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SUMMARY 

THE Mid-West Producen' Cream-
eries, Inc., established In 1932 

under the Indiana Coopera.tive Act, 
is unique among regional butter-mar
keting cooperativea in that it ia pri
Darily a service agency. Services ren
dered to its 20 member creameries in 
Michigan, Indiana, Tennesaee, and Illi
nois. include 8upervision of production 
methods, laboratory analysia of butter 
for quality and composition, arranging 
market outleta for butter, purchase of 
creamery supplies And equipment .. rep
resentation of the member creameries 
in matters of public policy, 888istanC8 in 
corporate and financial reorganization 
of member unita, and the keeping and 
analysis of their financial records. 

Development of strong and eJl'ective 
locals, 80 that a minimum of responsi
bility remains with the overhead agency. 
has been a general policy of Mid-West. 
Particular attention has been given to 

. operating efficiency and the manufac
ture of butter of a uniformly bigh 
quality. 

Positive action to increase the num
ber of active shippen and the interest of 
members in the creameries baa followed 
three general lines: 

~ First, the local creameries have ...,. 
quainted producers with the advantages 
of cooperative effort and, specificalJy, 
the benefits to be derived from patron
izing the particular cooperative in ques
tion. This has been aceompliahed 
through gaining the BUpport of other 
fann organizations, holding meetings of 
present and prospective patrons, dis
tributing literature and providing spe
cial field men for solicitation of cream and 
for quality improvement. 

Personal contact with producers, made 
by drivers of cream-route trucb, is an
other important means of explaining the 
operations. of the cooperatives. 

Second, the creameries have BUb
stituted cream routes for eream stations 
and thereby have secured .. closer relA
tionship between the producer and the 
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creamery. DurinR 11136. 88JI po"",nt 
of the butterfat received at all planlAl 
was proeurcd on cream routes. N(St l'9t 

turll8 to produCt'''' in ~npral have tx-ra 
increased through the reduction of .. ,.It 
of assembly. The lowl'llt .,oot of p ..... 
curemcnt for any 8MOCiation wu O.~ 
cent per pound of butterfat, and tht· 
average was 1.29 centa. Based upol 
the experience of a number of the plant., 
it ia deemed advloahle for additional 
creameri .. to oonoider the otmenhlp '" 
their own truck •. 

Third. and moot Important In In ....... 
ing potron_. ia the ability of _iii 
tions to return to their patroM hlg' 
prices for their butterfat. 8eleekJ 
member creameri.. in MichiRan antf 
Indiana took a much lower margin thaI 
WB8 taken on the average by al1 cream
eriea in the State, therefore Mumto. 
a higher proportion of the market vain. 
of the butterfat to the producero. ThIo 
eOll8istent [ncreue In the volume of 
busineu done by cooperatives In tlwtll 
two States and the low margins taUn 
by the cooperati veo eontributed to 1m. 
portant reductioll8 in the average mat
ginotakcn between 1925 and 1936. TIl. 
loW' level of oper&ting C08't8 bu been aD 
important factor in the building of 
support among patroD8. 

Creameries which are mcmheiw of 
Mid-West vary widely In eorporote and 
financial 8tructlJre. Both stock and 
nonstoek organizationa are Included. 
In Michigan 32 percent of the patroN 
were nonmembers, and 27 percent 01 
the members were nonpatroll8. In 
Indiana 81 percent 01 the patrnJl8 wel'n 
membenJ and 96 percent of the membenl 
were pat:rollB. The three TenneMet· 
creameries have recently been ~ 
ganizing to eotabliah a closer relatlo .... 
.hip between patronage and member
ship. 

The income of Mid-West ia derived 
from dues which amount to o"...,lghtb 
cent per pound of butter made by u.. 
member creameriea. 



Patronage 'Problems of 

Mid-West 

Producers' Creameries, Inc. 
By GORDON C. LAUGHLIN 

AnoaQU Agricultural Economist 
and 

T. G. STITTS 

PrindptZl Agricvb.U1'al &fJnmni.rt 

I MPORTANT changes have occurred in the dairy industry during 
recent years. Changes in marketing channels, with notable shifts 

of butter buying into the hands of large operators, have increased the 
demand for large volumes of standardized products. This volume 
has been provided either by increasing the size of the manufacturing 
units or through centralized selling on the part of a number of local 
creameries. Regional shifts in milk production and the relocation 
of manufacture of the various milk products have made, and are still 
making it necessary for local creameries to adjust their operations to 
advances and shifts in the industry. Improvements in transporta
tion facilities have led to the widespread adoption in many sections of 
tbe truck-route system for assembling milk and cream, and this in 
turn has Jed to large-scale plant operations. Increased volume has 
necessitated new types of plant facilities and new processes for the 
efficient handling of the product. 

These changes have brought problems of competition, mainly of two 
types: (1) That between the various dairy branches-for example, 
between buyers of milk for cheese making, for condensing, and for 
manufacture into butter; and (2) that between individual plants 
making the same product-for example, between local creameries. 

To cooperative creameries these changing conditions have a double 
significance. Not only is the cooperative creamery subject to the 
same difficulties of adjustment in physical operations as other cream
eries, but the new conditions bring problems of internal organization 
which Ilre of vital importance to the cooperative character of the 
enterprise. The concept of cooperation as a community enterprise 
in which neighbors work together toward a common end is no longer 
adequllte When the coop~ratives' operations extend over several 
communities. The personal basis of cooperation becomes harder to 
establish. 

NOTE.-Since the completion of this study, Mr. Laughlin resigned from the 
Farm Credit Administration to accept a position with the Oregon State Milk 
Control Board. 
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2 FARM CREDIT ADMINISTRATION 

One of the primary problems in the management of eoopt'rative 
creameries is to interpret correctly the tl'l'nds of the induRtry and 
plan the necessary adjustments. Those 8SSOciations able to antidpat&, 
the changes and to prepare themselves for the npw condition" IIn.li 
themselves in a very strong competitive position. On the other hand, 
the inability of some 8SSOciations to make sueh adjustm .. nts may CIUl..., 

failure or the serious curtailment of their .. fTeetiveness in incl'l'uing' 
returns to producers. 

Some of the questions faced by creameries today can best be settl ... I' 
by the individual associations. The re..~ponsibility for handling the 
business of a creamery, for example, rests entil'l'ly with the lIIl8OCiation 
concerned. On the other hand, there are many important probll'lDK 
which can be solved most effectively by a group of creameries acting 
together. Among these are standardization of manufacturing m .. tb
ods, purchase of supplies, competition between associations for but
terrat and trade outlets for butter and byproducts, modem labora
tory service for analysis of supplies and manufactured products, and 
the development of competent advisory services Il.8 an aid to tbtl 
management. 

To facilitate the solution of such problems local creameries, in Borne 
instances, have banded together and set up an overhead agency 
tbrough which management policies of the group are developed, and 
operating practices determined. Such an organization is the Mid
West Producers' Creameries, Inc., an a.~ciation of 20 cooperative 
creameries located in Michigan, Indiana, Illinois, and Tennessee. 

PURPOSE AND SCOPE OF STUDY 

T HE PURPO~E ~f this study' is t~ analyze the opl'ratio~a of ths 
member asSOCiations of the MId-West Producers' Creamenes, Inc., 

and to ascertain how these associations have worked together for tbe 
solution of their mutual problems; also to ascertsin the steps that have 
been taken by the creameries to increase their efficiency in operation 
and adjust their operations to major shifts ill the industry, and to 
changes in the methods of butterfat procurement. Specific objectives 
of the study include: (1) To describe the activities and a(',complisb
ments of the overhead organization, the Mid-West Producers' 
Creameries, Inc.; (2) to analyze the production conditions prevailing 
in the regions where these creameries are located, in order that the 
reader may better visualize the type of association needed to render 
efficient service to cream producers; and (3) to appraise the opera
tion and management problems of the 20 member creameries of the 
Mid-West. 

Information WIl.8 obtained through personal visits to the 20 member 
associations of the Mid-West Producers' Creameries, Inc. Those 
conducting the study had access to the records of the member cream
eries as wen as those of the Mid-West Association. 
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MID-WEST PRODUCERS' CREAMERIES, INC. 

THE MID-WEST Producers' Creameries, Inc., has headquarters at 
South Bend, Ind. Of its 20 member creameries, 9 are located in 

Michigan, 7 in Indiana, 1 in Illinois, and 3 in Tennessee (table 1). 
rogether the 20 creameries have over 30,000 patrons and, in 1936, 
nade over 24,000,000 pounds of butter. The oldest member associa
ion was organized in 1897; the two newest, since 1930. The average 
1ge of all the associations at the time of the study was 16 years. 

TABLE I.-MEMBER CREAMERIES OF MID-WEST PRODUCERS' 

CREAMERIES, INC., 1937 

D ... Volume Num· 
Assooistfon Looatlon 

_ .. 
ofhutter. ~rof 

Iud , ..... tron~ , ... 
""""'. No_ Uwood ('OO~mtlve Creamery _____________ Atwood, TIL __________ 

'930 139,094 300 
Rutherford ,cunty Cooperativ& Creamery. Murfreesboro, Tenn. _ 1913 1.024, D90 2,652 
~oIens\1ll8 Cooperative CJ8aIDel'Y Associa· Nol&nsvDle, Tenn... ____ '921 .... '52 300 

"00, 
~er Conat,. 

Assodation. 
Cooperative """"""'" 

Gallatin, TemL _______ ,.,. 222,017 .., 
Middlebury Cooperatiw"Craamery Com- Middlebury~ Ind. ____ "121 2, OM, ('l\li 1,750 

pan:F. Producers Creamery _______________________ Marlon, Ind. __ • ___ • __ ,m 2. ISf, 76S ',000 
Fanner.! ProdUI'l6 Association, w __________ Cmwfordsville, Ind ___ "'" 2,609,751 5,300 
Producers D&lry Marketlnl Association, Orleans. Ind. __________ ,oa, .... .,. 2,'" 

lnc, 
Fanners Marketing A!i8OOiatiOD ____________ ColumbUSt!tnd _______ 

"'" 3,394,122. 4,106 Farm Bureau CAl8JDery ____________________ Portlllnd. _________ 
'''''' 613.129 ',:») wt Central Cooperative Co., Inc _________ Rushvlll4l-, Ind ________ "". 2I}3,I42 .S{! 

['omtantine ('oopemtive Creamery ________ Constantine
M 

M leb ____ HH5 4,,'N1. S07 3.400 Coldwater Dairy Co _______________________ Coldwater, ich _____ 'llOO J.l8j,007 '.208 MarceUus Coop6!'6tive Cnwnery ___________ Marcellus, Mlch ______ 1m 475,845 ... Lawrence Creamery Co __________________ ._ Lawrence, Mich ______ ,m ...... , .... 
Fremont COOp61'8ti'V8 Cre&meB"; ~ ________ Fremont., Mich _______ , ... 648,464 350 
Grant CooperatfveCreame.ry 0 ___________ Orant, Mich __________ 1910 226,'" 225 
Farmers C'oopemtlve Creamsry Assoclstion. NBShvt1le, Mich ______ 1914 7ll8, '65 84. 
;t. Louis COOpenJtiV8 Creamery Co ________ St. Louis, Mich _______ 1915 1.419.fi89 1.»7 
Oairyland Coop&rative Creatlluy Co ___ . __ Carson City. Mieh.... __ 1925 1,:\10,612 La", 

Butter~ 
lat_ 
patron~ , .... 
Poundo 

311 ... 
1, !l28 

'10 ... 
""" ... .,. ... ... 
112, 

1,011 ,.. 
1,153 ,.. 
1,2M ... 

752 ... ... 
TotaJ __ • ow ______________ • ________ • _______________________________ • ____ 

2f,431.S44 I 3O,4i14 1== 
1 Butter per patron coneeted tnt' overrun. 

The Mid-West Association began operating in 1932, with an original 
membership of five creameries located at Columbus, Orleans, Portland, 
Middlebury, and Marion, Ind. Creamery cooperatives in Constan
tine, Marcellus, and Lawrence, Mich., were the next to affiliate, fol
lowed by those in Crawfordsville and Rushville, Ind. Still later the 
local creameries in Coldwater, Carson City, St. Louis, Fremont, 
Grant, and Nashville, Mich., and Atwood, Ill., joined; and finally 
during 1935 those in Murfreesboro, Nolensville, and Gallatin, Tenn. 

CORPORATE AND FINANCIAL STRUCTURE 

The association is incorporated under the Indiana Agricultural 
Cooperative Act (Burns' Ann. St. 1933, sec. 15-1601 et. seq,). It is 
",t up on a capital-stock basis. The common stock is apportioned 
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among member associations at the rate of two shares with a pur vRlue 
of $10 each for each 500,000 pounds of butter. or major frnrtion 
thereof, produced annually. ReadjllBtments in stock ownE'rsloip 81"1 
made annually to maintain this proportion. 

The common stock may be held by llBSOCiations of prod uoel'S of 
agricultural products only and it may be transferred only to suell 
associations with the consent of the board of directors. N 0 divid .. nd~ 
may be paid on the common capital stock. At meetings of the stock .. 
holders the holders of common stock are entitled to one vote for eaeh 
share of such stock held. An article of the bylaws provides that 
"this corporation shall not deal in the products of, or purehBBe supplies. 
and equipment for, others than the holders of its common stork." 
The board of directors is composed of 12 members who are eithe~ 
officers or managers of the member associations. 

FINANCIAL CoNDITION 

A condensed balance sheet comparing the financial oondition 0 t th"! 
close of business Ortober 30, 1936, and October 30, 1937, is sbown in i 
toble 2. 

TABLE 2.-CoNDENSED BALANCE SHEET OF MID-WEST PRODUCERS' 

CREAMERIES, INC., AS OF OCT. 30, t 936 AND t 937 

Oct. 30. 1926 Od. an, 14m 

Only a smoll part of the capitol necessary for the IIssociation's 
operntions is provided by capitol stock. Income, both for current 
operations lind for accumulations of capital, is derived from monthly 
dues assessed at the rato of one-eighth cent per pound of butter made 
by the member creameries. Except for small items of income derived 
from purchasing operations, these dues constitute the association's 
entire revenue. During the short period of ito operation, however, 
the association has found income from dues adequate to pay all 
CUlTent operating expenses and to provide a substontial balance e8Ch 
year. This balance has been allocated to the members' reserve 



MID-WEST PRODUCERS' CREAMERIES, INC, 

FlGURE t.-MODERN CREAM-RECEIVING ROOM OF THE FARMERS 

PRobuCE AssOCIATION, CRAWFORDSVILLE, IND. 

5 

Cream from patrons must be weighed, sampled, and graded in the receiving room. 
The cam are washed and sterilized before they are returned. 

accounts as " assessment reserves" on a pro-rata basis, but has been 
retained in the business for the purpose of building operating capital. 

From time to time the association has found it necessary to supple
ment its capital by borrowing from the Louisville Bank for Cooper
atives. The need for additional capital has arisen primo.rily from the 
supply-purchasing activities of the association. While the associa.
tion owns no warehouses, it carries some supplies at points conven
iently located throughout the territory. During some seasons of the 
year more supplies must be handled than at others, and at such times 
the financial requirements are correspondingly high. 

The association's other activities have not thus far involved large 
accumulations of capital. The nature and extent of these activities 
have been conditioned by the funds available, and a policy of expand
ing on a pay-as-you-go basis has been established. For example, an 
increase in fixed assets during 1936 was occasioned by the installation 
of laboratory equipment for butter analysis. 

SERVICES TO MEMBERS 

The primary objective of the organizers of the central association 
was to provide a selling service for the member associations. It WRS 
early recognized, however, that there was much preliminary work to 
be done before the member creameries would be in position to make 

64708---38--2 
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the best use of a central salt'S agency. Therefore it became the polio)' 
in the monthly meetings of tbe board of directont-where an unusually 
high percentage of the members have direct r<'presentation-to 80 pI"!. 
the activities of the overhead organization as to deal most 8UCC~' 
fully with the current problems of the member associations. As n('ell 
for new services appeared and as the older problt'ms were either sol veel 
or reduced to routine operations, new activities were taken on, Tbu •• 
out of the original desire for a sales agency has grown a numbpr o( 
servic~ designed to standardize the operations and the products o( 

the member creameries at a high level (fig. 1). Those servi.-('8 may 
be grouped as follows: Marketing seni.-e, supervision of productiol. 
methods, laboratory analysis of butter quality and composition. 
purchase of creamery supplies and equipment, attention to problerru. 
of public policy, reorgsuization of corporate and financial structUn!tl 
of member units, improvement of financial-records and cost analy". 

Marketing Service 

The association does not take title to butter or other products IOld 
for its members and makes no specific charge for its 8('lling service. 
Its marketing service consists of seeking advantageous outlets for 
the products of the member creameries and arranging tenns of salt 
which are subIuitted for acceptance or rejection by tbe members. 

Under tenns of the membership agreement the member creameri .. 
are free to do their own selling, and several have developoo diroot 
outlets to consumers or retailers without going through the usual 
wholesale channels. Even if the central association makes th, 
original contract, subsequent negotiations between buyers and mem~ 
ber creameries may be made without the assistsnc .. of Mid-West. 

One feature of the selling work has been to protect the memberar 
interests in the matter of overage requiroo in eneb tub by the buyersi 
This average has heen rOOuced in 3 years from as much 88 8 and 10 
ounces per package to 4 ounces per tub. As a result, approximatel, 
1 pound of butter in each 200 pounds sold in tubs has been saved ror 
the creamery, the value of which undoubtedly exceeds the total dUel 
paid. 

