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DIRECTOR'S PREFACE 

This is the third publication of The Brookings Institution 
in a series of six which deal with the handling of particular 
commodities or groups of commodities under the Agricul­
tural Adjustment Act. These books present the results of 
a study of operations under the act concurrently with their 
progress. A group of specialists has been maintained in 
Washington since June 1933, and during 1933 and 1934 
local observers have reported developments in important 
markets and producing states to the Washington staff. 

This present report is based upon intensive study of the 
large body of data and information concerning the dairy 
products program that has been published by the AAA, 
the milk producers' associations, the other dairy co-op era­
tives, and the several organizations of dairy distributor and 
processor interests. These sources were supplemented by 
interviews with hundreds of vyorkers connected with these 
agencies and with the ~ organization. Members of 
our staff, Washington specialists and field observers, have 
attended many of the important public hearings on pro­
posed marketing agreements and conventions of dairy 
interests organizations and have followed discussions in 
dairy and farm papers and reports of developments in the 
daily press in cities where licenses have been in operation. 
Thus their conclusions are based upon materials of very 
comprehensive character, many of which were not easy of 
access at the time and which have already in large part 
disappeared. ' 

The author of this report has undertaken, as a back­
ground for interpretation and evaluation of the A.Af\ 
activities relating to dairy products, to outline the condi­

vii 
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tions in the dairy industry out of which arose the demand 
for control and to analyze the problems with, which such 
control is concerned. Much of the' diseussion, therefore, 
has an important bearing upon state as well as' federal 
effort at control, and upon future developments in milk 
marketing regardless of what may happen to the current 
public ventures. 

The actual writing of the volume has been in progress 
since June 1934, in a period during which the dairy industry 
itself has been unusually affected by weather conditions 
and by market forces, and also during which the efforts at 
administration have been greatly disturbed by the struggles 
of contending interests anq the judicial decisions of numer­
ous courts entertaining by no means harmonious views. 
Hence the policies of the Administration have been con­
stantly in flux. It has been possible in the final reading 
of the proof to indicate only briefly the changes introduced 
by the new amendments to the act but not to project 
specifically their effects on the dairy products program of 
the AAA. These effects will be d~eussed in a summary 
volume to be published next year. 

The manuscript of this volume was read and accepted 
by a committee consisting of Charles o. Hardy as a rep­
resentative of the Institute of Economics staff, Joseph S. 
Davis, co-direetor of the AAA study, and myself. As 
in the case of all the books in the series, the views ex­
pressed are to be regarded as those of the individual author 
rather than as an Institutional pronouncement. 

Institute of Economics 
August 1935 

EDWIN G. NOUltSE 

Director 
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CHAPTER I 

THE POSITION OF DAIRY PRODUCTS UNDER 
THE AGRICULTURAL ADJUSTMENT ACT 

Dairy products were made subject to all three provisions 
of Section 8 of the Agricultural Adjustment Act: first, the' 
provision authorizing adjustments of production through 
use of contracts with producers, benefit payments, and 
processing taxes; second, the provision rclating to market­
ing agreements with processors and handlers of farm 
products and associations of producers; and third, the pro­
vision for use of the licensing power as a means of cliniinat­
ing unfair marketing practices and charges.' The act did 
not make all or any of these provisions mandatory; rather 
it provided for their use at the discretion of the Secretary 
of Agriculture. 

Dairy products earne under the first provision because in 
Section II the term "basic agricultural commodity" is 
defined to include "milk and its products." Under this 
section also, the Secretary was given authority to treat as a 
separate basic commodity any regional or market classifica­
tions, type, or grade of dairy product, such as fluid milk, 
cream, butter, cheese, and so on, or any sub-classification 
of these. If, upon investigation and due opportunity for 
hearing, however, he decides that during any period the 
provisions applicable only to "basic'~ commodities cannot 
be administered so as to accomplish -the declared purpose 
of the act with respect to any commodity or classification, 

1 Sce Appendix A for all portio .. of .... Agricultural AdjustmeJ1t Aa h .... 
mentioned. and for the 1934 :amendments. One 1934 amendment provided 
that individual producon could be parties .. marketing ag ............ 
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2 THE DAIRY INDUSTRY AND THE AAA 

he is required to exclude it for such period from the opera­
tions of these provisions. 

