable policy which requires han-

dler locational differentials only on Class I milk and which

is unfavorable to government setting farm to plant hauling

rates. The use of no locational differential appeared to

violate the principle which would provide equal delivered

prices to all handlers. Direct delivery premiums were considered

 

'
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And rejected since no precedent has been set for direct deli-

very premiums as such in the Lower Peninsula. In addition,

receiving stations are important on only the Detroit market

and even there were found to be declining in importance.

The best alternative transport differential system

appeared to be the "Detroit minus" differentials. This pro—

posal, and that of "St. Ignace plus" differentials combined

with "Chicago plus" differentials, seemed the most realistic

methods Of pricing since both were related to the Wisconsin

surplus area price and were somewhat in agreement with the

"perfect market" concept. The use of the "Detroit minus" differ-

ential placed the indifference price point near St. Ignace. Its

favorable attributes were as follows: (I) it allows for a

decrease in Class I price toward both of the entrances to the

Lower Peninsula from Wisconsin; (2) it provides for a price

decrease toward Wisconsin in moving across Lake Michigan;

(3) finally, it provides for a decrease in prices toward the

local surplus areas of central Michigan and the "Thumb" area.

Seasonal Price Plan, Type of Pool and Pool Plant Requirements

Chapter V Of this thesis considered a seasonal price

plan, type of pool, and pool plant requirements for a Lower

Peninsula order. Michigan order markets' experience with the

base and excess plan along with its use on Federal order mar-

kets in the United States was examined. Upon this basis,

the base and excess seasonal price plan was recommended for

the Lower Peninsula order. The plan Is well accepted through-

out the state and its expansion for complete producer coverage
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would not appear to be too difficult. The plan was shown

to have been effective under Michigan conditions and it was

shown to have become widely accepted throughout the Federal

order program in the United States.

Four types Of pools were considered for possible in-

clusion in the Lower Peninsula order. Those examined included:

I. The individual handler pool

2. Zonal pool

3. Market wide pool

4. Association pool

The advantages and disadvantages were reviewed for each. A

market wide type Of pool was recommended for the Lower Pen-

insula order, since, based on quality, it appeared to be the

most equitable type of pool. It was also shown that such an

arrangement would probably also lead to more efficient handling

of the markets' reserve supply.

Lastly, pool plant requirements were examined. His-

torical Detroit provisions, currently operative provisions

on other Michigan markets, and recently merged and expanded

Federal order markets were examined for clues toward standard

Department of Agriculture procedure. Recommendations were

presented for qualifications believed necessary for both

distributing plants and supply plants under a Lower Peninsula

market-wide pool. In order to qualify for a distributing

plant, it was recommended that 300 points be distributed in

the marketing area (one point being defined as one-half
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pint of creanu one pint of half-and~half, or one Quart of any

other Class I product). In addition to this it was felt necess—

ary that 50 percent of receipts of milk from producers and

country plants be distributed on all routes (by nature of the

area, this will in most cases be within the marketing area).

Because of the importance of the Detroit supply plants, with

twenty-three of the twenty-six supply plants for Lower Pen-

insula markets in that area, it was recommended that the current

Detroit provisions be continued. This would require that a

supply plant be approved by the Department of Health of local

cities and, during the month, move not less than twenty-five

percent or the call percentage, whichever is higher, of its

dairy farm supply of milk to a distributing plant in order to

qualify as a pool plant.

The author realizes that all or none of these provisions

may be incorporated in the final order or orders for the Lower

Peninsula. However, it is anticipated that considerations of

such an order or orders will be under study in the near future,

and it is hoped that this preliminary investigation of some of

the problems in constructing such an area wide order or orders

for the Lower Peninsula or Michigan will be of benefit to those

groups reaponsible for and affected by such Federal order regu-

lations.
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Map Location of 8
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Appendix II Location of the Detroit Milk Market's Country

Receiving Stations as of January l, l958.

Source: Market Administrator's Office, Detroit,

Michigan.

 

 



Appendix III

228

County, District and City Health Departments

In Michigan and Their Location, January |,

 

 

Health75gpartment7' Location

I. Alger-Schoolcraft Manistique

2. Allegan County Allegan

3. Barry County Hastings

4. Bay County Bay City

5. Branch Coldwater

6. Hillsdale Hillsdale

7. Calhoun County Battle Creek

8. Isabella, Mecosta, Osceola Mt. Pleasant and Big Rapids

Counties

9. Chippewa-Luce-Mackinac Sault Ste. Maire

lO. Houghton, Keweenaw, Baraga, Houghton

Ontonagon Counties

ll. Delta Escanaba

l2. Menominee Menominee

l3. Dickinson Stambaugh

l4. Iron Iron Mountain

l5. Eaton County Charlotte

l6. Genessee County Flint

l7. Grand Traverse-Leelanau- Traverse City

Benzie

l8. Ingham County Lansing

l9. Kalamazoo City-County Kalamazoo

20. Kent County Grand Rapids

2|. Lenawee County Adrian

22. Macomb County Mt. Clemens

23. Mason County Ludington

24. Manistee County Manistee

25. Midland County Midland

26. Monroe County Monroe

27. Muskegon County Muskegon

28. Oakland County Pontiac

29. Ottawa County Grand Haven

30. Saginaw County Saginaw

3i. Sanilac County ‘ Sandusky

32. Shiawassee County Corunna

33. Livingston County Howell

34. St. Clair County Port Huron

35. St. Joseph County Centerville

36. Van Buren County Paw Paw

37. Washtenaw County Ann Arbor

38. Wayne County Eloise

9. District #| (Kalkaska, Lake City and Cadillac

Crawford, Missaukee,

Roscommon and Wexford

Counties)

40. District #2 (AlcOna,

Iosco, Oscoda, and Ogemaw

Counties)

West Branch

l958
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4|.

42.

43.

44.

450

46

47.

48.

49.

50.

5'0

52.

NOTE:

 

(continued)

Health Department

District #3 (Antrim,

Charlevoix, Emmet, and

Otsego Counties)

District #4 (Cheboygan,

Montmorency, and Presque

Isle Counties)

Alpena Branch

District #5 (Lake, Newaygo,

and Oceana Counties)

District #7 (Clare, Arenac,

and Gladwin Counties)

Bay City

Detroit City

Flint City

Grand Rapids City

Jackson City

Pontiac City

Saginaw City

_Eocation

Charlevoix

Rogers City

Alpena

White Cloud

Gladwin

Bay City

Detroit

Flint

Grand Rapids

Jackson

Pontiac

Saginaw

The counties listed below do not have the services

of a full-time local

Berrien County

Cass County

Clinton County

Gogebic County

Gratiot County

Huron County

health department:

Ionia County

Jackson County

Lapeer County

Marquette County

Montcalm County

Tuscola County
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