One important result of the marketing service has been to provid. 
the member associations with knowlooge of market conditions and 
available outlets. This knowledge has rOOuced the possibility of 
buyers' using the bids of one cooperative against another in such a way 
as to lower market returns. Furthennore, tbe pressure exerted upod 
prices by several creameries competing for local markets has beeti 
rOOuced by providing acceptable alternative outlets in other areas. 
Again, arrangements with financially responsible buyers who will tska 
the entire output of the creameries have relievoo the managers of th.· 
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local units of credit womes and the necessity of "jobbing" sma.lliots 
to a number of outlets. 

Supervision of Production Metlwds 

In supervising the plant operations of member associations, the ends 
sought are to increase efficiency, to improve quality and increase 
the uniformity of quality of each plant'. output, and to standardize, 
as far as possible, the quality of product from the sever.u plants. 
Wi th these ends in view the association has provided tecbnic.u pro
duction experts, capable of going from plant to plant ,and actuilly 
working with the operators on tecbnic.u problems. 

Laboratory Analysis of Butler Qualig and Composition 

Initiated as a check on the effectiveness of plant technique and 
closely related to work in plant supervision is the service provided by 
the associations' hutter-an.uysis laboratory. With present facilities 
and personnel the laboratory can handle samples of about 10 percent 
of each plant'. production (fig. 2). These an.uyses are adequate to 
give the operators a check on their operations and an indication of 
desirable changes. 

FIGURE 2.-CHEMIST ANALYZING BITM'ER SAMPLES IN LABORATORY OF 
MID-WEST PRODUCERS' CREAMERIES, INC. 

The laboratory furnishes a service which is of material assistance in the standardization 
of ,products manufactured. 

Sterile sample jars are sent out from the laboratory to the various 
plants at regular intervals. When the sample is received from the 
creamery it is tested for composition, flavor, yeast and mold count, 
e..'l:traneous matter, and pH 1 determination. 

The results of the lahoratory ane.iysis are returned to the member 
creameries in reports as illustrated below. The Mid-West stand-

I pH 15 the term appUed. to the bydropn·lcm OODCUlU'UioD, _bleb 15 • I1*oS1IA or Iadd1ty. 
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ard reHects legal requirements and market prerprences olld is thp 
yardstick by which the samples ore checked. With p<Jeh of thHl' 
reports is endoSPd a cri tidsm of sam pies and 8ug;restions fur im I'ro" ... 
ment, followed later by field service from the c<'ntrol RS8OCiation. 

LABORATORY REpORT OF M,D-WEST PRODUCERS' CREAMERIEO, he. 

Mld·West I 16.1 .,,.. 
.tandard 

Sample ConfU, Pet'l"ent Perrenl: 
2\0. lion mobtu .. rB' 

C-7 G_ Ul ZJ ...... 
''''' Uood ,a 311 ".:111 It' Uood .. U .. 80.1\7 

'" 
0_ 

J.'i.iM 8077 , .. 0_ 
III II 80.15 

l!i1J 
0_ 

Ilt 16 ..... 
'61 G_ Ut45 ..... 
);0 Good 16.22 80. r:; 

I 
m Good 16. 40 ".22 ,., Good I I"",' ... , 

I ••• J •• 
f ____ I y .... tanJ{ I I I ",'d Pett'lent Pert'f'Dt 

anl& cwd 

--'---1 ... nil! • ... .n • .... .,. • ... . ... • ... .M • 2 .• .M • .... ... • 2. .11 • ... .78 • 2.7 ... • 
-------

r,...,TMrY Sn. -
1)11'-; Apr. 2'. 1'»7. 

, , 
• 1 
I , , , 
1 
3 , i 

("ondltlon rerers: to metbod of obtalnlq: sampleJ and to the oondfUaD 01 the am,... on arrival at 1M 
LabotatotJ'in South Bend. 

9-10, Etoellent. 
11-26, Oood. 

30-110, YAfr. 
Al and o~er. Poor. 

A summary of all BRmples analyzed is made each month on a lonn 
similar to the one shown on page 9. This summary is prepared and 
distrihuted, 80 that individual creameries may compare their own 
achievements with those of other creameries. By comparing its own 
returns with the figures for the whole group, each association is ahle 
to check its progress toward the standards set up. 

The results of the laboratory tests are checked against operators' 
churning records, plant equipment, and handling methods. Thus, tbe 
pH determination becomes a check on the effectiveness of various 
neutrolizer methods and materials as well a8 upon the keeping quali
ties and general "character" of butter. Tests for extraneous matter 
in the butter are used in detennining satisfactory production methods 
on farms. Quantitative analysis on moisture, buttenat, curd, and 
BRIt content check the legality of the product, the efficiency of cburn
ing methods, aod the "shrink" in printing bu t ter by various proced ures. 
Yeast and mold counts are made as indications oC tbe effective"""" of 
pasteurization and general sanitary conditions in tbe plant. 

PUTc/uJse oj Creamny Supplies and Equipmmt 

The association is able to make substantial savings for members in 
the purchase oC creamery supplies and equipment through buying and 
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~fONTHLY SUMMARY SHEET OF BU'ITER SAMPLES ANALYZED 

DISTRIBUTION OF SAMPLES ACCORDING TO Mn.K FAT CONTENT 

Fatoontent 

9 

~,~~8n 179.~79.99I80,0-80.49180.s-so.99181.o-SIA,) lover 8U;9 

Perce:l:t or SlUDple:;. 

r~:::::::::::::::::::;:::: : :::::: :::::::::::::::: ::1:: :: :: : :::::1 :::: . :::: :::1::: ::::::: :: i::: :::::: ::: 
DISTRlBUTION OF SAMPLES ACCORDING TO MOISTURE CONTENT 

Moisture content 

~S~:1U1 !lS.I}-lU9 115.5-15.99!16.O-lfU9116.5-16.99!17.G-17.S ! Over Ii,S 

Percent of samples 

i~~::::::::: :F:::::::::::I::::::::::::I:::::::::::I::::::::::::I::::::::::::1::::::::::::1:::::::::·:: 
DIST~lBUTION OF SAMPLES ACCORDING TO SALT CONTENT 

Le.. ,ban I I.' 

Salt content 

Percent or samples 

r;:'ib::::::::::::::::::::::::I::::::::::::::I::::::::::1::::::::::::1::::::::::::1::::::::::::1:::::::::::: 
DISTRlImTtoN OF SAMPLES ACCORDING TO CURD CONTENT 

Curd content 

t:nderO..3lj OJ!O-O.39 I 0.46-0_"4 I 0.60-0.811 1.0.00-1.00 Il.~~ 

Percent or samples 

~f"r<.'h. __ ..... _. ___ ............. . 
Aill"iL ...... _ ......... ____ ....... __ .... ... :: I:::: :::: ::::1:::: :::::::: I:::: ::::::::1::: ::: :::::: I::::: ::::::: 
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transporting in large quantities. Of equal importanc'(! is the advice 
and assistance rendered in the choice of materials .and equipment to 
assure quality and standardization of product. 

Machines for eliminating some of the objootionable flavors and 
odors, which are traceable to the condition of cream from which the 
butter is made, have been installed by several of the member crenm
eries. These machines are also flash pasteurizers and have the effect 
of speeding up plant operations and reducing required facilities for 
cream handling. 

Aside from general creamery supplies, wrappers, and packages, th" 
association purchases cans and creamery equipment. A speeial 
feature of the purchase program is to supply the member units with 
cream separators for resale to patrons. Separators are purchased in 
carload lots; 1,188 machines were handled in 1935. 

Public Policy 

Both in Indiana and Michigan, the Mid-West Association is an 
importa~t medium through which the cooperative dairy industry may 
be represented in matters of public policy. In industry programs 
BUch as the quality-improvement campaigns of recent years, repre
sentatives of the association are able to speak authoritatively for the 
organized dairy producers. The association works closely with 
general farm organizations and the State agricultural extension 
service in providing information and furthering the education of 
producers along cooperative lines. In national policies amd programs, 
the association is represented through its membership in the National 
Cooperative Milk Producers Federation, an organization of 60 c0-

operative dairy associations marketing the product of more than 
300,000 dairy farmers. This organization has headquarters in 
Washington, D. C. 

Reorganization of Member Units 

Creameries which do not qualify as cooperatives under State or 
Federal statutes may be admitted to associate membership in the 
Mid-West association. They pay dues and receive the benefits of 
membership, except that they may not hold common stock and share 
in control. These associations are then given advice and assistance 
in reorganization so that they may become fully quo.lified member 
cooperatives. Several of the present members have received such 
assistance. 

Analysis of FinanciallUcords 

One of the important objectives of the association's service is the 
reduction of plant costs. In order that these might he studied more 
carefully the association has sponsored a cost analysis hy a firm of 
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accountants and auditors. This service is provided with no direct 
additional cost to the members. The first step in the cost analysis 
was to provide the member creameries with a standard classification 
of accounts from which comparable data may be drawn. Not all of 
the member creameries have as yet adopted the standard forms, but 
enough have done so to indicate that desirable results may be obtained. 

For those associations which keep sufficiently detailed cost data 
the accountants provide, for comparative study, cost analysis reports 
and a summarized report similar to the following: 

"CoMPARISON OF OPERATIONS" REpORT FORM OF Mm-WEST PRODUCERS 

CREAMERIES, INC., 1935. 

c_ 
o_ 

Ac ....... p""",", Yanulae- Selling Adminis-
Xo. Sl'Uicg per pound Proou .... 

turil~ and de- tIs=r It:'!OOO! butter ment per livering utter manufae- pound ru,,,,, pi!:rpoo.nd uller lured butwrfat ma1)uta~ butter manufsc-"""""", lured "',. tured 

1-. ___________ 2 .. ,.., , .. """ • Q. 0139 3 o.OlSS .. ------ • 0. "'71 2t ____________ 

~ . """ , . """ • .0413 • . """ " 0 .000D 
3. ___ • ______ ._ .::'59 , ."''' 2 .0106 • .0)79 0.0033 , ..... 
4. ____________ • .2731 • .2739 7 .0271 , .0140 .. .----- , . ..,. 
S .. ___________ • . "'" • ..... ", ~Oi20- -. ~oj9i- -- ------ --
~::=--.. ------ • .2S2S • .- ------ , • 00Il4 " 

--------- • .2S30 • .2S53 • . ..,. 8 _____________ • _ 2715 8 .2151 • .02J.t Dl ____________ 3 ..... • .3163 , ...... 
A"O"ragl' ___ -j"_ .2iD2 .. . -.. .0174 

1 Sold quantity (II SWM cream at. premium. 
t Proeuro wbole milt as "-ell85CN8JD. 

• .om .007' 2 ..... 
0 .112i'3 • .- S ,0100. , .- , .- S .-
.. ,0011 .. ..... .. . 00Il4 

Net 
."..,.,... 

Total """ ~ 
~l:rfut butwrfai 

"""""", --
3 .. 00II2 3 0.3.135 • ,0870 • .3H8 , .GO" • .-• .0S56 • .,... 
• .6516- • ..... • ... '" • .3100 , .003'/ 7 .-8 .08:11 • .... , 
• .ll62S , .333' 
. . . .... . . ..... 

From these reports, the individual associations can determine 
wherein their costs appear to be out of line with similar items for 
other plants, Then, with the help of the accountants and service 
rendered by the central association, they can take steps to reduce 
such costs. In the same way, low costs on particular items serve to 
direct attention of all associations to methods used in obtaining them. 
The break-down of costs tends to emphasize the importance which 
the assodation places on efficient operation of the local creamery. 
A careful study of cost does much to explain why these creameries 
have grown consistently in volume of product handled. 

Actual accounting procedure and audits are entirely under the 
control of the local units; the association acts only in an advisory 
capacity. For this reason, there is considerable variation in the type 
and adequacy of the accounts kept. However, the establishment of 
uniform practices in plant operations, the use of common product forms 
in recording those operations, and the use of standard classification of 
financial accoullts should improve the general character of records kept. 

It will be seen from the foregoing discussion that the activities of 
the Mid-W I'5t Association have been concerned primarily with sales, 
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plant operatioDs, and public policies in which the members have. 
common interest. Except for general arrangements concerning tradt 
areas tbe member creameries bave larg .. ly been lett to their own devit'et. 
in working out their producer relations and cream-procuremt'n! 
problems.. This situation is to be expeclro in an organization thi 
members of which are scattered over a wide area and which opr-rak 
under a variety of production conditions. 

Before study of the various cooperative problems can be mad •. 
it is necessary to understand the conditions of production and th!' 
general cho.racter of the dairy industry in the areas where the marobl!!' 
creameries operate. ' 

CONDITIONS OF DAIRY PRODUCTION AND 
MANUFACTURE IN THE MIDDLE WEST 

T HE SUCCESSFUL cooperative creamery must adjust its operar 
tions to the economic conditions in the territory in which it ope~ 

ates. It is important, therefore, in analyzing the operations of tht 
Mid-West Producers' Creameries and in appraising tbe efficiency of 
its member associations, to investigate milk production in the area 
they serve. Likewise, it is necessary to understand the type of com,
petition, market outlets, and method of collecting butterfat in the 
trade territory. 

PRODUCTION IN THE AREA 

The first prerequisite for the successful operation of a creamery ie 
an adequate production of butterfat. It is readily apparent from 
figure 3, which shows the location of the member associations of the 
Mid-West Producers' Creameries, Inc., and the 1934 density of milll 
production in its territory, that milk production is much heavier ill 
southern Michigan and northern Indiana than in southern Indiana, 
east central Illinois, Kentucky, and Tennessee. Production in both 
of the former areas runs as high as 25,000 pounds per square milt 
annually, while in the latter areas densities of under 10,000 pounde 
are the rule. 

For purposes of more general comparison, it may be noted th",. 
density of production in southern Michigan and northern Indiana ia 
much the same as in northern Iowa. However, Michigan and Indiana 
together have but 3 counties in which production exceeds 20,000 
pounds per square mil" annually, while 44 of Wisconsin's 71 countiee 
and 14 of Minnesota's 87 counties exceed that figure" 

Another factor of importance to the organization of the dairy in
dustry is th" trend or stsbility of milk production. There has been. 
slight increase in milk production in the last 10 years in the four Stare, 
comprising the Mid-West Association's territory, but the variationt 
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a.re much less than those in the more intensive dairy States of Iowa, 
WISCOnsin, and Minnesota. These changes in production from year 
to year affect the operation, particularly the plan of procurement, 

Improved roads and truck transportation have made it possible to 
assemble butterfat by the truck-route system from much larger areas 
than could be covered under dirt-road transportation conditions. 
Locol creameries now operate in areas where production is so sparse 
that formerly only cream stations could be operated." 

In centralizer territories served by the cream-station method, good 
roads and increases in milk production have worked together to cause 
an expansion in the number and size of loca.l creameries. Improved 
transportation has made for fewer and larger creameries; but increased 
production has a.Ilowed many sma.ll creameries to maintain themselves 
or even to increase volume somewhat, even though they receive a 
lower proportion of the totol butterfat produced in their areas. 

Under conditions of reasonably stable production, additionol but
terfat supplies were not forthcoming to offset the effects of improved 
transportation. In Indiana production was not concentrated and 
the cream-station method of buttsrfat procurement was olmost uni
versol until roq,ds were improved. Mter the roads were improved 
truck-route procurement was developed. From the data in table 1, it 
is evident that all of the Indiana cooperative creameries included in 
the Mid-West group Were organized after 1920, and over holf of tliem 
after 1930. Thus organization was approximately coincident with 
the increase of improved highways. 

In Tennessee the creameries, for the most part, are located in the 
centrol part of the Stata in sma.Il va.lleys which were formerly semi
isolated. Most of the creameries, both independent and coopera.
tive, were started prior to 1920, when their very isolation tended to 
assure them 8. volume of business. Improved roads and modem meth
ods of transportation have made them readily accessible, but they 
have also brought the encroachments of truck routes from "outside" 
creameries. As 8. result, severol of the sma.ller creameries have closed 
and others have lost much of their patronage to the stronger associa
tions. 

Michigan has been considered a dairy State over a long period of 
years and as such has 8. number of creameries organized before 1900. 
These early creameries were operated on a strictly ''loeol community" 
basis. With the improvements in transportation after 1920, some of 
the creameries rapidly expanded their trade areas and their volumes of 
business. The resnlt has been a very wide range in size of creameries. 

I 'i'he. cream statiODS- ano part of th5 system In which & centraHt.er enamery operates. or oommissioDl 
others to opemte cream·buytnr _tiona at a number of points.. The purcb.BSeS at the varloua stations are 
tbell'<oentnillzad" at tbecreametYbyraUor truck. SaeStitts,. T. G. and. LauehliD, O. 0 .• OBOA.NlZA.'ft01f 

~ OPBUTING PIlOBLBU 01' )r(&BBUU OOO,fBllJ.Tl\B ('RE!MERR!. Farm. CredIt Adm1nlstmtion, 00-
opero.tiveDlvls!onBun.ll~68pp~ruus. 19a7. P.5. 

64708--38-3 
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Many of the smaller ones were forced out entirely by those who .... 
expansion gave greatly improved ('ompetitive strength. 

DISPOSAL OF MILK PRoDucED 

In much of the Mid-West territory dairying is e. side-line l'nter
prise on the farms and, as a result, the density of butterfat production 
is low (fig. 3). The percentage of grOM income derivf'<i from milk 
varies widely but is lower for Indillna, Kentucky, and Tenness~e than 
for Michigan, Ohio, and Illinois (table 3). The percentage is low for 
the whole area when compared to New York, Wisconsin, and Vermont 
where dairying is a dominant farm enterprise. 

Milk produced may be disposed of through a variety of channels. 
It may be used on the farm as food for the farm family, made into 
farm butter or fed to calves or other livestock; or it may be retnil~d 
directly to fluid-milk consumers, sold at whol .. ,snle for use D8 fluid 
milk, or sold either as whole milk or cream· for manufacture into a 
number of dairy products. The production and uses of milk in· 
Michigan, Illinois, Indiana. Ohio, Kentucky, and Tennessee for the 
year 1934 are shown in tables 3 and 4. 