The production adjustment, benefit payment, processing 
tax, and related provisions apply to basic commodities only, 
whereas the marketing agreement and license provisions 
could be applied to all agricultural commodities and prod­
ucts thereof. Also, either of these could be applied sepa­
rately from the provisions covering basic commodities only, 
and independendy of each other.' 

OBJECTIVES Ol!' THE ACT 

The title of the Farm Relief Act of 19330 of which the 
Agricultural Adjustment Act constitutes only Title I, 
designates as its primary objective the relief of "the existing 
national economic emergency by increasing agricultural 
purchasing power." The "Declaration of Emergency" 
refers to the disparity between prices of agricultural and 
other commodities and its effect on the purchasing power 
of farmers, and the "Declaration of Policy" definitely pro­
claims the re-establishing of pre-war purchasing power of 
agricultural commodities as the intent of the act." The 

! See Edwin G. Nourse. Marl(~tin1l All"eemenll "ruin- IlIe AAA., for a 
fuller discussion of the interrelationships of these three provisions. 

a "Declaration of Emergency. That the present acute economic emct~ 
geney being in part the consequence of a severe and increasing disparity between 
the prices of agricultural and other commodities, which disparity ha largcly 
destroyed the purchasing powc:r of farmers for iIIdusuial prodUCb, has broken 
dowD the orderly cxchallgC of commodities. ami Iw I<riou.ly impaiml the 
agricultural assets supporting the national credit structure, it is hereby dcdared 
that theJe conditions in the basic industry of agriculture have afiec:red uansacaoos 
in agricultural commodities with a national public interest, have burdened and 
obstructed the normal currents of commerce in IUch commodities, and .render 
imperative the immediate enactment of Title I of this ac!. 

"DeelaratiOll of Policy. . . • Sce. 2. It;' bcn:by dccw.d to be the 
policy of Congn:so-

"( I) To Cltablilh ami maIBtaiD .. cb balance between the production 0J>d 
conswnption of agricultunl commodities. and such markctiJlg conditions there­
fori u win re-esrablish prica to farmcn at a level that will give agricultural 
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AAA administrators therefore were under obligation to 
undertake, as rapidly as possible, to raise the price of any 
farm product that was below parity, if in their judgment 
the product would lend itself to the methods oudined in 
the act. Hence the procedures adopted or sanctioned by 
the Adjustment Act must be analyzed in the first instance 
in terms of their price-raising effectiveness. 

The prices to be raised by the act are the prices paid to 
farmers, not the resale prices of processors and handlers. 
In only two places does the act authorize control of resale 
prices, and there only by implication. First, the use of 
licenses, cited above, "to eliminate unfair practices or 
charges that prevent or tend to prevent the effectuation of 
the declared policy and the restoration of normal economic 
conditions in the marketing of such commodities or 
products and the financing thereof," may be interpreted as 
authority to control processors' and handlers' margins. The 
access provided in Section 8 (4) to information and records 
on prices of commodities bought and sold amply justifies 
such an interpretation. Second, the instructions to the 
Secretary of Agriculture in Section 9 to prevent the 
pyramiding of processing taxes imply a limited control 
over resale prices of basic commodities. 

commodities a purchasing power with respect to articles that farmers buy, 
equivaleDt to the purchasing power of agricultural commodities in the base 
period. The base period in the case of all agricultural commodities except 
tobacco sban be the prc-war period) August 1909-July 1914. In the case of 
tobacco, the base period shall be the ppst-wat period. August 19I9-July 1929-

"(2) To approach such equality of purchasing power by gradual correction 
of the present inequalities therein at as rapid -. rate as is deemed feasible 
in view of the current consumptive demand in domestic and foreign markets. 