TABLE 3.-PRODUCTION' AND DISPOSITION' OP MILK IN SELEaI'ED 
STATES, 1934 , 

nem Mfchl- nUno"l Indfsna OblQ 
J{Pq- T811n .. , .. Lucky -

1,fXJfJ 1.000 1.000 1.000 I.()IJ(J 1/100 
Total produetiOD... __________________ _rub _n", _rub POUlllJ, pound. ,.". ... 

4.,012 ",9oI;ft .. - t."" 1.7'2 I. "" ----tsed on tnrmlL ___________________________ m 1,061 MB ... IIOf ... 
Retal.led by ~Uf:lI!n_ 0_' ___ • __ • _________ 

"'" <IS 213 "I ... '" Bold for flui US6 (residuaJ) ___ • ___ . ______ ._ 1130 J. a.'jJ :1M 70f 100 113 Manu!flct.ured. ___ • _____________________ 0_ 

20017 2, 132 I .... 2,010 • 27 t .. - ~. ButtPr ________________________________ I. ,.,. 1,4111 I .... I .... ..., .,. 
Cheese ____ 0 __ • ________________________ 

100 1118 ... on .. .. Evaporated and condensed ____________ 210 27. ". :U. '" '" lee cream and other ___________ • _______ ,.., 1 .. .. UIIl 11 27 

P~tage of totRl productIon: Pn~nU """'" p""", P,,,,m Pntl!nl --Used on t'll'Ill..'L _. ______ Eo. _. ______ • ___ 19.9 21.2 21.1 .... ... "'.1 Retailed by l::!Ucer:!L. _______________ 7.0 0.' 7.' .. s .• ... Sold lorfluf U&IL. ________________ •.. _ .... 27' " .. 11 2 ••• 1,7 Manufactured-____________________ •• _ .... .. .. .... 41U :/B. 3 ,,", . 
-

18ourell'!: Jln.K EQVlVALENl or noDUCTIOJIi OP1fA1U.TPACTURJ::P DAIRY YaODCtrTB BY HA'f'U, IOU. fPmC'
esscd·1 U. S. Depsrlment of A~icultUTC. Bureau 01 AlUlcuJtural Economic.; and !'&A.BOO&: C1r Mlal
CULTURE, U. S. Depart:meDt of Agriculture. lil35. Table.188. 

TABLE 4.-USES OF MANUPACTURED MILK All A PERCENTAGE OF TOTAL 

MILK MAN'UPACTURED, SELEaI'ED STATES, 193:4 ... " 

Item 

utter __ . ________ ._. ____ . __ . _ .. ___________ 
·heese ______________________ .•• ___ •••• ____ B 

C 
E 
I 
• vaporated aDfI c:;;Ddensed __ • ____________ 
cecream and other usee .. __ . ______ ... ___ • 

All milk manuhd_ured. ___ • _____ . ___ 

MI_ nH .... 

Pl'Tunl P""",, 
1b.a .... 
5.1 .. a 

10. 1 J2.V' 
•. S •. 3 

100.0 100.0 

I"dlana OhIo Ken-
tuck,. -- Pnunl p",nl n. 73.' 74. f) 

12. • t., •. t 
7.7 12'.3 1',-3 
2.7 .. , a., 

100.0 j I(J1O' 100.0 I 

-
Tenn .... -
peruttl .... 

H.' 
UUI ", 

100. 0 
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GALLONS OF MILK PRODUCED PER SQUARE MILE. 1934 
IN MID-WEST PRODUCERS CREAMERIES TERRITORY 

' .. 

G ALLONS PER 

o Less tho. 5.000 

SQUARE MILE 

Pi'!! MOO - 9.999 

~ 10.000 - 1".999 
• 15.000 - 19.999 

_ More than "0.000 

F,GURE 3. 

_ 20.000 - 2".999 

~ 25.000 - 29.999 

IIiI!IiI 30.000 - 34.999 

• 35.000 - 39.999 

• 
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FARM CoNSUMPTION OF MILK 

In Michigan, Illinois, Indiana, and Ohio aroulJd 20 pe",I'nt of the 
total production of milk is used on fanns; in Kentucky and Tenn ........ ~, 
between 50 and 60 percent. These figures serve as an indication 01 
the size of herds, since the smaller the herd the higher the percen tagE 
of production used for farm purposes. It is also an indication of the 
extent to which the dairy is maintained as a source of cash in("ome, 

The difference between cash income and gross income from milk 
(table 5) is further indication of the quantity of milk used on the 
farm. The cash income from milk is approximately half of the gr0811 

income from milk for Kentucky and Tenne ... oo, from 80 to 85 p"rren t 
for the rest of the Mid-West territory, and over 90 percent for \ViA
consin, New York, and Vermont. 

The place of the dairy enterprise in the entire farm operation and 
the extent to which the dairy production is for commercial BIlle, 
rather than for the subsistence of the farm family, have importan t 
implications in creamery operation and particularly in cooperative 
creamery operation. Support of a cooperative organization is mORt 
apt to be forthcoming when the income from products handled by 
the cooperative forms an important part of total farm income. Fur
thermore, when the product sold is simply 11 surplus over the farm 
family's needs, little attention may be paid to getting the maximum 
market returns from it. 

TABLE 5.--GROSS FARM INCOME AND INCOME FROM MILK FOR SELECTED 

STATES, 1934 I 

0_ Orelllln- C"UbtD- pmoentAReorl~nllW!eOr 
Sta .. 'ann come from come ftom JrrOIUIIDCOm8 tmlM mUk in--

JncQ~J milt: mllk derived ftom OOIDflITlir-eJved 
mllk 10 CIIIb 

1,000 dOl!OT6 1,fJfXJ 4oIla,~ IJX)O 40114" Penml p,,-Mteblpo ___________________ e. ___ . __ 0 __ 

178,324 M.9.~ ... "'" 31_ 7 .... Illinois ~ ~ ____________ •• _____ • __________ 
....... 1 ...... ".2113 . ... .... Indl8IlL ______________ • ________________ 
2011,'" ...... 33.2fi2 Ii. 8 .... Ohio. _______________________ . _____ • ___ 
249 •• 25 64,3D! ..... , .... 81.& Kentucky _____________________ . __ 0 ____ 

143.179 24,'" 13,111l 17.3 .... Tennessee ____________________________ • 
141,578 19,002 O,lI28 ,'" .... Wisconsin. ____________________________ m.1m 113, 5fU5 1fJ1.MIft- .... ".7 New York __________________________ .. "' ..... 121,422 JI2.aO'l .... .. .. Vermont ____________________________ 
34, an 21,641 ~316 .... .. ,' 

J SourClt: C&OFS UD IU&I&1S, U. B. DelllU'tment of Apiculture. Bureau of AjrleuU.ural Ecoaomb. 
July 11136-

27S crops and 13Jlvestock ltemsoombloed. 

MARKET OUTLETS 

The cboice of market outlet is influenced by considerations of price 
and accessihility. In large mellSure milk is interchangeable in its uses 
so that the prices of milk going into various channels must be inter
related. From time to time there will be lags in the alij ustment of 
prices for different manufactured dairy products. 
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Less than 10 percent of the milk in the four States is retailed by 
producers. This type of outlet is available to a limited number of 
producers because to take advantage of· it the producer must be 
reasonably close to some town or city. Producer distribution is 
typically a smail-town phenomenon. As a city increases in size and 
its milkshed is extended, the increased difficulties of individual pro
ducer deliveries make larger-scale operations advantageous. 

The percentage of milk sold at wholesale for fluid purposes varies 
widely among the States, depending upon the relation between total 
milk production and urban population. Even though Indiana, 
Kentucky, and Tennessee h •. ve lower total production than Michigan, 
lllinois, and Ohio the general dearth of large cities in the former States 
gives them very low percentages of milk sold for fluid use. 

Alter the demands of the farm itself have been met and all available 
markets for fluid milk, either sold wholesale or retailed directly, have 
been satisfied, the balance of milk produced must find its way into 
manufactured products. For the six States comprising, or contingent 
te the Mid-West territory, the percentage of teta! milk going inte man
ufactured products varied from 28.4 percent in Tennessee to 62.5 
percent in Indiana. 

The location of facilities for handling the major manufactured dairy 
products (butter, condensed and evaporated milk, and cheese) are shown 
in figure 4. In most areas producers have alternative outlets for the 
milk which must go into some manufacturing channeL Creameries, 
cheese facteries, and condenseries are interspersed over the whole 
area. 

Under such conditions a number of factors affect the producer's 
choice of market outlets. The highest net return in money at the 
farm is his economic objective but this objective may be modified by 
considerations of convenience, the use of family labor, or established 
trade connections and farm practices. 

Most, and until quite recently, all of the creameries of the Mid
West area were organized on a cream basis; that is, the butterfat was 
received in the form of farm-separated cream rather than whole milk. 
When choosing between the condensery or cheese factery on the one 
hand, and the creamery on the other, the producer's first decision was 
whether te sell cream or whole milk. In this decision he had to 
balance the advantage of a high whole-milk price at the factery against 
bighercosts of transportation from the farm to the factery and the loss 
of the skim milk from the farm. 

When farm management practices and enterprises have been organ
ized by the producer te utilize skim milk on the farm, the price advan
tage in selling whole milk must be considerable to induce him to shj1t. 
This is especially true in areas such as the one under consideration 
because of the general farming or diversified enterprises on most 
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LOCATION OF PLANTS MANUFACTURING 
DAIRY PRODUCTS. 1936 

TYPES OF PLANTS 

• Butter find C omhined 8 utter 

find Cheese 
FIGURE 4. 

.. Conden .. ry 

• Mid- ~.t 
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f8.l'lDS. In the words of one creamery manager, "Competition from 
whole-milk buyers is no problem with 38-eent butterfat and $lOhogs." 

Net returns from eondenseries, cheese factories, and creameries are 
thus kept in rather close agreement except for short-period variations. 
Consequently the proportion of total supplies going into the various 
manufactured products was rather constant for Michigan, Indiana, 
Illinois, Kentucky, and Tennessee during the 1929-35 period (table 6). 
The only product showing wide fiuctu&tions is ice cream, the volume 
of which in all the States appears to have been closely related to 
genernl business conditions. The volume of ice cream, however, is so 
small a part of the total that increased demands for it were not of 
major importance in affecting the creameries except to provide a 
firmer demand situation for the whole field of dairy products. 

TABLE 6.-MILK EQUIVALENTS OF PRODUCTS MANUFACTURED FROM MILK 
IN SELECTED STATES, 1929-35 1 

Item '929 '030 ,." 103' 1933 193< 19,. 

Miflion MUlioo MiUhm MiUitm Million Mtllion MiUion 
lUC'KmAli POU1ltU pou:nd& pwmU pou.ru!.t pound! pounda pound" 

Butoo.r •••• _ •• __ • ___ ........ _______ 1,297 1,348 1,546 1,608 1.629 1,564 1,5M 
Choose _________ .. _____________ • 94 81 86 73 {is 106 120 
Condemedandevapomted.____ 221 201 202 196 m 210 236 
lceC1'1!am______________________ Zi7 203 1M 152 141 162 201 
Other__________________________ 11 22 13 2.S 24 36 29 

Total-----------------.--,=.;;I;;; ... ~IF=.;;I.;; ... ;;;"IF=.;; .. ;;03;;;.+~2.;;OM;;;,,11=~.;;2.;;";;O;"I=~2,;;07;;;8;,,1==;;;2,;;;.;"" 
INDIANA. 

Butter __ •••• _ •••••.••••.• __ •• __ 1,167 1,178 1,200 1,406 1,429 1.~ I,m 
('heese _______ .• ___ ._._. __ ••••. _ 97 lit 141 141 Ift7 .. _ 212 
('oDdensedandevapomtmL •• _. 159 212 160- 145 132 143 153 
100 cream_ ••• ___ ..... _______ .. _ S2 76 61 t6 45 50 68 

Other-·-···-··--·--······----·-I_~~'+_;_='O+__c='I+__,_='O+__,_='O+__,__=1~1--;--;;;;i2 
Tota) -.. --.--.... ----.. _ -I~~':;;' 5OO;;;'1~~1:;;. 580;;;'11=,,;1;,;' '''';;;'If='';':';' 7';;"~I=~I':,;17,;;a::I=~I;,;. ""';;;'I~d,;I.;;;;:SOO 

1..."._ 

~===:::::::::~~~:~:::~::::= 1,~ l,~ l,~ 1'1: l.~ 1.t~ l,:i 
CondenstdBndevapomte<L __ . 262 220 223 tiO 270 m 287 
loocream ____ .• __ •••••. _ .... ___ 365 ZH. 211 111 156 182 183 

Other .. _.---.--.• -•.. -•.•.... '-I_~~I~' _I-~~''!.' -I-~~I;.. --;-;;;;;"+-;---;;;;.,,1--;;';;"+-,.,.," 
Total ••• _ ••••.•••. _ .... __ I=.;.;;,;;II;;; •• '='~...;;I;; • .;; .. ;;;;;~'=II~~I • .;;..,;;5=1~~I . .;;.53~=,;;I.;;;.,.;;, ;,,'='~ .. ;;1;;;";,,1==2.=171 

XElfTU{"KY 
Butter •••• _ ..... ___ ... __ ._____ W S24 336 365 tori 390 4(M 
Chees& ... ____ . __ ..• _________ •. _ 12 17 19 25 81 34 48 
Candemed and evaporated_ ... _ 51 54 57 11 14 86 102 
Ioo<'reaIIt_ ... _ ....... _____ ... __ « 31 22 11 10 17 2t 

Other .------ .. _--.... ---..... _ '1_-.",;'.1--=' :_-,"'1+_-=.+_-=2~1_-=1-1_--;i;2 
T.t.L_ .... __ .. __ .. __ . __ I==:::: ... ~I=~"';;,I.=.;43:::.~I==.;: ... ~=~627;;",I~=;;":;;..~=~511;; 

'lENN&S!'lEK 
Butter •• _ •.. _ .• __ .. _ .. ___ ._____ 313 Zlf5 262 28S 3M 
Cheese •...• __ .•.• _____ . __ .• _.__ 22 23 24 27 30 
Condensoed. and evaporated.____ 99 98 79 ';6 85 
leeeream. __ •. _ ..... _ .....• ___ . 3D 26 "23 19 HI 

27' .. 
86 
2.' , 

278 ,. .. 
2Q • Ot.her_ .. _____ .. __ .. ____ .. __ .. __ I_-~O.I--.,,;.' _~~2~1--_=.'_I--..,.;.. 

TotaL._. __ .•...• _. (M 423 302 413 Ul ~~ 

1 Bouroo: KIL .. BcQUlV.\l."KST or PRonucnolf or :W:ANU7ACTttBBD DAlBY PRODut."1'8 BY STATES. 1929-35-
[Proocssed.) U. S. Department of Agrlcuit.un!l. Bureau or Agricultural Economies, 

There has also been a noticooble increase in cheese productiol!l in 
most of the States. This product, too, uses 8. small part of the total 
milk, but where the State increase has resulted from new cheese fllC-
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tories in particular areas, such as soutbwestern Indiana, it bllS pro
vided a serious problem for ereruneries in those arellS. 

For the most part, however, there have been no major IIhifts in 
production of the various dniry products. About the same proportion 
of milk produced continues to be available to creameries for manu
facture into butter. The major changes have taken place within the 
creamery industry itself. 

A development within the industry which is not disclosed by tho 
data of tbe previous tables is tbat of the increased use of milk by
products in the creameries and the shift from cream to whole milk 
deliveries to take advantage of profitable outlets for those product ... 
The chief products of tillS change are powdered skim milk and pow
dered butternU\k. The annual production of these products for tho 
United States and the Midwest territory is shown for the 1925-36 
period in table 7. 

TABLE 7.-ANNUAL PaoDUCTION OF POWDEIlED SKIM MII.K AND BUTI1tR-1 
MILK FOR SELECTED STATES AND ~"HE UNITED STATES, 1925-36 I I 

Item and year 

I'OWD&llED SKUI :WILE 1921L __________ • ___ w __________ • _____ ow. ___ • 

1926 ••• _____________ •••• __________________ _ 
llI27 __________ w _________ 0_'" _ •• " _____ • ____ _ 

192~L _________ • " ___ . ____________________ .w. 
192iL __ ••. ________ • _____ . 0, _ •••• __________ _ 
193(L _____________________________________ _ 
1931. _ •• ______ ... _. _______________________ _ 
1932 __________ • ___________________________ _ 
1933 _____________ " _. ________ . _. ___________ _ 
1934 _______________ ~ ________ . ____________ . 
193IL _______ • _________________ • ____ . ______ . 
1936 ____________ • _. ______ . ________________ _ 

BU'l'TERHtLK 1925 ______________________ .- ______________ _ 
1926. _________ • _______________________ . _. _. 
1927 ______________________________________ _ 
1m _______ • ______ . _______________________ _ 
1929 __________________________________ • ___ _ 
1930. __ . ___ • __________ • _____ • _. ___________ . 
1931. _. ___________ • _. __________________ . __ _ 
1932 ______ • _____________ . _. _______________ . 
1933. ________ • ___ ._. _. _____ • ______ •. ______ _ 
1934 ____ • ____ •• _______ . ___________________ _ 
1935_ •• _ .. ___________________ • ____________ _ 
1936. __ . ____________ • _____________________ _ 

Mlehigan 

lim _ ... 
'. "'" 9,QQ4 

11,672: 
14,245 
".364 
24,313 
22,1102 
21,619' 
22, 131 
Ti,17r. 
'11.260 ".737 

• n 
8M .," 

I .... 
J,678 '.283 
2,32.1 
2,19ft ...... .... , 
2._ ...... 

Illinois 

.. 
211 

"'" 6 .. , .. 
72R 
lIM 

1.07lI 
1,174 
I. '171 
I .... 

'" 

Indiana Tcntn'llflOO 

2lf1 
715 

1,313 
1.3.~ 
I ..... 
2,1"1 1._ 
1,1,1)2 
I ..... 
I ..... 
1,320 
1,630 

.. ,., 
I •• • 
3 

I ... 

f1nfUod ...... 
I."'" _ .... 

1a.3J1 
VI,7111 

11K. 121 
141.W8 
:ali. f'rn 
2J\IlJ. /j-;-,~ 
2f\1.9M 
'riO,JM 
2KIl, H. .... .... , 
200. f<OO 
3411.660 

. 

20. Uti ' 
3J.d7JI "' ... ... '". M.2U 
M.Nt.! 
W. 5a.~ 
411.112 

"."" ...... 
49.1tZJ 
!O.1!U , 

I Source: U. S. Department or Atulculture, Bureau of Agricultural Economhs. vaY' 0& POwz,&a&p JIlL" 
STATnl'llCS. February 193.7 (mlmeographed). ~ 

It is appa.rent that production of milk powders during the period! 
increased rapidly, particularly during the periods 1927 to 1930, and i 
19~4 through 1936. Between 1930 a~d 1934.production d~lined.l 
It IS further apparent that the productIOn decline or stagnatIon was j' 
more pronounced for the Midwest States than for tbe country lIS a 
whole. Explanation for this may be found in the combination of I 
powder prices and ready alternative uses for skim milk in the Mid- J 
west area. 
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The relation between milk-powder prices and production in the 
four Midwest States during the 192&-36 period is shown in table 8. 
There was a continuous decline in powder prices from 1926 to 1932, 
but through 1930 the prices, though declining, were sufficiently high 
to induce the installation of more drying equipment. Prices for 
skim milk were high enough to cause producers to shift from cream 
to whole-milk deliveries. 

TABLE 8.-MIut-POWDER PRODUCTION AND PRICES IN INDIANA, ILI.INO.., 

MICHIGAN, AND TENNESSEE, 1925-36 1 

Yeor 

1925 .•• ____ •• ___ • ___ ". __ • ______ • _____ • ___ ." 
1926... ____________ • ________ ._ •• ___________ _ 
1m ___ .. __________________________ .. _____ _ 
1928. ____ •••• __ • _______ • _______________ • __ _ 
]1<29. ________ • ____________________________ _ 
1930. _______________ • __________________ ••• _ 
193L ________ • __ •• ______ • _______ • _________ _ 
1932 __ . _____ w •• _____ ow __ • ___ •• __ • _____ •• __ _ 

1933. _________________ !.: ____________ . _ .. __ . 
1934 ___________________________ •• __ ._. ____ _ 
1\13.5. _. ____ • ______________________________ _ 
1936.. _________ • __ ._ •• _____________________ • 

Skim-milk powder 

1,IJOO 

Prl .. 

"" pound 

pounh Crnt. 
7,'" 1:2.006 ----iO~M-

14,m3 9.28 
ID.ZSS 8.. 72 
30,025 8..02" 
35.331 -Ii. 72 
3.5,.963 4.24 
33,32<1 3.87 
33.,.M1 ,0.13 
40,056 ~.3'l 
38.33t &. Vi 
47.037 8.28 

Produe- Total Pri.ae 

"'" pound 
tion produo-

index J tion 

Fa"", .. .. 
S2 
74 

no 
129 
13' 
122 
'23 
'<6 , .. 
'62 

1.1JOO 
"..,..,. .,.... 

I, HiS _________ _ 

1,791 8. 72 
2,574 8.48-
3,.'71 7.26 
S. 851 6. ss-
&,.2204 8.65 
4.871 3.64 
&, 187 8.35 
5-,130 4.M 
6,.922 4.28 
6,136 4.M 
5,645 7.05-

-tion 
index t 

Fa .... 

'" .. .. .. .. 
130 . ., ... 
IZ1 
147 
IZ1 ... 

t Complied from U. S. Department or Agriculture, BlIRElu of AgrWultural Eoouomlcs. DRY OR FOWD.EB.&o 
lIJLK 87.l.l'lSTlCS. February 100-7 (mlmoograpbed). 

~ Index witb average lor period. as 100. 

The situation in 1931-33 (teble 8) illustrates two points. First, 
production tended to lag behind price changes. That is, production 
continued high in 1931 although prices had fallen to low levels, and 
continued low in 1933 after prices had advanced. Second, there was 
a marked difference in the reaction of skim-milk powder and butter
milk powder to the price changes (fig. 5). After buttermilk-drying 
equipment has been installed the production of powder tends to be 
proportionate to the production of butter, since the only alternatives 
to making the buttermilk into powder are to sell the buttermilk back 
to farmers as fluid or to dump it. In the case of skim-milk powder, 
on the other hand, the volume depends upon deliveries of whole milk 
by producers. Unless prices are satisfactory from the producers' 
point of view they may sell cream and retain the skim milk for use 
on the farm. In general farming areas such as that in which Mid
West operates there are resdy alternative uses for the skim, and even 
duriog the period of low prices, farmers can use the skim milk to better 
advantage at home. However, after plants have been committed 
to whole-milk operations and producers have changed their farm 
practice to sell whole milk, there may be considerable lag in the slWt 
back to cream. 

64708·-38---4 
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FIGURE 5 .-EQUIPMENT POll DRYlNo SKD( M,L" AND BUTTEIlMILIt 

Efficient creamery operation requires that all byproducCi be manu(actUl"ed. Drird 
Wm milk and buttermilk have been profitabl< oulle ... 

The tendency of the effects of high prices to cause overexpansion of 
drying facilities has in the past resulted in & temporary exOO!l8 of 
supplies over the market requirements and & consequent lowering 
of prices. This tendency has lessened, however, with the discovery 
of new uses for the byproduct, which, in turn, has created & broader 
basis of demand. As prices recover, the creameries with volume 
and equipment to take advantage of the byproducts market are in a 
very favorable competitive position. Those lacking this advantage 
may be forced in self~erense to diversify their operations to meet the 
situation. Once the shift from cream to whole milk has been effected 
at an individual plant, the next and logical step is for that plant to 
put in equipment to enable it to make alternative major products 
from the whole milk. By so doing, the larger plants put themselvlll 
in the best possible position to meet competition not only from olhe] 
creameries but also from buyers of milk for other purposes. 

As may be seen in figure 4, the members of Mid-West have tAl 
compete not only with condenseries and cheese factories but with 
other creameries. Thus, even after prod ucers have decided to seU 
their products through a creamery rather than through some other 
channel, competition affects the volume of business. 

Some variation in volume is apparent even for associations in the 
same area and especially for the three plan~.Jn Tennessee (table 1). 
On the whole, however, creameries under sirilllar production condi-
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tions tend to have similar average deliveries per patron. This average 
is highest in Michigan and northern Indiana, smaller for southern 
Indiana and Illinois, and larger again in Tennessee. 

The average deliveries per patron are of major significance in the 
solution of the patronage and procurement problems of cooperative 
creameries. Deliveries of less than 400 pounds of butterfat per year 
mean that the average producer at those plants has only about 1 
pound of butterfat per day over which to concern himself. While 
this is a daily average, the seasonal nature of production and complete 
cessation of production during part of the year probably means that 
such producers had lu.rger daily deliveries during the period they 
patronized. Herds on the farms of such producers probably do not 
exceed three cows. On the other hand, deliveries at some of the 
plants would indicate herds of 12 or more cows as an average. It is 
probable that the attitude of producers toward their dairy enterprise 
and returns from dairy products varies under these differing conditions. 

STRUCTURE AND ACTIVITIES OF ASSOCIATIONS 

MEMBERSHIP POUCIES 

T HE SUCCESS of any overhead organization of cooperatives is 
finally dependent upon the efficiency of the member units. The 

Mid-West Producers' Creameries, Inc., is adequately financed and 
supported because its members have as a group been successful as 
cooperative and business associations. These creameries can afford 
to maintain a service organization which, if they were less efficiently 
operated, they might have to do without. 

There is no single factor in management of a cooperative creamery 
that determines its success. As in any business, the long-time record 
of the association as a worth-while institution depends npon the proper 
coordination of many factors. One of the foundation stones of 
successful cooperative organizations, however, is presumed to be the 
active interest of members and patrons in accomplishing a specific 
result-the increase of net returns from the product handled. If the 
patrons' interest in that product is limited because it is not a major 
factor in his farm income, enlisting and mainblining sufficient pro
ducer support becomes a serious problem in the operation of coopera
tives. 

It has been noted (p. 3) that butterfat deliveries at the Mid-West 
member creameries vary from 1 to 4 pounds per day per patron. 
Under these circumstances, what provisions are made by tbe associa
tions for making contacts with producers, enlisting their financial 
support, and obtaining their active participation in the conduct of 
the association's affairs? 
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Michigan 

The 9 crellIIleries located in Micbi!!nn, which al"!l members of Mid
West Producers' Creameries, Inc., hod in Decembl'f 1936 a total of 
8,033 members and 9,015 patrons; 27 percent of the members wl're 
non patrons. and 32 percent of the patrons were nonml'mbers. The 
individuruassociations differed widely in the extl'nt to which member
ship and patronage were in accord. In one association 69 percent of 
the members were not patrons, and 95 percent of the patrons were 
not members; while, on the other extreme, in one association all 
patrons were members, and all members patrons. 

Tbe extent to which an assoc.iotion's membership is kept in accord 
with its patronage depends upon the policies the association follows in 
extending membership to patrons and in terminating the membership 
of those who cease to patronize. The Michigan associations surveyed 
may be grouped according to their membership policies as follows: 
(I) Those which have definite procedures for following both policies; 
(2) those which make members of patrons by specific procedures but 
do not terminate memberships systematically; and (3) those which 
follow neither policy. No associations were found which followed the 
single policy of terminating memberships of inactive members. 

Only one association was found which had 8. definite procedure both 
for making members of patrons and terminating memberships of non
producers. This association made a capital deduction of 1 cent per 
pound of butterfat from the proceeds of all patrons' deliveries. Til .. 
deductions were credited to the accounts of the patrons; and as soon 
as they totaled $10, a certificate of common stock was issued to the 
pa.,·on. The deductions were continued from all butterfat shippers 
even after they had received their first shares and become members. 
Thus each producer provided capital in proportion to his use of the 
8.SSOciation. After the deductions had provided all the capital 
required in the operation of the business, the proceeds of further 
deductions were used to retire the oldest certificates of stock outstand
ing. Members who had ceased to ship, and 80 were not being issued 
new stock, had their old shares "called" and their memberships 
terminated. In this way, the capital of the association revolved every 
3 or 4 years; new patrons attained membership as soon as they had 
shipped 1,000 pounds of butterfat; and inactive members were elim
inated as fast as funds becllIIle available to liquidate their stock. 

Three associations made capital deductions from nonmember cream 
shippers to be credited toward the purchase of stock required for 
membership. These associations had 495, 74, and 100 patrons 
rpspectively who had made partial payments on stock in this manner. 
On the other hand, no systematic provision was made for the retire
ment of stock of members who had ceased to patr0ni7.e. The result 

U 
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WllS that 20, 32, and 38 percent of their members respectively were 
no longer patrons. 

Five associations had no systematic provisions either for m.aki.ng 
members of producers or for terminating the memberships of non
producers. This does not mean, however, that no effort was made 
by these associations to keep their membership rolls up to date. 
Most of them retired some of the stock of deceased members or of 
those who had moved away. One association was making a deter
mioed effort to repurohase all its nonproducer stock in order to clarify 
its position with reference to payment of Federal income tax. At the 
same time the fact that they had no announced policy either for the 
sale or repurchase of stock meant that any action concerning stock 
was haphazard at best. Two of the associations had made no changes 
in their stock lists for 4 years, in spite of the fact that there had been 
considerable turno\'er in patronage. The result of these membership 
policies WllS that the 5 creameries had 1,452 members, 35 percent of 
whom were not patrons, and 3,237 patrons, 69 percent of whom were 
not members. 

Indiana 

In Indiana, where production per patron is lowest, six of the seven 
member units were sponsored by the Farm Bureau Federation as part 
of its general program for the State. In one instance the county 
bureau provided funds and management for starting the creamery 
and actually operated it for a period of years. Subsequently it was 
separately incorporated, and control vested directly in the patrons. 
In other instances the county farm bureaus, many of which had 
previously operated cream stations, formed groups to establish cream
eries, sometimes pledging only the business of their members but 
often going so far as to provide the original financing as well. Some 
of these early creameries were set up with the county farm bureau 
rather than the individual patron as the membership unit. This 
device served the purpose of concentrating the scattered interest of 
producers in the local units. Only one association still operates on 
this basis. 

At the time of the survey, three of the Indiana creameries were 
organized with capital stock and four were nonstock. The actual 
range in the basis of membership, however, was much wider than this 
statement would indicate. One of the four nonstock associations 
made membership coincident with sale of butterfat. It iasued no 
evidence of membership but allocated on its books all earniogs withheld 
for capital purposes. In one all patrons were considered members, and 
all had the privilege of voting. Certificates of ownership were issued 
for patronage dividends declared and withheld. The third issued 
certificates of membership to patrons who had delivered lIS much as 
1,000 pounds of butterfat; end the fourth used certificates of indebted-
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ness as the basis of membership-thereby limiting membership while 
greatly extending its patronage. In the latter instance, the cprtifiraOO8 
were similar to common stock in the privileges they accorded their 
holders. 

Of the three associations organized with capital stock, two moot' 
members of all patrons, crediting patronage dividends toward the 
purchase of at least one share of stock. One of these llSI!OCiations 
required the patron to sign Do membership contract as It formal basis 
of stock subscription. Tbe otber stock association had as members 
five county farm bureau associations. In this case patrons exercised 
control over the creamery through their con trol of the local associa
tions. The financial interest of the locals in the creampry was pro
rated, however, on the basis of patronage. Rec.,rds were kl'pt of 
shipments of each patron, and credit for all the deliveries of its members 
was allocated to each local association. 

Thus, .,f the seven associations, four had the same number of 
members as patrons and did business entirely with members; two had 
limited membership and greatly extended patronage; and one, Do non
stock association, had more members than patrons. The result of 
these policies is that at the time of the survey the seven Indiana 
creameries had 13,937 members, of whom over 96 percent were patrons, 
and 17,897 patrons, of whom 81 percent were members. 

T etI1II!ssee 

The three associations in Tennessee are organized with capital stock. 
They are rather old, the most recent of the three having been organ
ized in 1921. Until the last few years little attention was paid by 
any of them to the relation between patronage and membership, with 
the result that many of the stockholders were no longer patrons and 
few of the patrons were members. This being true the associations 
could not legally qualify as cooperatives and were, therefore, not 
eligible for membership in Mid-West Producers' Creameries, Inc. 
They were, however, admitted to associate membership so that they 
might receive the benefits of the services offered by Mid-West pending 
reorganization on a cooperative basis. All three were assisted in re
organization by officials of Mid-West, Tennessee dairy extension 
workers, or the Louisville Bank for Cooperatives. 

The general procedure in these reorganizations has been to exchange 
the old stock for nonvoting preferred stock, and to issue new shares 
of common stock of low par value to those who had patronized the 
association during any period agreed upon prior to reorganization. 
The preferred stock is retired as earnings, or deferred patronage divi
dends of the new members accumulate. In some instances the re
organization hilS involved amendments to the articles"and bylaws 
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limiting dividends on stock, setting up provisions for voting, and 
otherwise meeting the requirements of pertinent cooperative statutes. 

Since reorganization has not been completed, it is not possible to 
summnrize the membership conditions of these three creameries. 
There appears to be a difference under the new set-ups in the inter
pretation of what constitutes membership. The practice of declaring 
patronage dividends at specified rates per pound of butterfat delivered, 
to be credited toward the purchase of stock, means that some patrons 
will receive credits 8IDounting to less than the par value of the stock. 
Standard practice as to the extension of membership privileges to 
such patrons has not been established. 

Illinois 

The one association in lllinois was organized in 1930 with two 
classes of stock: Common, which has no par value and is issued to sJI 
patrons and canceled upon cessation of patronage; and preferred, 
which was sold to provide original financing and was, therefore, sold 
to producers and businessmen alike. Under an lllinois statute both 
common and 'preferred stock carry the right to vote. In order to 
meet cooperative requirements, therefore, the association has had to 
take steps to get its preferred stock into the hands of patrons. The 
means for transferring such stock is provided by the declaration of 
patronage dividends which are credited to the stock accounts of 
patrons but are withheld for the repurchase of preferred stock held 
by nonproducers. 

For member associations as a whole one fact stands out, namely. 
that the acquisition of membership has not been sJIowed to dis
courage producers from patronizing the creameries. With few excep
tions, either membership is made automatic with patronage, or the 
restrictions on nonmember business have been so relaxed as not to 
stand in the way of additional patronage. The exceptions to be noted 
are: (1) The Indiana creamery which requires producers to sign a 
memhership contract before they may receive patronage dividends 
(but not hefore they may patronize); and (2) the four Michigan 
creameries which make specific deductions for the purchase of stock 
from payments for butterfat. These latter deductions, however, are 
more a part of the financing plan than of the membership policy. 
The effect of the financing plans upon membership and patronage 
need now to be considered. 

METHODS OF FINANCING 

A composite statement of the net assets and sources of financing 
for the 18 creameries having balance4eet records at the time of the 
survey is shown in table 9 .. 
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TABLE 9.-NET AssETS AND SOURCES OF FINANCINO FOR 18 CREAMERIU, 
MARCH 31, 1937 

.. -
A ...... --110m Total tor .. of tnhd II .... .....,.,.,. Det.,.La 

DoIlilr. Do/la .. Pm,., fJrIIllf'. lIlot IlSSeUL •• " •• _. ________ •• ________ • ____ ••• __________ J.~bl2 84.473 100 l3.~",,1&1 
Outslde C1'9d(tora: Current ________________ . ___ ."." _ .. _. _. _____ . ___ . _ 1IO.7f<1 U2I • II- ft..4ID Long-term. ______ • ______________________________ . 