"(3) To protect the consumers' interest by readjusting farm production at 
such level as will not increase the percentage of the consumers' retail expendi­
tures for agricultural commodities. or products derived there£rom. which is 
returned to the farmer, above: the percentage which was returned. to the farmer 
in the pre-war period. August 1909·July 1914." 
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A reasonable reading of these two passages, however, 
supports the view that the grant of powers they contain is 
intended largely if not altogether for the purpose of keep­
ing processors' and handlers' margins at a moderate level 
and not for the purpose of insuring middleman prosperity. 
The unfair charges to be eliminated are apparently unfairly 
high rather than unfairly low charges. On the other hand, 
the framers of the act may have considered as unfair some 
practices affecting resale prices that might indirectly have 
the effect of lowering prices paid to producers by processors 
and handlers. If the act is so interpreted, these agencies 
will derive some protection from it; but even so, the end 
sought, if we read this passage in its full context, would 
appear to be higher prices to producers and not remunera­
tive margins to processors and handlers • 

. On this last pomt, ~<!wever, there is some little basis for 
a contrary argument. Perhaps the phrase in the act which 
further defines these unfair practices and charges as also 
tending to prevent the "restoration of normal economic 
conditions in the marketing of such commodities" gives 
further color to such a contra;., opinion. However, read 
in conjunction :with the Declaration of Emergency and 
Declaration of Policy, this phrase likewise would appi:ar 
to call for such restoration with a view to its effect upon 
prices to producers and not upon incomes of processors and 
handlers. The companion phrase in the Declaration of 
Policy, "and such marketing conditions thcrefor," is abso­
lutely tied to the objective of raising prices of.£:irm products. 
It is also closely tied to the objective of balancing produc­
tion and consumption~that is, in essence, of controlling 
production. The phrase in question was apparently added 
to give the Secretary power to keep processors and handlers 
from interfering with his efforts to secure "orderly" mar-
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keting in association with properly balanced production. 
The Declaration of Emergency refers to the "orderly ex­
change of commodities" as having broken down; but here 
the thought is more in terms of general loss of market from 
reduced purchasing power. 

The exemption from the anti-trust acts given to market­
ing agreements in Section 8 (2) likewise cannot be taken as 
assuring satisfactory margins to contracting processors and 
handlers. This exemption was granted to make it legally 
possible for them to act in groups in negotiating terms with 
the Secretary, and contains no implications as to adequate 
margins and resale prices. 

The foregoing sta~ement, however, must not be inter­
preted to mean that the Administration is prohibited from 
including provisions benefiting processors or handlers in its 
marketing agreements and license~. The' many possible 
provisions of mutual benefit to marketing agencies and 
producers belie such an interpretation. This is probably true 
also of provisions benefiting marketing agencies largely or 
altogether and not injuring the producers, especially if they 
can be considered as in return for favors extended by mar­
keting agencies to producers. One can scarcely imagine the 
processors or handlers entering into marketing agreements 
in the absence of tangible net benefits. Licenses intended 
to force them to participate in the Administration's pro­
gram could of course be imposed upon them; but half­
hearted compliance could defeat the whole effort. Surely 
a more rational procedure would take the form of a joint 
undertaking by the Administration,' representatives of the 
producers, and representatives of the marketing agencies, 
to develop a program of benefit to producers and market­
ing agencies, but more largely of benefit to the former. 

In addition to the declarations of emergency and policy, 
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the act defines the limits of its objectives in two other 
ways. One is that s<xalled parity price or "fair exchange 
value" is set up as a goal to be attained. This is defined 
in Section 9(C) as follows: 

.•. the fair exchange value of a commodity shall be the price 
therefor that will give the commodity the same purchasing power, 
with respeet to articles farmers buy, as such commodity had during 
the base period speemed in Section 2; and the .ourrent average farm 
price and the fair exchange value sball be ascertained by the Secre­
tary of Agriculture from available statistics of the Department of 
Agriculture. 