IUI,OOII 6,611 • 0-04.M7 
Member and pRtnm capital: 

m,lM 1I1,3PR .. ()... M. 712 Dererred payments toJ:8trom __ - _______________ .. 
Allocated member ca tal. ._ .... ___ .. _. ________ .. A~.1m 2\II.2t0l "" J.W-IM, 471 Surplus and capital n:I!IeI'V _______________________ .... ,.. 30,3i7 .. IH.61,801 

.. _--

For the group, net assets totaled over 1" million dollars, 11 p~,...('nt 
of which was financed by current and long-tenn creditors and 89 
percent by members and patrons. In order to differentiate bctWl'I'D 
producer and "outside" capital, deferred payments to produ{'~rs are 
grouped in this classification with finances derived from members and 
patrons. It will be noted from the last column that the range in 
amounts from the different sources varies widely. 

Financing provided by outside creditors was of two types: (1) Cur
rent, or that required for nonnal business operations, and (2) long-term 
loans, largely for expansion or replacement of facilities. The amount 
of. current liabilities was influenced primarily by each creamery's 
volume of business and its policies in meeting current obligations. 
For the group as a whole the current creditors supplied but 3 percent 
of the financing, and there was little variation from this average for 
individual plants. 

There was a. much wider variation in the amount of financing sup
plied by long-term creditors. The older associations have practically 
eliminated this item, only 2 of the 12 associations in Michigan and 
Tennessee having any long-term loans. Of the $119,000 provided on 
long-term credit, $113,000 was owed by four of the younger Indiana 
associations which were still in the process of expanding operations 
and acquiring the necessary facilities. The methods used for repl.w
ing credit from outside sources with funds supplied by members and 
patrons will be discussed in a. later section. 

The capital provided hy members and patrons was in three forms: 
(1) Deferred payments to producers for products delivered; (2) allo
cated member capital in tbe fonn of capital stock, certificates of 
membership, certificates of indebtedness, and book credits for patron
age dividends withheld; and (3) unnllocated member capital repre
sented by surplus or capital reserves. 

Finanoing through deferred payments to produc~rs was dependent 
largely upon the length of time payment was deferred. Practices 
among members of Mid-West in this respect varied from cash settle
ment for each can of cream, to a monthly pool with a further defcr4 
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ment of 15 days after the close of the pool period. For six associa
tions which paid .patrons at intervals of less than 1 week, deferred 
payments provided only 6 percent of required financing, while for 
12 associations paying at weekly, or longer intervals, 24 percent of 
finances were provided by this source. One association was able to 
start operations virtually without operating capital by relying upon 
current creditors for supplies and deferring payments to producers 
for prod ucts delivered. 

The difference between allocated and unallocated member capital 
is largely in the method used for acquiring capital from members 
and how these contributions are carried on the books of the associa
tion. Since the relationships between debt, allocated capital, and 
unallocated capital have worked themselves out over a period of 
years a review will be made of the financial histories of the member 
creameries, with special emphasis on the means used to enlist the 
financial support of the patrons. 

Means of Obtaining CapitalJrom Members 

The need for member capital grows out of the necessity for pay
ment of debts incurred in acquiring plant facilities and operating 
capital, or in providing funds to finance business expansion. Patrons 
may provide capital either directly through the cash purchase of 
stock or certificates or indirectly through authorizing retains from. 
the proceeds of sales of products delivered. If the certificates which 
are issued for cash are to be retired through subsequent deductions, 
this type of financing also becomes indirect or revolving capital. 
Even when stock which is not to be retired during the life of the 
association is used for financing, the requirements of capital in excess 
of original contributions are often derived from earnings on products. 

Whetller the retention of earnings or deductions from sales will 
Inter appear in the balance sheet as allocations to the credit of patrons· 
or as unallocated surplus depends upon the policy adopted by the 
individual association. Almost all pos..uble variations are repre
sented among the Mid-West creameries. 

Eight associations obtained initial capital through the sale of stock. 
Two issued certificates for the original capital, and one of these has 
already retired all its certificates. Four sold stock but had to bor
row additional funds. Two sold stock and took over physical facili
ties on contrscts, while anotller gave preferred stock for facilities and 
borrowed operating capital. One floated a bond issue to obtain 
funds; another borrowed at a local bank using the notes of prospec
tive patrons as collateral; and one used funds accumulated by co
operative cream stations for the purpose of starting a centnJ churning 
plant. 
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It is apparent that in at least 18 of the 20 erea.mery l\SSO('iationa 
the organizers assumed the major respon!'ibility for providing eopilnl 
by putting lip cash or personal credit for loans. In the othrr two 
instances it was possible to obtain funds by pledging physical fucilitit's 
without the producers' having to assume ft'SponsibiIity. 

Without exception the associations have found that the funda 
necessary to operate under present conditions and with preaellt 
volumes have exceeded the amounts require.d at the brginning. In 
one instance an association starting with $2,500 now has net _ta 
exceeding $175,000, built lip over a period of 21 years. While this 
is probably the extreme case, the others have hod experien .. ,es dif
fering only in extent. The methods used for obtaining the additional 
funds and giving recognition to contributors may be a major fnewr 
in the patronage problem. 

In every case, the major source of capital for expansion after organi
zation has been earnings on the products handled by the llAAOCiation. 
These earnings have been realized in a variety of ways, depending 
upon the methods lIsed for distributing the proe.eeds of sales. There 
are two general methods used for Buch distribution (1) the net pro
ceeds pool, and (2) cash advances at the time of delivery with patron
age dividends paid at specified intervals. 

Earnings through pools arise out of capital deduetions of funds for 
specific purposes or through a net underpayment. In the Moond 
method, funds for specific lIses must be held out of the total earnings 
hefore patronage dividends are declared. In general, the Michigan 
and Tennessee creameries use the pooling procedure, and the Indiana 
and illinois creameries follow the system of making cash advances 
and paying patronage dividends. One creamery in Tennessee operates 
on the cash-advance basis, one in Indiana uses a pool, and another 
Indiana creamery pays weekly using a market formula to estahlish 
current prices. 

Earnings have been supplemented by the outright sale of stock in 
a few instances. In addition to the outright sale of stock three 
Micbigan creameries have made specific deductions from nonmembers, 
which have been applied on the purchase of a share of stock. In 
effect this method is essentially similar to the procedure followed by 
associations which retain the dividends of nonmember patrons until 
such retains equal the value of a share of stock. 

The method by which the earnings are made determines to a great 
extent the manner in which they appear on the books of tbe associa
tion. The creameries making retains from pool prices generally enter 
their earnings as additions to surplus. Specific deductions from non
members for the purchase of stock have, of course, appeared as in
creases in stock outstanding. 
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Retains out of gross earnings before the payment of patronage 
dividends, on the other hand, are usually alloeated to patrons. One 
association following this plan carried all retains to surplus; two 
allocated all retains to members on a patronage basis and showed 
no surpluses; one divided the increased capital. between surplus and 
certificates of ownership issued on a patronage basis; and two divided 
the new capita.! between surplus and stock credits to all patrons. 

One notable exception to these different methods of accumulating 
capi tal was found in the case of the Michigan creamery previously 
described, which paid for products on 8. pool basis, and made specific 
deductions of 1 cent per pound of butterfat for capita.! purposes from 
all patrons. In this way not only was recognition given to deductions 
for capital purposes in proportion to patronage, but by revolving the 
capita.! the association was also ahle to keep membership in accord 
with patronage. 

Effect oj FiTUlncial Metlwds on Patronage 

In general, the methods for obtaining capital. have not discouraged 
patronage. Earnings have been limited to amounts which could be 
retained without reducing patronage. The relationship of retains to 
the intensity of competition is shown by the fact that associations 
operating under favorable conditions pay debts or expand facilities 
almost at will, while others, hard pressed by competitors, have found 
debt payment a slow and painful process. 

Specific deductions from nonmembers to purchase stock are some
times a deterrent to patronage. Associations have been able partially 
to offset this effect by using arguments of equity among all patrons, 
stating that the deductions are evidenced by stock and control priv
ileges. On the other hand, one association gave up specific deductions 
in favor of retention of earnings. 

In contrast, is the association using specific deductions for revolving 
capital. stock. This association found that once a patron learns what 
it is all about, he not only submits willingly to the deduction but 
assumes a greater responsibility in his association. 

Two factors of major importance-membership requirements and 
patron financing-have been discussed. For the most part, the mem
ber creameries of Mid-West Producers' Creameries, Inc., have handled 
these factors so as to minimize their negative effects on patronage. 
Whether this disposition will contribute in the long run to a sound 
cooperative structure has not been determined. At least, it has not 
stood in the way of extending patronage. 

The positive factors must be considered in obtaining butterfat 
delivery by producers and its use by the Mid-West creameries. First 
is the ability of the ossocintion to increase returns to producers; that 
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is, to pay prices that ",ill attraet. patrons. Seennd is a program to 
acquaint producers with the advantages of cooperative effort in ~~n
eral and, more to the point, of dealing with the particular cnoperative 
involved. Third is procurement, which overlaps the other two factol1l 
by affecting coste, by influencing returns to produCCI1I, and by pro
viding an effective means for contacting patrons. In addition, pro
curement may provide an increased return to producel1l through 
superior service. 

EDUCATIONAL PROGRAM 

An educational program, based on the needs of the individual 
creamery, is carried on to explain to members the organization, opera
tion, and accomplishmente of the association. The program aloo 
includes methods of obtaining new members, holding those already 
affiliated, and inducing all cream shippers to deliver producte of the 
highest possible quality so that the IlSSOciation will enjoy a prefclTi'd 
market. As the educational activities are limited to acquainting pro
ducers with the superior services available, it is impossible to judge 
their effectiveness quantitatively. We may study the methods, how
ever, which are used by the various 8S8Ociations. 

The necessity for educational effort on the part of the individual 
association varies with the producers' knowledge of and attitude 
toward cooperation and their interest in the returns on the product 
handled. State extension services Rnd general farm organizations 
sponsor programs of education in cooperation and marketing which 
teach producers a better comprehension of their problems. It remains 
for the assoeiations to point toward extension of patronage at their 
own plants, which is the object of the individual association's educa
tional program. Only when the associations are actively sponsored 
by a general farm organization-as several of the Indiana creameries 
were by the Farm Bureau-can they expect the general educational 
work to assist them directly. 

Competition between cooperatives in the same area intensifies the 
necessity for each association to carry on ite own educational work. 
A general program encouraging producers to act cooperatively loses ite 
effectiveness for individual associations when the producers' only 
other outlet is another cooperative. Thus, in Michigan, the trade 
areas of several cooperative creameries may overlap, and a generalized ' 
program of producer education may assist one no more than another. f 

Each creamery must use the facilities at ite disposal for enlisting the 
patronage support of the producers in its area. 

The annual meeting is the one occasion during the year when all 
members are invited to gather, to elect directors, review the year's 
activities, and otherwise participate in the business of the association. 
The extent to which the annual meeting is used as a medium of contact 
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with producers, however, varies widely. Eight associations make the 
annual meeting & business meeting only and, either limit the attend
ance to members, or extend invitations to members only. In several 
of these associations not all patrons ...... members, so that even if all 
members attended all present patrons would not be reached, nor would 
the nonpatronizing producers of the area be reached. 

Four associations, using opposite tactics, make the annual meeting 
the big "turn-out" of the year. Special inducements offered range 
from free lunches, attendance prizes, and entertainment, to the dis
tribution of patronage dividend checks on the last year's business. In 
addition to the routine business of the annual meeting, speakers dis
cuss cooperative organization and marketing, dairy production, and 
quality improvement, and other subjects of primary interest to dairy
men. At these meetings an attendance of 3,500, including whole fam
ilies of patrons and other producers, is not uncommon. 

Between these two extremes ...... eight associations which use the 
annual meeting only casually to reach producers. These associations 
provide some educational features on the program but make nospeciol 
effort to incre~ attendance other than through publication of legal 
notices. 

Four associations which do not have large annual meetings hold 
summer "booster meetings" in the form of picnics, dairy days, fairs, 
or other occasions. The reasons advanced for having these gather
ings ...... that unfavorable weather may retard attendance at the annual 
meeting; that this meeting is regarded as & "family affair" to be par
ticipated in by members only; and that the combination of business 
and educational activities in one program makes too long & day. 

Two Indiana creameries hold .district meetings prior to the annual 
meeting. These are primarily business meetings. They give mem
bers in the districts an opportunity to review the business, nominate 
directors. and elect delegates to the annual meeting. The total attend
ance at the district meetings, it is believed, exceeds the probable attend
an" .. at one central meeting and thus affords an opportunity to reach 
more producers with information concerning the association . 
. In addition to these business meetings, several associations hold 

specisl gatherings of producers for educational purposes. These meet
ings, held in district schoolhouses or other convenient community 
gathering points, are largely for the purpose of improving cream 
quality. In Tennessee, representatives from the Agricultural Exten
sion Service, or from the United States Department of Agriculture 
assist with the programs. One Indiana association held & series of 
winter meetings to each of which a selected group of patrons was 
invited for inspection of plant operations and discussion of associa
tion affairs. The association management was assisted in these meet
ings by & representative of the State Agricultural Extension Service. 
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Managers of the creameries are considered to hold important busi
ness positions in their respective communities alld are ofwn given 
opportunities to speak before other than creamery groups. 8everul 
managers reported extensive activities n!ong this line. 

In addition to holding meetings of various types, the associations 
maintain contacts with producers through the distribution of liwra
ture. This literature denls mostly with quality improvement and 
may be provided by the State agricultural experiment stations, by 
the centrn! office of Mid-West Producers Creameries, Inc., or by the 
locn! IlSSOciations themselves. Most of the associations send I~t.w", 
to patrons, n!ong with the cream checks, as occasion demands. 

Large meetings and circular letters lack directness because of th"ir 
impersonn! nature. To overcome this difficulty seven associations 
employ field men. These men usun!ly solicit patronage, but th~ir 
main job is to sell and service separators .and promote quality
improvement work among patrons. 

Less formn! and probably more effective field work is carried on by 
directors of the association. Directors are usually elected berause 
they are producers of high standing in their communities. While the 
work they do in maintaining organization morale among producel'll 
cannot be measured, it is so highly regarded that arrangements ars 
made to have directors elected from the severn! districts of the trade 
lU'ea. This is sometimes done by formn! districting of members, but 
usually by common consent or custom developed over a period 01 
years. The dispersion of directors establishes a two-way medium of 
influence between producers and the association management. 

The educationn! devices which have been discussed here, with the 
possible exception of the work of directors and of the few field men, 
afford ouly irregular or spasmodic contacts with patrons. At le .... t 
weekly and often semiweekly contracts are made with patrons by the 
truck drivers who gather the cream. This service provides an excel
lent opportunity for solicitation of patronage, que.lity work, and dis
semination of information concerning the association. The Mid
West creameries rely heavily upon this service for their educationn! 
work. 

The qunlity of the educationn! work done by the haulers varill8 
widely, depending upon the care exercised by the management in their 
selection and training, and the degree of e~ntrol the association main
tains over their activities. There is a wide difference of opinion 
between managers as to whether more active solicitstion of patronage 
is obtained through IlSSOciation control and directed driver activity or 
through the use of additionn! commissions to the haulers as incentive 
to contact new patrons. Control of the drivers is probably the most 
important reason for the shift from contract hauling to association 
ownership of trucks with the drivers on the association payroll. 
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Of the 20 member creameries, 15 owned one or more of their cream 
trucks at the time of the study. Five of the fifteen had adopted the 
policy of association ownership during 1935 or 1936, giving as a rellSon 
in addition to reduction of hauling cost, the increased effectiveness of 
controlled driver field work. With few exceptions, the associations 
owniag only part of the needed trucks used privately owned trucks as 
occasion demanded. 

Several associations have improved the quality of the field work 
done through drivers' meetings at which problems of quality improve
ment and creamery organization were discussed and patronage cam
paigns planned. Some IISsociations give cash bonuses to drivers bring
ing in the most new patrons or the largest volume of butterfat in each 
week, while others pay commissions on the sale of separators and sup
plies as well as butterfat patronage. 

PROCUREMENT METHODS USED BY MID-WEST CREAMERIES 

The methods of procurement have two very important aspects. 
First is the part they may play in making contacts with producers and 
furthering the patronage interests of the individual creamery. Second 
is their effect upon the association's costs of operation, which. in turn. 
has a direct bearing upon returns to producers. 

Methoda of assembling butterfat at creameries may be grouped 
under four headings: (1) Producer delivery, (2) truck-route collection, 
(3) direct shipment by rail or common cruTier trucks, and (4) cream 
station purchases.' 

Among the 20 Mid-West creameries all 4 methods may be found, 
but the truck-route collection exceeds all others in importance by a 
very wide margin. In Michigan, the 9 Mid-West creameries received 
95 percent or more of their total butterfat by truck route, 5 of them 
receiving all butterfat in this way. The other 4 Michigan plants had 
small quantities of cream delivered directly by producers, but none of 
them made use of direct Shipments or cream-station purchases. 

Two of the four Tennessee and Illinois associations each operated a 
cream station in addition to having some producer deliveries. The 
percentage of cream received by truck at these plants was 66 and 85 
percent, respectively. Of the other two plants, one received all of its 
cream by truck; the other, about 75 percent on trucks and the rest by 
producer deliveries. 

In Indiana, four of the seven associations used both stations and 
direct shipments. The proportion of total receipts assembled on 
trucks by these four plants ranged from 50 to 93 percent, the two asso
ciations having the lowest percentages each operating eight cream 
stations. The remaining three plants received from 85 to 100 percent 

~ See rd'erenoo cited.ln footnote 3. 
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of their butterfat from truck routes, the balance being delivl'rt>d by 
producers. . 

Thus, the percentage or butterfat received from trurk routes by the 
members of the Mid-West lISSociation ranged from 50 to 100 pe..,.""t 
with an average of 88.6 percent. At least two factors cause the wi.le 
range in these percentages. First, some associations have definit .. ly 
discol1l"llged producer deliveries by permitting no priee differential on 
cream delivered directly to the plant by producers. Thirte('n assol.'ia
tions followed this method, and only two of them received less than 95 
percent of their cream by truck. The lower percentages in thp>16 two 
cases are partially explained by the use of stations 118 wl'lI as produ .... r 
deliveries. The average percentage for the 13 plants offering no pri(,-6 
concession for producer-delivered cream was 95.3 percent by truck. 
In comparison, seven lISSOCiations allowed price differentials mnging 
from 1 to 2 cents per pound, or quoted their prices f. o. b. the plant 
and allowed producers who delivered their own butterfat the actual 
route cost per pound. The average received by truck at these seven 
plants was 76.2 percent. 

Second, six of the seven lISSociations allowing a price differential for 
producer deliveries were located in Indiana where, as already noted, 
cream stations Rnd direct shipments were prevalent. Either through 
trsdition or necessity, these methods of procurement will continue. 
Their coexistence with truck routes and direct producer deliveries will 
tend to justify either Rn f. o. b. plant price or a stated differential for 
deliveries to the plant. 

The elimination of the differential, however, has contributed to the 
high percentages of cream assembled by truck, which was the specific 
purpose in some of the Michigan creameries, particularly where the 
associations operate the trucks. The differential encouraged nearby 
producers to make their own deliveries, and this, in tum, disrupted 
the route organization for the rest of the trade area. 

Direct Shipments 

Only three associations, all in southeastern Indiana, received direct 
shipments, and only one of them obtained a large volume of business 
by this method. At one plant direct shippers received the posted door 
price or f. o. b. plant quotation less the actual freight cost. The 
shipper paid the freight at another plant but received a. premium of 
2 cents per pound of butterfat over the route price, while at the third 
plant the association paid the freight and the shipper was paid tbe 
route price for the cream shipped in by rail. These three methods of 
handling direct shipping costs and prices placed the direct shippers 00 

practically the same price basiu. as route patrons at the same plants. 
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Cream Stations 

As previously stated, five of the Mid-West associations operated 
one or more cream stations. One of them purchased butterfat through 
a station where it was not economical to operate a truck route because 
of light butterfat production. The other four associations using sta
tions operated in regions where stations had predominated and the 
greater number of producers appeared to prefer them. The associa
tions' truck routes operated in the same territories served by the sta
tions, thus tending to restrict the efficiency of both methods. 

A total of 19 stations bought cream for the 5 associations. Com
missions paid the stations vsried from one-half to 3~ cents per pound 
of butterfat, This wide vsriation resulted from the extent to which 
the association furnished equipment and supplies and the bargaining 
power of the station operators, which, in turn, depended to some ex
tent upon their sponsorship. Thirteen stations were operated by 
local farm bureau associations. They owned their own equipment 
and received commissions ranging from one-half to 2 cents per pound 
butterfat. Two stations were owned entirely by independent opera
tors who received 3 and 3~ cents per pound butterfat f. o. b. the 
creamery. One station was owned outright by the association and 
operated by an employee, but separate aceounts were not kept, so the 
costs under this arrangement could not be ascertained. The other 
three stations were independently operated, but the association fur
nished part of the equipment and supplies and, in addition, paid from 
2 to 3~ cents per pound butterfat f. o. b. the creamery, as commissions. 

There were several different arrangements, too, in the manner of 
returning earnings to station patrons. In three cases the station 
volume was considered as nonmember business, and the operator was 
paid the current price plus his commission with no further attempt 
made to prorate earnings to the patrons. In eight instances the sta
tions were considered as individual patrons on the books of the asso
ciation and received one patronage dividend check. These stations, 
being local cooperatives, however, then rebated the dividend to their 
patrons on the basis of their own records of patronage. The other 
eight stations, either operated by local cooperatives or independents, 
furnished the creamery with daily patron transaction sheets from 
which the association set up records of patronage for direct payment 
of dividends. 

While station operation, direct shipment, and producer deliveries 
may assume important proportions of t<ltru volume received at some of 
the plants, almost 90 percent of all butterfat received by the Mid
West creameries was assembled on truck routes. Of particular interest 
then, are the arrangements the creameries have made for handling the 
truck-route operations. 



38 t~ARn CREDIT AD)'LI:!'iISTRATION 

Tr11£k-Route Operations 

One of the re&sons why associations wished to control hauling, in 
addition to the advantage in reaching producers, was the possihility of 
reducing transportation costs. In order to understand the hauling
cost problem, it is ner,essary to analyze some of the factors affecting 
costs and the means used by the associations for handling the route 
operations. 

Development oj Cream Routes 

In the older dairy sections, such as Michigan in the l\fid-'Vest 
territory, llSsembly of butterfat on regular routes WllS started in the 
days of the horse and wagon. Some of the older plants were designed 
espeeially to accommodate wagons rather than trucks. In some cases 
the teams and equipment were owned by the creamery. One Michi
gan association in 1915 had eight teamsters collecting cream. The 
main roads were rocked but not paved and all other roads were of dirt 
construction. The association kept an extra team in harness to send 
out on short notice to pull the regular teams out of mud holes. Duriog 
the transition from those conditions to the present time was a period 
in which the early trucks were out of commission so often that relief 
trucks had to be kept in readiness. Throughout the whole period II 

mllior portion of the route equipment hllS been o'k"ed by the associa
tion. 

Not all the Michigan creameries, however, 0"'"Il route equipment. 
Some of the associations own none of the routes, and others have only 
recently taken over a part or all of the trucks. Thns, of the nine 
Michigan creameries, three owned all their trucks, two relied entirely 
on privately owned trucks, and four owned only a portion of the 
eqnipment. 

In Indiana, truck routes have developed at the expense of stations 
and direct shipments, as only in areas of more concontrated production 
were horse-and-wagon routes or even producer deliveries important. 
As previously indicated, the transition to routes here is not complete 
and, under the sparse production conditions which exist in some por
tions of the Stolte, may never be complete. Only one of the seven 
Indiana crea-meries owns till its route trucks, two own none, and four 
have both owned trucks and commission haulers. 

The situation in Illinois is quite similar to that in Indiana. The one 
association which operates there uses both stations and produeer 
deliveries and owns only a portion of the trucks used. 

In Tennessee production conditions in the area where the creameries 
operate more nearly resemble those in Michigan, and the creameries 
started operating on a producer-delivcry basis. One association, how
<lver, established its own routes in 1925 and now gets its entire product 
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in that way. Another association owns no trucks and still receives an 
important part of the total by producer delivery; the third has both 
association-owned and commission trucks operating. 

COST OF PROCUREMENT 

A tendency for tbe associations to absorb the cost of procurement is 
linked with the active participation of the creameries in the truck-route 
operations. That is, the costs of cream assembly are included in 
the general expenses of operation in computing the prices to farmers, 
so that tbe price paid is f. o. b. the farm. This fact is true in 18 of 
the 20 Mid-West member creameries. The hauling rate is thus a 
matter of direct concern to the association, being left to negotiations 
between producer and hauler in only two instances. Under this 
system hauling costs are reflected directly in the prices paid by asso
ciations to producers and the quotation of a high f. o. b. plant price, 
which may confuse patrons as to actual returns, is eliminated. 

The exact cost of hauling may be determined only when the associa
tion owns and operates the trucks and keeps separate cost accounts on 
the operations.- For several reasons cost accounts of this type were 
available in only a few of the Mid-West creameries. At some of the 
plants the drivers also worked in the plant or office and trucks were 
used for delivery, so that keeping assembly costs would have involved 
arbitrary allocation of time and costs to each tesk performed. At a 
number of plants truck cost accounts were not segregated from general
expense accounts. Four associations had owned the trucks for less 
than a year and, as costs vary seasonally with changing volume and 
hauling conditions, a part-year record is inadequate for comparative 
·purposes. 

The commissions paid to private haulers, while representing actual 
hauling costs per pound of butterfat to the producer or association, 
are not based necessarily upon the costs of operation. The commission 
may include either a profit or a loss to the hauler, depending upon his 
bargaining position. The operation of a part of the trucks by the 
association provides a yardstick for setting commissions at levels ap
proaching actual costs, especially if the association is in position to 
take over independent routes if the private haulers do not accept its 
terms. 

Thus, in studying the costs of assembling butterfat on routes at least 
three kiods of cost records prevail. These are: (1) records kept by 
the associations on the actual costs of route operations; (2) records of 
hauling rates paid by the associations or by patrons to private haulers; 
(3) records which are either not segregated from the general accounts 
or are for too short a period to be of value for comparisons. Some of 
the associations in the third group also employ commission. haulers 
and the commissions paid serve as an indication of hauling cost. 
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A very wide range in costs was reported for the ft.'lSociations having 
records of trucking costs or rates. Costs on O'I'i'"1lcd trul'ks rnn~d 
from 0.92 to over 3 cents per pound of butterfat. 

Since several of the associations are in the proce.'IS of acquiring 
ownership and control of the trucks, the final result of o .. "II ...... hip 
upon costs per pound of butterfat has not been established. The 
results at four creameries using both owned and commission trucks 
were as follows: 

PlaDt Cu.l on "woed C'omml'llion 
lrUcka poll! 

Creamery A_*4. ~._ ++ _. ___ + ___ •• +~ •• ~ +".~ _+. _. + _ •• _ •• _ • ___ ~ _. __________ ._ 

CTeRmery B ___________ • _____________________________ . __ I __ •••• __ ._ ••• + •• 

Creamery c ___ ...... __ ... _ ... .. ___ ....... __ ...... _____________________ .. 
Creamery D _________________________________ ._ .... ___ .•..•••..• ___ "_., 

At another IlSsociation, however, the cost of operating the truck.' 
owned exceeded commissions paid to private haulers. This condition 
resulted from the association taking over routes where the private 
haulers either had been unable to build up volume or had let the terri
tory get away from them. Comparison of results in this cllSe should 
be postponed until the association drivers have had an opportunity to . 
build up capacity loads. 

The advantage in association ownership apparent in the prer,eding 
four Cll8eB lies in the fact that the sssociations were working the close-in 
territory with their own trucks and leaving the more distsnt routes to 
the commission truckers. This procedure appears to be common 
when associations take over the hauling operations. 

Since only a small number of the associations owned trucks and 
these operated under widely different conditions, no statistical analy
sis of factors affecting the costs was attempted. Five associations, 
however, were operating truck routes on which the annu"l avernge 
costs of procurement were 1.6, 1.35, 1.34, 1.28, and 0.92 eent per 
pound of butterfat. Production of butterfat per patron by these snme 
associations varied from less than 700 to over 1,100 pounds per year. 
For those with costs of 1.6 cents per pound, or less, the volume of 
butterfat hauled annually per truck was high, varying from 114,397 
to 174,804 pounds. That this latter factor is ollundamental impor
tance in the reduction of hauling costs has also been shown in studies 
of other regions! 

One of the other means used by the nssociati.oDs to keep hauling 
costs at a minimum hIlS been the reduction of thepumber of deliveries 
from semiweekly in the Bummer to weekly in the winter, thereby in
Crell8ing the size of loads, and reducing the number of trucks and 

• Robotka, Frank, and Laugblio.. Oordou, c .. COOnlU-nn oan.Uf1%.i.1'JOW M lOW. r.u,,&1Q CKUJf# 

muES, Farm Credit Adminiatration Bull. 14, 92 pp. lli~ See pp. tI()-.M. 
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Jll"ivers required. Some operators object to this practice on the ground 
!.hat quality of cream is lost by weekly delivery even in the winter 
time. 

Another method of cost reduction is through rearrangement of 
Iroutes acquired from private truckers. Such rearrangement has 
Bnabled the associations to reduce the number of trucks required, save 
mileage, and give the remaining trucks economical loads. 

A third method is through the use of a number of management 
devices to get the most out of men and equipment. One manager had 
developed a system of truck accounting in which each driver was 
credited with earnings at a stipulated rate for products hauled and 
charged with all expense items such as truck expenses, depreciation, 
and the drivers' salary. At the end of each 6 months the net results 
were determined, and the driver's salary was adjusted on the basis of 
his performance. Another device was to arrange routes so as to give 
the drivers at least one afternoon weekly to make necessary repairs on 
the trucks. Other associations operate their own garages or have their 
own repair man. Quantity discounts on purchases of gas, oil, tires, 
and even the tru<:ks themselves were a fruitful source of savings. 

The managers generally recognize that the expense of truck opera.
tion and the working of an area through a routeman is largely a matter 
of selection and training of the driver. A major problem in associa
tion operation of trucks is to find men who are at the same time careful 
of the trucks and good salesmen who will build up the routes. 

Rates Paid Commission Haulers 

Fifteen of the twenty Mid-West creameries use commission haulers 
in procuring all or part of their butterfat. Five of the associations 
rely entirely upon commission haulers. Commission rates paid 
ranged from 1 cent per pound butterfat to 3" cents on individual 
trucks with the association averages ranging from 1.12 to 3.16 cents. 

The rates paid commission haulers are compared in table 10 to the 
costs incurred on association-owned trucks. It is evident that only 
one association pays a lower commission than the average cost of the 
five associations owning their trucks; that the majority of associations 
pay rates from 1.26 to 2.25 cents per pound; and that among associa
tions hiring trucks there appears to be little consistency in reactions 
to the two factors which might be expected to affect the rates. 

Of these two variable factors, in the table, the pounds of butterfat 
per patron annually may be used as a measure of the conditions under 
which the associations operate, and the butterfat hauled per truck as a 
measure of the effectiveness of the association's efforts to overcome 
the limitations to efficieil.cy imposed by production conditions. The 
lower the average deliveries per patron, the more stops the truck must 
make to pick up a load. "As competition has forced a continual 
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increase in free service to patrons, most of the rouWs are opl'rnt. .. ,1 00 
a farmyard or milk-house basis rather than roadside pick-up 8<'rvira 
so that each additional stop means extra side trips, turning, and delay, 
This condition places 8. physical limitation on the numoor of stol" 
possible in a day and cannot be offset even by comparatively largt 
truckloads. This fact is illustrated in the table by the ILqsociations iD 
the "2.76 cents and over" bracket of hauling raws. Tht'Sfl two IWIQ-. 

ciations operate several route.s where the drivers leave the plant in th .. 
morning, pick up cream all that day and the next, and return with th., 
load at the end of the second day. 

TABLE 10.-COMPARlSON OF HAULINO RATES, BUTTERFAT HAtrl.ED PFR 
TRUCX, AND DEUVERIES PER PATRON POR ASSOCIAnoNs ll.,NO Co,,
MISSION HAULERS AND OWNING TRUCKS, 1937 

RauUna raUl: (OI!IDh per pound of butterfat) 
A!Il'IIW'Ilt
tlUDIlr&

portlblC 

It,v ..... """11111 hut",.. 1.0,-

nanhwf (Jftf llh1rfllM1 
truck JlC patron 

--------------i---i --1·---
Hired trucb: Less tban 1.26 __ •• ______________ ._. _ ___ ___ _ _ _ . __ •. __ . ___ .. 

1.26 to 1.75 ___ .. a_. __________ • _________ a_a. __ .. _ ... __ .. _ .. ___ _ 
}.16 to 2.2.'L ___________ ... ___ • ___ ". _. ____ ._ ...•• ___ •.•• ______ .. 
2.26 ttt 2.1tL ... ". __ . _________ •• _________ . ___________ . ___ ... 
2.16 aod OVIClf' _________________ . __ . ______________ . ______________ .. 

Owned trueluJ: 1.29 1 _________________________________________ . _____ . 

1 A veMlJ8 for 6 BS8Ociatlons. data OD slnb not availabht. 
, A V8l'BP W 6 associations. 

Num"", 
I • • 2 
2 • 

l~mnd.l 
l~I.Hr.1 

171(,1K7 
81.1.'lO 
1D, -011 
77.477 

1'11, /lUll 

-"'" l.~" ... .. ~ ... 
J!,1 ... , 

At the other extreme is the association whose patrons dalive .... l, 
over 1,200 pounds per year on the average witb an average volume per 
truck of 150,000 pounds. This combination produced tbe lowest 
rates paid to any commission haulers and is bettered only by the actual 
cost rate of 0.92 cent of the association owning its trucks with averagt' 
patron deliveries of just over 1,000 pounds and average volume per 
truck of 150,700 pounds. 

In the intermediate brackets of commission mtes, however, them 
appea.rs to be little consistency in the reaction of hauling raWs to th .. 
other factors. The combination of small loads and low deliverie. 
per patron of thea.ssociDtions in the "2.26 to 2.75" bracketleada to th .. 
expected result of a rather high commission, but there sre several 
a.ssociations in the "1.26 to 1.75" bracket which also bave very low 
average deliveries per patron not offset by large londs. , 

Other factors affectiDg the commission rates also must be (',(Jnsidered. 
In some instances, competition between private haulers for the busi
ness of the patrons is sufficient safeguard against high rates. The 
hauling for one a.ssociation ia entirely by private truckers who deliver, 
milk and cream to two other plants in town as well as to the coopera~ " 
tive. Thus, the butterfat delivered to the creamery is not an accurate ' 
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measure of the truckers' loads or their ability to haul at low rates. 
Competition between them, however, keeps the rate so low that the 
association's management is doubtful that it could lower costs through 
association ownership. 