In the second place, tlie processing taxes designated in 
Section 9(b) are limited to "such rate as equals the dif­
ference between the current average farm price for the 
commodity and the fair exchange value of· the com­
modity." As will appear later, these two statements of the 
limit appear somewhat inconsistent with each other, since 
if prices are raised to the parity level no basis is left for 
collecting processing taxes. It . is true that if the prices 
obtained are only such as will give parity with benefit 
payments included, the taxes·1¥Ul be collected year after 
year. But .no production control scheme can guarantee 
that poor yields will not raise prices above parity at any 
time and destroy the basis for the processing taxes. The 
Adjustment Administration has therefore deemed it neces­
sary to interpret the tax provision to mean a uniform tax 
dUring the period of a contract, and the recent amend­
ments definitely provide that taxes can be collected 
though the price is temporarily above parity. 

As the act now stands, these provisions define the upper 
limits of the price-raising activities. The Administration is 
not required, however, to raise prices to these limits either 
at once or ever. To begin with, the Secretary is definitely 
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instructed in Section 9(b) not to levy processing taxes of 
this magnitude if stocks accumulate unduly or the farm 
price of the commodity is seriously -depressed as a result. 
In the second place, the Declaration of Policy instructs the 
Administration that it is to work toward equality of pur­
chasing power "gradually," "at as rapid a rate as is deemed 
feasible in view of the current consumptive demand in 
domestic and foreign markets." 

These qualifications were inserted by the framers of the 
act because some of them realized that estab1ishing parity 
prices for most farm products before demand fully re­
covered would defeat the underlying objective of increas­
ing the total purchasing power of agriculture. In fact, 
some of them recognized that parity prices for some prod­
ucts could not be realized in several years, if ever, without, 
real injury to their producers, and would not be attained 
under any sensible administration of the act, exc~pt possibly 
temporarily because of some pronounced disturbance such 
as war' or wild inflation. Thus, if the relatively low prices 
for any farm product were in part due to more than ordi­
nary improvements in the art of their production, with 
accompanying reduced costs, then parity would be a poor 
goal indeed. The same would be true if any special cir­
cumstances in the base period, 1910-14. made the price of 
some product unusually high or low at the time. Some of 
those assisting in the development of the Adjustment Act 
were well aware of these limitations of parity price, and 
lent their influence to attaching the foregoing qualifica­
tion to it. 

Parity price, therefore, must not be-taken too seriously as 
the goal or limit of the price-raising activities of the AAA. 
It must be considered as a rough indicator of the extent of 
the price increase to be sought. ,The earlier farm relief 
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measures mosdy made the world price plus the tarUi duty 
the limit of the price increase" Important Democratic 
members of Congress had objected to this device from the 
beginning. They opposed it in the early hearings on the 
Adjustment Act. The new Democratic Administration 
therefore needed a substitute for it. The only onc then 
before the public was that old forlorn hope of numerous 
futile endeavors at farm relief the world over, "cost of pro­
duction," espoused by John Simpson of the Farmers' Union 
and supported by many in Congress. In order to defeat the 
drive for this formula, the sponsors of the new legislation 
lifted the parity price idea out of the first McNary-Haugen 
bi11, furbished it up, an4 fitted it into the new measure for 
farm relief." It could be given a popular appeal and made 
reasonably understandable, and it was believed that its ad­
ministrative deficiencies could be remedied by inserting a 
few carefully phrased qualifying statements. 

The other limit set upon price raising was that the pro­
ducers' percentage of the consumers' retail dollar should be 
no higher under the act than in the base period. This would 

, Of' course the sponsol'l of mese measu~ expected to raise the tariJf duties 
in case they did nor support a sulficiently high domestic price, and so these 
duties furnished no real measure except in an immcdiale sease. Mr. Gcotge Peck 
in his pamphle~ Eqlt4lity for Agricrdlflr_, puhlished in '9", and iD the first 
McNary-Haugen bill, set up "fair exchange value" as the goal of price-raisiog 
legislation; but the actual price control was in !emu of tariff dubcs, and '"fair 
exchange: value" was omitted from all later revisions of the McNary·Haugcn 
bilL Mr. Peck believed that fair exchange value was equal to cost of production, 
a.nd that if tariff duties equalized international differences in cost of productiOll, 
they would wut'c "fair exchange value" in the protected country operating 
under the McNary-Haugen plan. -