The costs incurred on association-owned trucks may be used as a 
standard by which to measure the combination rates. Associations 
not owning any trucks do not have such a standard, and their position 
in bargaining with private haulers may be weakened thereby. Two 
Indiana associations owning no trucks paid commissiQns which 
averaged 2.86 and 2.5 cents while the other Indiana associations' 
commission rates averaged 2.08 cents. Two Michigan associations 
owning no trucks had rates averaging 1.75 cents while four other 
creameries' commission rates averaged 1.55 cents. 

The wide range in commissions paid, even when varying operating 
conditions are considered, seems to indicate that the hauling rates 
for sOme associations could be reduced. Especially when compared 
with the excellent results obtained elsewhere under association owner
ship do the commission rates charged by several of the associations 
seem high. More definite information could be brought to bear on 
the situation if the associations would give to truck operations and 
truck records the same emphasis they give to other operating details. 

That the procurement problem is of sufficient importance to warrant 
detailed attention is shown by the proportion contributed to the total 
operating costs of the various associations. For 10 associations which 
segregated their costs, the procurement expenses ranged from 14.2 
to 51.7 percent, and averaged 32.4 percent of the total operating ex
penses. In some instances, the procurement costs equalled and in one 
case was almost double the plant or manufactnriog expenses. 

Procurement, however, is but one phase of the associations' total 
operations and is but one factor affecting the net returns which the 
associations can make to producers. Since the price paid producers 
is the measure of an association's effectiveness in increasing returns, 
it is important to note the factors other than procurement which 
affect the price paid. The methods of making returns have important 
implications in a cooperative association quite aside from the level 
of payments. These subjects will be discussed in the following 
section. 

GENERAL OPERATIONS AFFECTING PRICES 
PAID FOR BUTTERFAT 

T HE PRrCE paid for butterfat is the direct measure of the a,sso.. 

eiation's effectiveness in increasing returns to producers and 
undoubtedly affects the patronage problem more than any other 
factor. Without a background of concrete results in raising prices, 
much of the effort expended in field work, solicitation, and "education" 
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is lost. On the other hand, one manager has said, "A patronage 
refund of 5 cents per pound butterfat is all the education our producers 
need," 

In areas where producers have small volumes of butterfat on which 
to realize increased returns, the advantage of the association'. price 
must be supplemented by active solicitation and educational work to 
bring it to producers' attention. 

The price that can be paid is derived from the gross proceeds of 
sales less operating expenses. Proceeds of sales may be affected by 
quality, dependiog both upon processing at the plant and condition 
of the raw material; by sales efficiency, that is, getting the most out of 
the product through available market channels; and by use of byprod
uets to enhance total returns per unit of product received. Operating 
expenses depend largely upon efficiency of operations, of which pro
curement is a part. Other factors are the percentage of "overrun" 
obtained in the manufacturing process, the costs of manufacturing, 
selling, and overhead or administration. Some of the more important 
features of each of the,"" will be discussed. 

FACTORS AFFECTING SALES RETl:RNS 

Quality 

Improvement and standardization of butter quality by member 
creameries has been a primary purpose of the service work of Mid
West Producers' Crel1llleries, Inc" from the time of its organization. 
At first it was the principal work of the association. Recently a labo
ratory service which measnres and records butter quality has heen 
established. This service has been in effect for too short a period to 
relate quality directly to sales returns. It is obvious, however, that 
the efforts of the Mid-West have brought about marked improvement 
in the quality of butter manufactured and, in addition, greater uni
formity of product. 

The extent to which actual selling prices are influenced by quality 
cannot be measured exactly because other factors enter to make a 
given creamery's output of butter more or less desirable to buyers. 
Quite as important as quality are the type of package and the loca
tion of the creamery as related to its basing poiI1t and its market. 

Package 

Variations in prices due to differenc<ls in packaging-whether in 
tubs or printed and, if printed, whether in X-pound or larger prints
can best be judged when considered for different parts of the same 
creamery's output. Thus, one association received one-half cent 
over the market quotation for butter in tubs and 1 ~ cents for cartoned 
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FIGURE 6.-BIlTl'ER-PRINT ROOM SHOWING MACHINERY FOR CuTnNG, 

WRAPPING, AND PACKING BtJTTER IN THE CoNSTANTINE CooPERATlV£ 
CREAMERY. 

Cooperative aeameries have found it profitable to merchandise butter in nearby 
markets... Nearly all butter sold locally is packed in l-pound cartons. 

}(-pOlmd prints. Another received one-fourth cent under for l
and 2-pound prints and one-half cent over for "quarters." The 
premiums necessarily bear a close relation to the average differences 
in costs of printing the various packages (fig. 6). Yet there are 
wide differences in these costs depending upon the machinery and 
equipment avo.ilable and labor costs at individual creameries. Some 
have found it advantageous to sell in prints, while others continue 
to make the bulk. of their sales in tubs. 

Location Advantage 

Returns to creameries on an f. o. b. plant basis are subject to pre
miums or deductions for transportation. If the creamery is located 
in an area in which local production is not sufficient to meet the de
mand, as in Tennessee during some seasons, it has a price advantage 
equal to the difference between the cost of transportation to market 
and the cost of transportation from the nearest outside source of 
supply. On the other hand, the creamery that must sell most of its 
butter in distant markets must accept the price at those markets less 
the cost of transportation. 

Volume of Standard Product 

Buyers frequently are willing to offer a premium for a large volume 
of butter having a standard quality. The butter of II. single large 
plant is more apt to be uniform than the same quantity coming from 
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a number of small plants. The standardization work of the Mid
West has been able to some extent to offset this ~vanttlire formprly 
enjoyed only by the larger creameries. Thus, two Michiglln Crpam
eries have been able to get their butter quality on a similar b .... is and 
by so doing to make up truck loads togetber for shipment to one buyer. 
Without this uniformity the creameries would have the double dis
advantage of shipping in small lots at higher cost and of aCCf'pting I ..... 
desirable outlets at lower prices. Another small creamery sells its 
whole output to a larger Mid-West creamery, which, in tum, prints 
the butter for sole olong with its own product and thus mnkes its 
price advantage available to the smaller plant. 

Arrangements of this sort have heen worked out wherever pOAAible 
in lieu of establishing a concentration plant for grading, packnwng, 
and selling the products of aU the creameries. The predominance of 
associations in Mid-West which are la~ enough of themselves to 
have efficient printing operations and sufficient volume to attract 
buyers has thus far made unnecessary any physical concentration ot 
butter by the overhead agency. 

Local and Special Market Outlets 

By taking advantage of opportunities in their loeol mnrkeb<, 
creameries are enabled to have lnrger soles returns thnn would he 
possible were butter shipped to distant markets. Since few cream
eries were located in large cities local sales seldom took a substantial 
part of their total supply. However, the three Tennessee crellmeries 
sold their entire production in southern cities at premiums because of 
their location advantage. For two of them this involved storage of 
surplus during the flush season for merchandising during fall and 
winter months. Other creameries sold up to 20 percent of their butter 
in their own or surrounding towns, generolly direct to retail stores 
at the jobbers' price. 

Soles of butter back to patrons were also a source of extra income 
to creameries. Ten 8SSOCintions exchanged a pound of butter for a 
pound of butterfat. This is a traditional arrangement, found very 
generally in creamery territory, which works to the advantage of the 
patron during periods of low prices and of the creamery during periods 
of higher prices. (See p. 49.) The advantage to the creamery during 
1935, a period of high prices, is illustrated on page 11. In that year, 
the average selling price of butter was 27.92 cents per pound, and the 
net proceeds per pound of butterfat averaged 30.35 cents, which 
meant a saving of 2.43 cents for the associations. Other associations, 
which do not exchange butter for patrons' butterfllt, either set their 
prices on a market-quotation basis or on a sliding scole of differentials. 
from the butterfat price, with the differentials determined by the 
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value of overrun. Sales to patrons run as high as 10 percent of total 
sales in some of the associations. 

One association in Michigan had developed a direct-to-consumer 
trade through the use of parcel-post shipments. Over a long period 
of years the trade grew entirely on a "satisfied customer" basis, no 
advertising or other soles effort ever having been made to extend it. 
The parcel-post soles were at a substantial premium over the Chicago 
92-score quotation. 

Byprodu£t Sales 

Thirteen Mid-West member creameries are strictly buttermaking 
establishments that receive oll butterfat in the form of farm-separated 
cream. Four associations purchase limited quantities of whole milk 
for ice cream, cultured milk, or smoll fluid-milk sales; and three other 
associations accept whole milk without limit for manufacturing 
purposes. 

The one common byproduct of churning operations at oll plants is 
buttermilk. It may be sold as it comes from the churn in fluid form 
or may be processed to make buttermilk powder or a semisolid product 
with a high lactic-acid content. In any of its forms it is used almost 
exclusively as livestock or poultry feed. 

During 1936,10 Mid-West creameries sold buttermilk in fluid form 
to patrons or local livestock feeders at rates varying from one-half to 
2 cents per gollon f. o. b. the plant. Only one association made any 
large quantity of the semisolid product. Nine made buttermilk 
powder. The installation of drying equipment at five of these plants 
has been recent, four of the machines being installed during 1936 and 
one during 1937. One association had drying equipment but was 
not using it. 

As indica ted in a previous section, there have been rather wide 
fluctuations in powder prices over a period of years. In 1935 and 
1936, years of comparatively high prices in spite of the decline toward 
the end of 1936, associations that made powder had a very good addi
tional source of income, the margin of returns over the cost of drying 
exc.eediag the value of the buttermilk in fluid form. For 1936 average 
net prices received by si."{ plants that sold powder throughout the year 
rangoo from $6.97 per hundredweight to $7.70 per hundredweight. 
One of these associations had its own feed outlets and therefore re
ceived a higher price than those selling through wholesale channels. 
With this one exception, powder prices received tended to be lower in 
Mirhigan and higher in southern Indiana. This is probably to be 
.xplained by the fact that production does not equal the local demands 
in southern Indiana, while a large part of the Michigan production has 
to seek outlets in distant markets. 
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Three associations that received whole milk for manufacturing pur
poses had skim milk as a byproduct of butter manufacture. In all 
three <lases it was sold as powdered skim milk at prices essentially the 
same and subject to the ... me conditions as powdered buttermilk. 

Receipt of raw material in the form of whole milk gave these three 
associations an alternative to butter as an outlet for the butterfat 
itself. All throe sold substantial quantities of sweet cream at high 
premiums to ice-cream manufacturers. In addition, one plant maAe 
large quantities of evaporated milk and some cheese. 

Four associations expanded their operations to include other dairy 
products besides milk powder. These included ie .. er .. ",m, cultured 
milk, or fluid milk for which whole milk was purch!lSCd from selected 
patrons in quantities as nearly equal to the demand as could be 
arranged. 

Side-line Operations 

Without exception the creameries handled farm dairy supplies for 
sale to their patrons. It has already been indicated that several ""f
loads of separators were sold during 1936 by the Mid-West members. 
Strainers and filter pads, stirring rods, cleaning powder, cans, and pails 
were also generally handled. In addition, three creameries operated 
feed, seed, and fertilizer departments. None of these, however, were 
loea,ted in fudiano, as separately incorporated farm-bureau serviee 
companies handled such side Jines in most of its creamery areas. 

One association handled poultry and eggs primarily to establish 
competition for independent buyers in the local market. Another 
association had developed it large egg business in connection with its 
butter sales in it nearby large city. 

Almost without exception side-line purchasing activities are handled 
on a nonprofit basis. It is not generally intendeA that they should be 
more than services to producers and builders of goodwill for the cream
ery. On the important item of separators, for instance, the small 
margin over cost retained by most 8SSOciations will probably not more 
than moot the costs of servicing expected of associations as the ma
chines wear out. 

The sales of bypro ducts snd butterfat in products other than butter, 
on the other hand, are undertaken specifically to increllse the earnings 
per unit of product received. In gross proceeds per pound of butter 
manufactured, the two 8SSOCiatiolls that received whole milk and sold 
cream and other byproducts show a material advantage over the 
others (see p. ll). Although costs at theoo pl>lnts also t .. nd to be high 
the advant.age of higher sales returns carries through to the net pro
ceeds per pound butterfat, giving the two ll..'lSOciations the advn.ntage 
in that regard. 

This leaAs to the second phase of an association's general operatiollil 
affecting prices; namely, its efficiency and its cost of operating. 
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OPERATING EFFICIENCY 

Overrun 

Overrun is the weight of other ingredients added to each pound of 
butterfat by manufacture into butter. The legal standaIds for butter 
set by Federal and most State food and drug depaItments require 80 
percent of butterfat, the other 20 percent of the butter being made up 
of moisture, salt, and curd or dairy solids not fat. Since there may 
be some error in the churning process, most creameries allow a slight 
maIgin of safety on the butterfat content. The standard established 
by the Mid-West laboratory is 80.5 percent (fig. 1), which makes the 
overrun in each pound of butter 19.5 percent of the butter, or, ex
pressed in the more usual way as a percentage of the butterfat inputs 
per 100 pounds of butter, 24.2 percent. The theoretical maximum 
overrun for legal butter containing just 80 percent butterfat would be 
25 percent. Low overrun means less butter to sell and lower returns 
to producers of butterfat. 

The "book o""rrun," or difference between the amount of butterfat 
to be paid for and the amount of butter sold, is usually calculated 
rather than the overrun based on physical composition of the butter. 
This calculation of "book overrun" is subject to variations at each 
end; that is, the amount of butterfat received is the product of 
weights and butterfat tests at the receiving room, and the amount 
of butter sold is subject to plant losses of butterfat and other varia
tions before the butter is actually listed as sold. 

The value of overrun depends upon the level of butter prices. 
Given a standaId overrun of 24 percent, its value per pound of butter
fat received would be 2.4 cents when butter sells at 10 cents, 4.8 cents 
at 20 cents, 7.2 cents at 30 cents, and so on. 

When related to total costs of operation per pound of butterfat 
received, the value of overrun becomes the explanation of a creamery's 
ability to pay more or less per pound of butterfat than it receives for 
butter sold. That is, if a creamery's costs are 6 cents per pound of 
butterfat and overrun is 24 percent, the creamery would be able to 
pay 1.2 cents less for butterfat when the butter price is 20 cents per 
pound and 1.2 cents more for butterfat with butter at 30 cents. The 
effect of variations in overrun upon efficiency is apparent when it is 
noted that if the percentage of overrun were 20 instead of 24, its value 
at 3O-cent butter would be 6 cents instead of 7.2 cents. 

The Mid-West creameries-through laboratory control of butter 
composition, field work with plant operations, and independent 
action at each plant--attempt to get the maximum overrun. For 
the most part, the overrun varies within a narrow range from 23 to 
25 percent. Certain exceptions may exist, however. Creameries 
with very large volumes of butterfat obtained from a large number of 
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small producers may, within the tolerances allowed by law in reading 
the Babcock test and reading weights of cream to the nearest full 
pound, obtain overrnllS up to 26 percent. 

Costs oj Operation 

After a sales return has been established and the overrun standard
ized at approximately 24 percent, furtber variations in returns to pro
ducers may arise from differences in the costs of operation. For the 
group of cre"meries participating in the Mid-West cost analysis 
during 1935, ti,,, costs of operation per pound of butterfat procured 
are shown on page 11. These costs appear high because they include 
transportation of butterfat irom the fann to the creamery, and 
because the remaining costs are stated in tenus of units of butt-erfat 
rather than butter. If tbe operating costs in figure 1 were so ex
pressed they would range from 4.23 to 8.7 cents per pound of butterfat 
instead of from 2.53 to 4.93 cents per pound of butter. 

Variations in costs of operations are induced by several factors 
among which volume of business, diversification of operations includ
ing whole-milk receipts and disposal, convenience of plants, and wage 
rates are probably the most important. Costs of supplies used are 
fairly uniform except for differences in costs incurred for transpor
tation. 

The independent effects of volume of business, diversification of 
plant operations, and efficient arrangement of plant cannot be estab
lished for this group of creameries. In general, those plants handling 
only farm-separated cream and making only butt-er had the lowest 
plant ".osts. There is a tendency for costs to decline as volume 
expands, but one of these which hn.d a modern, well-planned creamery 
had costs as low as Olle which had almost three times its volume but 
which had been rendered very inconvenient by frequent additions. 

Few of the plants, especially the larger ones, were originally con
structed to handle the present volumes. In most cases, convenience 
has been sacrificed for additional capa.city, and the two forces-one 
toward higher costs, the other toward lower costs-have partially 
offset each other. 

Originally, all plants were strictly butt-er factories. As additional 
facilities for handling whole milk or byproducts were installed, costs 
increased; and the only offsettiog force was the higher returns from 
sales. 

Wage rates paid by creameries are subject principally to two types 
of variation. First they tend to move their general level with all 
wages as reflected by the state-of-business conditions in the country; 
and this, if eveuly distributed, will not cause variations in wage (".()sts 
among creameries. It should be pointed out, however, that wages in 
all industries do not normally move together, even tbougb there may 
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The costs have been affected by changes in volume, prices associated with general 
business conditiom. and increased efficiency of transportation facilities. 

be a general tendency for them to do so. For example, the labor 
costs of .. creamery with a higher-thaD-average wRge will be affected 
more by a uniform percentage increase in wages than a creamery with 
wages below the average. Secondly, they also vary in different parts 
of the area. covered by the Mid-West Associa.tion a.t the same time, 
and this gives creameries in the low-wage areas a decided advantage 
in costs over those in higher-wage areas. 

The effects of several of these forces upon the operating costs of a 
particular association over a period of 22 years are shown in figure 7. 

The association started operations in 1915 and in that year made 
96,520 pounds of butter. In each year thereafter until 1933 the 
creamery increased its volume. The droughts and changed production 
conditions in 1934-36 reduced somewhat the total volume. Disre
garding the costs of 1915, which were for only part of a year, the costs 
rose consistently from 1916 to 1920, reflecting the general level of prices 
and wages for the World War and immediate post-War periods. 
Then costs fell rapidly with the price level until the increase of 1924 
a.nd 1925. The rate of volume increases accelerated after 1925, and 
only the exceptionally high prices of 1929 interrupted the downward 
trend of costs. The low prices of the depression period coupled with 
tremendous increases in volume made for further decreases in costs. 
Improvements in transportation facilities were rapid in the period 
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after 1925 and as a consequence the costs of procu .... m .. nt were cut in 
half from 1925 to 1933. In 1933, howl'ver, the W&gf'S bill at this plant 
was increased $50 pl'r day. Lower volume in 1934 and 1935 workNl 
together with the rising prices of wsgt'S and supplil'S of tbe recov .. ry 
period to increase the costs again. Further inc .......... in plant C09t. 
during 1936 was offset by material reductions in hauling costs to make 
the total slightly less than in 1935 eVl'n tbougb volume again d .. dinNl 
somewhat. While tbe Constsntine Association hIlS enjoyed unusual 
success,its record of expansion and reduced costs is cbaracteristic of the 
larger group of creameries within Mid-West. Even for the small.., 
creameries the costs have heen subject to the same inlluence, and 
the results are comparable although on a smaller scale. 

PRICES PAID FOR BUTTERFAT 

The annual average prices paid for butterfat by Mid-West cream
eries during 1936 varied from slightly less than 31 to more than 36 
cents. These prices are the end product of all factors that affect salee 
returns, operating efficiency, financial status of tbe organization, and 
production conditions under which the creameries operate. The 
lowest price was paid by an association having small volume, low 
quality of cream, butter as its only outlet for butterfat received, no 
byproducts or side lines of importance, a heavy debt on which pay
ments had to be made, and high seasonality of deliveries. On tha 
other hand the highest prices were paid by two creameries having 
volumes of over 750,000 pounds, low investments in plants per unit 
of product handled, no indebtedness, receipts of whole milk that 
enabled them to sell cream and milk powder at very profitable prices 
and provided high quality raw material for hutter manufacture, and 
only moderate seasonal fluctuations in butterfat deliveries. 

The influence of differences in seasonality of butterfat deliveries 
upon the annual average prices paid by associations is often overlooked. 
High seasonality of deliveries weights the annual average price with 
the low price of the lIush season, while moderate SI'asOnal fluctuations 
tend to give less emphasis to flush season low prices in the annual 
average.. It. is apt to be of more than ordinary importance among a 
group of creameries, such as those in the Mid-West organization, which 
extend over a large area and embrace a variety of production condi
tions. In the nortbern part of the territory winter dairying is gener
ally practiced, and seasonal fluctuations in production tend to be 
moderate, although a "pasture Hush" causes a sharp peak in the early 
summer. In the southern part producers are generally characterized 
as "grass milkers" having their co .. -s freshen in the spring, milk during 
the summer grass season, and dry up in the winter. This makes fOi 
very low deliveries in the fall and winter, and high deliveries in the 
spring and summer. 
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FIGURE 8.-Wm£ SEASONAL VARIATION IN PRODUCTION OF Two MID-WEST 

CREAMERIES. 

Association A is located in southern Indiana, Association B in Jdichigan. There is 
greater variation from high to low in the southern than in the northern territory. 

These facts are illustrated in figure 8, which shows the indexes of 
actual deliveries at two Mid-West plants during 1935 and the index 
of butter prices for the same year. Association' A is in southern 
Indiana, Association B in Michigan. Butter prices tended to be bigh 
when the deliveries at both plants were low, but the deliveries at B did 
not fall so far below the average as those at A. Forty-five percent of 
deliveries at A were received during the 7 high-price months, October 
through April, and 52 percent at B during the same period. 

Had the prices paid for butterfat borne the same relation to the 
butter price at both plants for each month of 1935, the annual average 
at A would bave heen 27,50 cents per pound, while at B it would have 
been 28.13 cents. The difference, amounting to 0.63 cent per pound, 
is attributable entirely to differences in seasonality of deliveries. 

A further consideration in this regard is that a constant volume of 
product can usually be handled at a lower average cost than can the 
same volume distributed so as to require facilities to carry a high 
peak load for a while and then stand partly idle during the balance of 
the year. 

CREAMERY OPERATING MARGINS 

The market price of butter may be related to the price creameries 
pay for the butterfat in each pound of butter in order to obtain the 
gross operating margin independent of variations in the value of 
overrun. The margin so computoo for individual creameries or aver-
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ages for groups of creameries may be comp~ to determine thei!' 
relative efficiencies in returning to producers the proceeds of eales. 

From several Mid-West creameries two wl're selected, one in Indilllu. 
and one in Michigan, for comparison of their margins with the avernge 
margins taken by aU creameries or buyers of buttllrfnt in their re"pee" 
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F,GURE 9.-CoMPARISON OF STATE AND SELECTED MID-WEST CREAMEIlI& 

MARGINS IN INDIANA AND MICHIGAN. 

The margin lbr th<- seI~ Mid-West creamery is lower in each cue than the 
State average. 
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tive States. These two creameries had records of prices paid in each 
pay period since 1925. 

The margins between prices paid by the selected creameries, the 
State averages of butterfat prices, and the Chicago quotation on 
90-<lCOre "centralized carlot" butter by years from 1925 to 1936 are 
shown in table 11. In figure 9 the average margin in each of the two 
States is compared with the margin retained by the selected Mid-West 
creamery operating in that State. It will be noted that the margin 
for the sele"ted creamery is lower in each case than the State average. 
In other words, these figures indicate that these particular Mid-West 
creameries were returning to producers a higher proportion of the mar
ket vnlue of butterfat than were the average butterfat buyers of their 
State. 

TABLE l1.-CmCAGO BUTI"ER PRICES, BUTTERFAT PRICES CoRRECTED FOR 
OvERRUN AND CREAMERY MARGINS, MICHIGAN AND INDIANA, 1925-36 

[Cents pel' pound} 

MJcllIgan Indiana . 
eM· Farm price of Farm prfe8 of 

y"" "",,. C .. ,un&y """"" Creamery margin 
butler butterfat butterfat 

on'" , 
StBtso .... """ State Bel""'" State Selected State .. -average 2 "''''''''''''' .""""'. CJil8.wocy 8VIIm!lg9' (,'flJWlWry~ avlltrage --, 

UI2L _____ .. "'l.Ui 35.06 38." 7.09 ..,. 'U, 39.57 ..112 2.5. 
11126. ____ • ___ 4t.66 34.'" 38..01 •. 73 , ... 33.33 31.85 8.33 3.81 l!1'li. ________ ".28 ".54 "'SO "',. '.lI9 35.60 40.73 .... aM 
HI2!L .... ___ 4:5.22 ... 111 42.16 1.21 a.os "" ... .. ... 8.62 4.2. 
1!l2'L •...••• 43:» 3<1.9. ..... a2. .38 35. 74 40.76 7 .... 24 • 
UI3IL •• _ •. ___ 34.79 28 .. 32.08 8.15 2.11 211.83 32.12 7.98 2.., 
193L .... ___ 26.", 21.08 24.05 1.42 2.46 10. .. ..... 7. '" 2.12 
1002". ___ •.. _. 19.90 14.85 17.26 .. OS '.64 13.18 17.98 6,12 1.92 
ltr.i3. __ .. ____ 10.31 15.79 J7.6i 4.52 , ... 14.38 17.73 .... 2.58 100t. ________ 24.40 19.20 21.28 '.20 3.12 11.67 21.88 B.73 2.6, 
IH35 •• _ .• _._. .. " Zl.JS 26 .. '30 8.43 2'1.48 26.57 6.17 2.08 IIBO. ________ 8UIO 26.'" 2I!.31; 4.77 3.20 26.10 20.26 .... 2. .. 

I CbIM:gO IlUU'Qt quotation for 90-800r~ "06ntrallr,ed carlot" butter asreported by the U. S. Department 
of Ameullure. 

J AnnUBllu'9rSn pries paid fanners for butterfat as reported in Crops and Muteu, U. S. Department 01 
Aj!J'jeultunt, corrected tor o'\-enun at the rai.6 of 24.5 ~nt. The f6Suiting ft~ure is. the price I.ald for 
n.tI03Z pound uf butterfat. or tile amount ofbuturfut 1D 1 pound of butter bllvlrg 24.S-percent overrun. 

I Actual price.<:- paid by tbe selected creamery conecled in the sarno numner !IS tbe State average pr1ees. 
t CllrTent prices plus patronage dividend, ootn!cted ror overrun in the same manner as above. 

The State average of margins in both cases bas tended to dedine 
during the period under consideration. Assuming that quotations 
are now made on ·the same basis, the decrease in margins must have been 
caused either by (1) a genernl increase in efficiency of the dairy 
industry, (2) a reduction in costs because of lower price levels. of cost 
factors, (3) an increase in the genernllevel of qunlity of products, or 
by (4) increased competition that forces buyers to forego profit!!. in 
order to red uce margins. 

There ean he little doubt that the efficiency of the dairy industry 
genernlly increased. Machlflery, plants, and transportation facilities 
have been improved, and costs of procurement have been reduced. 
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Technical knowledge of creamery operations has been inCl't'.aaOO and 
more widely disseminated. This is particularly true of the Mid-West 
creameries because of the intensive efforts of the overhead ag .. n~y. 

The effect of the price levels of cost factors is apparent to a limit.><! 
extent in the comparative stability of margins from 1926 to 1928, 
their decline to 1932 and 1933, and BOrne tendenci .. a for increB8t'a from 
1933 to 1936. These etrects, however, are Dot consistent, especially 
in the case of individual creameries. This would seem to indicate that 
other factors were predominating in these particular instances. 

An increase in the general level of quality within a State would 
have the effect of reducing the margin when that margin is computed 
on the basis of a fixed grade quotation. While no quantitative meM
ure of quality improvement is available, it is generally conceded that 
there h88 been an improvement in the last decade. Yet the most 
intensive drive for quality improvement hi butterfat has occurred 
since 1934 and during that period the margins have not declined. 
Any improvements in quality tending to reduce the margins may have 
been offset by opposing tendencies of other factors. 

Increased competition may force a general reduction in margins 
either through reducing profits, or eliminating inefficient operators 
who can exist only on high margins. Such competition has been pro
.vided by cooperative creameries, especially because of their pressure 
toward more efficiency RIld the nonprofit nature of their operations. 
The percentage of the butter made by cooperatives in eaeh of the 
States has tended to increase. (See table 12.) As the volume manu
factured by cooperatives incre88e8, it has the double eff eet of weighting 
the State average with more of the higher prices and extending the 
influence of the higher prices to other buyers of butterfat.' 

TABLE 12.-PERCENTAGE OF TOTAL CREAMERY BUTTER PRODUCTION BY; 
CoOPERATIVE CREAMERIES, INDIANA AND MICHIGAN, 1925, 1927-35 I 

___ y_ .... ___ +_Indlana ___ I_M_' .. _' .... _I ___ Y_ .... ____ 1._I_nd_"'_ .. _!,_M_lcbl---: 

p""", 
13.3 
If». 0 
IIf. e 
17.1 
lao -------'-----.L __ ---ll ______ L-_--'L-__ i 

I Estimates compUed by the Farm Credit Administration. COOl)1!J'RC.lve VI'lfaion. HUlDTY and 8taUsUat 
Subsection. } 

J Data not avallable. ~ 

j 
An important factor in an analysis of the operations of c()opero.tivlf 

creo.meries is the method used in the distribution of proceeds of sales{ 
The method used ho.s significant effects upon the eooperative Cho.r:J 
of the orgo.rnza tion . 

• For an analysis or the effects of cooperative eompetltitm UPOD prklN pold In otber Stat_ .. 
cited in rootnote a. and refN"elu::e cited 10 toornate 5. t 



MID-WEST PRODUCERS' CREAMERIES, INC. 57 

PRICE SYSTEMS USED BY MID-WEST CREAMERIES 

Mid-West creameries generally use two price systems. They are 
(1) the "pool" in which the association pays "as much as it can" in 
each pay period, and (2) the "patronage dividend" in which "advances" 
approximating the competitive price are paid at the time of delivery 
and patronage dividends at the end of the fiscal period. 

The pool in which the butterfat is received, made into butter, sold, 
and the returns less costs prorated to producers on the hasis of de
liveries, is a clear-cut operation which currently returns to producers 
the net value of their products. It evolved out of a local creamery 
procedure in which payments to producers were deferred for periods 
varying from a week to a month. It was also the "cooperative" 
method of operation introduced into the dairy sections of this country 
by Scandinavian and German immigrants prior to 1900. The patron
age dividend method, on the other hand, grew out of the cooperative 
procedures in centralized territories where settlements between butter
fat producers and buyers were traditionally made on a cash basis. 
Under it the current competitive price or a price based upon a market 
formula is paid at the time of delivery or in current pay periods, and 
the esrnings above these are prorated at the end of the fiscal period on 
a patronage basis. 

While there are infinite variations in the two systems, it may be said 
that the first, or pool, is used by all creameries in Michigan, two in 
Indiana, and two in Tennessee. Patronage dividends are used by one 
Tennessee, one Illinois, and five Indiana creameries. Both systems 
are definitely products of their environments. 

The advantages and disadvantages of the two methods of dis
tributing proceeds may be classified under the following headings: (1) 
Educational problem in explaining the cooperative procedure to pro
ducers, (2) effect upon butterfat price levels in the creamery's area, 
(3) effect upon building membership and patronage for the coopera
tive, and (4) effect upon patron's contribution of financial support. 

From the point of view of explaining the cooperative procedure to 
producers, there appears to be little choice between the two methods. 
Producers readily understand the essential procedure of the pool. 
However, it is possible to explain the patronage dividend system rather 
effectively by saying at the time of the first payment, "Here is the 
market price for your butterfat, it is all you would receive if you were 
not a cooperative patron," and later when paying the patronage divi
dend, "This is one measure of the benelits you derive from patronizing 
the cooperative creamery." , 

The patronage dividend method has the potential disadvantage, 
however, of being subject to the market price level for butterfat. 
If other huyers raise their' prices to meet cooperative competition, 
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the patronage dividend payable may be n>dU('ro. This !lives pro 
ducers the impression that the benefits accruing het'ause of ('OOppI'8I 
tion have been n>dut't'd, partieularly ,,·h .. n ronditions existing bero~ 
the organization of the cooperative have been forgotten. To otr"..i 
this false impression it is necessary to diroct the atk>ntion of prodllt'en 
to the relation between their total payments for blltk>rfat and tb4 
market value of butter-in other words, to the trend of margins di" 
cussed in the preceding seetions. 

It is an adage of marketing that two prices for the BRme produci 
cannot exist at the same time in the same markf't. Thus, if on. 
ereamery operating on a pool basis psys priees higher than those 01 
other butterfat buyers in the same area, the other buyers will tend 14 
meet the higher priees or lose patronage. Since the more efficieni 
continually attract more patronage and the less efficient lose volum. 
the general level of priees in the area is ralsro. H the an>B affect.t>CI 
is relatively small and competitors operate also in other pisces not IIC 

affected, they may go farther and elect to atage B "price war," to ovl.'1l 
pay the pooling cooperative. in its own area. When this oceUI'S, tht 
cooperative has "started something"; it has, by its priee polici..., 
attracted "cut-throat competition." This procedure bas resulted ill 
several associations in the :t.lid-West organization shifting from th. 

. pool to the pa tronage-di vidend basis. 
The policy of paying current competitive priees and later patronagt 

dividends does not upset the price strueture of the local markf't t~ 
the same extent as do pool priees. As stated by one manager, "Tht 
lower the prices set by our competitors, the more money we make.· 
Indeed, within limits, the difference between the returna of the least 
efficient handler who can stay in the business and those made by tllt 
others may be considered a profit to the othel'S whether they art 
private operatol'S or cooperatives. The cooperative may have the ad· 
vantage since "no one knows what our final price is until the end 0/ 
the year." 

Membership and patronage in the cooperative are directly affected 
hy the method used in the payment for butterfat. By extendinf 
the benefits of their operations to all producers of the area, pooling 
associations do not easily build membership in their own orgarnz.. 
lion. To the extent that competitors are willing to "go along" on 
the current market prices paid by patronage-dividend --.eiation., 
the method actually restricts the benefits to those producers who p. 
tronize the cooperative. The benefits can be obtained only by patro .. 
izing and in most eases by assuming the obligations of membership. 

The method of distributing proceeds has important resnlts Upoll 

memhel'8' obligations to finance the organization. In the fil'Bt plaee. 
it requires more operating capital in proportion to busin_ done tI· 
pay cash for each delivery than to derer payment until the proceed> 

II 
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of sales have been received, because the earnings which accumulate 
throughout the year tend to provide extra operating capital. In 
fact, several. associations had excess cash, which they invested in 
income-producing bonds or savings deposits pending distribution at 
the end of the year, 

In the second place, necessity for retains to pay debts or to expand 
facilities means a direct reduction in pooled prices unless the retains 
are currently credited to patrons' accounts and such credits are 

, accepted as part of current hutterfat prices. .As has been indicated, 
this was done in but one case' among the Mid-West creameries that 
pooled. In lieu of this procedure, pooling associations are under 
extreme pressure to increase efficiency in order to set aside funds 
from current operations and still have their prices as high as competi
tors. Patrona.ge-dividend associations, on the other hand, may and 
do retsin portions of the earnings for expansion without appearing to 
disadvantage in the current prices paid; and patrons seem to accept 
stock readily in lieu of cash as patronage dividends, since it is "some
thing extra" in either case. 

Third, the '}layment of patronage dividends in stock, aside from 
providing a "painless" method for making retains, gives a ready 
method for making members of patrons. Deductions for member
ship in pooling associations appear to penalize the nonmember in 
current settlements, and often he refuses to submit to the deduction 
if he can obtain the "co-op price" from competitors. 

o 
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