B This was fint done in the Hope--Norbeck bills of July 193:1, introduced 
following the hearings on the first vcniOl1 of the present act. Mr. Peck. had no 
part in the developments at this stage; but Mr. Fredcrick P. Lee, who while in 
the hill-drafting service of the Sen.te had helped .. clnw up the MeNUI" 
Haugen bills. assilted in a private capacity in drafting the present version o{ 
the act. He was "able to restore even some of the language of the old bills, 
including the tenn ''fair exchang. value." 
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prove to be no practical limitation except in unusual cases, 
since spreads ~tween prices paid farmers and retail prices 
are likely to narrow little from the wide spreads estab­
lished during and just after the World War. Accordingly, 
prices of farm products will need to rise to high figures 
indeed before the pre-war percentages are restored. In the 
recent amendments this definition of the limit has been 
supplanted by a statement making parity price the positive 
upper limit of price-raising efforts. 

Although the Agricultural Adjustment Act contains no 
pledge, paralleling its promise of parity prices to producers, 
of margins and resale prices adequate to restore prosperity 
to processors and handlers, it does clearly provide that 
the distribution as well as the production of farm products 
shall receive attention. The major emphasis is of course 
upon control of production. Mainly by control of produc­
tion rather than of marketing, is its price-raising objective 
to be attained. All but three paragraphs of tIie act relate 
primarily to production. But these three paragraphs con­
fer upon the Secretary of Agriculture three separate and 
highly important powers relative to marketing: the sanc­
tion of marketing agreements with the anti-trust exemp­
tion, the licensing power, and the right of access to records 
of marketing agencies in connection with marketing agree­
ments and licenses.· In normal times to have secured any 
one of these would have required years of legislative effort 
and overwhelming political majorities. 

Clearly an important condition of these three grants of 
power, as of those providing for control of production, 
is their temporary nature. The act prescribes that they 
are to expire with the termination of the emergency. 

e The extent of this acccu iD. the case of licenses has not been altogether 
establiahed.. The m:cnt amendments supplant licenses by "ordcn." 
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Except for the dire straits in which the nation found itself 
in the spring of 1933> the specific provisions for terminating 
the act, and the consensus of opinion shared by most 
pro!;essors and handlers that prices of farm products were 
unbearably low and must .be raised, these great powers 
probably would not have been granted. 

Much of the uncertainty and wavering which has 
characterized the dairy product programs of the AAA is 
to be attributed to the differing,andlllso shifting opinion 
within the AAA and the dairy industry with respect to 
the temporary versus the continuing character of the act. 
Ostensibly the act is almost solely of emergency intent; 
and some within the AAA have taken its language literally 
and have insisted that the devices it authorizes be used to 
raise dairy product prices as near to parity as possible only 
until such time<311 they will stay there of their own accord. 
Others have bdieved that the arrangements developed dur­
ing the "emergency" period are certain to be continued in 
much the same form after recovery, and that therefore they 
must be scrutinized carefully with this probability in view. 
The majority have held opinions'of varying shades between 
these extremes. DuriJIg 1933 and . 1934, these differences 
prolonged discussion and delayed important decisions for 
weeks and even months. 

Clearly we have not yet progressed far enOugh along the 
road to recovery, and have not had suflicient experience 
with the methods outlined in the Adjustment Act, to make 
final forecast as to what will follow when the emergency 
ends. Perhaps we shall not even know when it ends. We 
can at this time, however, put forward certain considera­
tions that have an important bearing upon the course of 
future developments, and these will help us in understand­
ing the numerous issues that have arisen in applying the 
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act to dairy products. Some· of these considerations are 
best presented in 'terms of the background and evolution 
of the act itself. 

ORIGINS 

The Agricultural Adjustment Act has its ancestry in 
three distinct lines of effort, only one of which was purely 
emergency in character. These are, in historical order, the 
McNary-Haugen campaign, the domestic allotment move­
ment, and the emergency relief drive started in the spring 
of 1932. 

The McNary-Haugen effort was intended to introduce 
into our political system upon a continuing basis a scheme 
for raising the prices of export farm products to the level 
of tariff protected products! Many held that this effect 
wQuld be only temporary, because of the expansion of out­
put that would promptly ensue; but its sponsors never con­
ceded this. 

TIle domestic allotment movement, under' this name, 
began when thej>1an was presented to congressional com­
mittees in 1929 and Professor M. L. Wilson set forth upon 
his long educational campaign for it that finally culminated 
in its ac~eptance by Governor Roosevelt in June 1932. In the 
meantime it had be~n substantially altered in its procedures 
and even objectives, largely at the suggestion of President 
Harrinlan of the United States Chamber of Commerce. 
The real origin of the adjustment phase of the movement, 
however, dates back to discussion of "production adjust­
ments" begun in 1922, which gave -fruit to the "outlook" 
program of the first Secretary Wallace in that year. In 19:zB 
it produced the Christgau bill, designed to organize the 
federal and state departments of agriculture, the state col-

T The bills were ostensibly for emergency relief, but allowed ten years iD 
which to ac:complish iL 
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leges, experiment stations, and extension services, and what­
ever voluntary groups might be interested (such as banker 
associations, the agricultufal press, etc.), into a vigorous 
agricultural planning body that would first determine the 
production adjustments needed and then undertake to get 
producers to make them. The original domestic allotment 
plan was developed and promoted by the same group that 
had been endeavoring to expand the "outlook" program 
to include an "adjustment" progr~.based upon i~ and 
is properly interpreted from one point of view as a much 
more positive form of the same idea, which this group 
wished to have tried out with a few major export crops. 
From another point of view, it was, like the McNary­
Haugen scheme, a device for raising prices of these 
products immediately; but it came much closer to safe­
guarding against subsequent stimulation of production 
than did the McNary-Haugen scheme. Therefore it too 
was essentially a continuing program. The processing 
taxes, individual contracts, and rental and other benefit pay­
ments were all added in the revisions made in 1931 and 
19J2. 

The emergency relief drive began in the spring of 1931 
when the farm organizations suddenly came to the con­
clusion that no one of the three plans sponsored by them," 
nor the combination of all three which they were urging 
at that time, had any chance of passage in that Congress, 
and that they must devise some plan for quick relief that 
would save the farmers till a "permanent" plan for farm 
relief could be worked out and pushed through Congress. 
The relatively favorable reception which the committees 
of Congress had in the meantime accorc;1ed to Professor 

• The McNary·Haugea plan. IPODlOf'ed by the American Farm Bureau Fed· 
eration; the export debenture plan, lponsored by the Grangej and the 5impson 
COlt of production plan, lPOo.sorm by the Farmen' Union. 
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Wilson's presentation of the revised form of the allotment 
plan had much to do with this decision. The quick-relief 
measure then hastily concocted consisted of Wilson's 
proposal minus production control, that is, merely of 
processing taxes to collect funds with which to pay pre­
miums on the domestic quotas of the 1932 crop. It passed 
the Senate by acclamation one day, but was voted down the 
next (July 14).· 

Late in 1932> President-elect Roosevelt called together 
a small group to formulate a farm relief measure follow­
ing the lines of his campaign statements. The group 
consisted mosdy of representatives of the farm organiza­
tions bent upon securing quick relief first and a 
"permanent" program later, and of representatives of 
the group which since 1!)22- had been working along the 
line of a continuing program of productiol! and related 
adjustments. The latter were ready to accept emergency 
relief as politically and otherwise necessary, but wanted to 
have it provided in such a way as not to preclude realizing 
their objectives also. Hearings were held in December 
and a bill was introduced in the House on January 3- In 
the discussions preceding, and in the· ensuing debates in 
Congress in the winter of 1932-33, these two objectives 
contended with each other, often in the mind of the same 
speaker .'0 The compromises reached in that session gen­
erally consisted of the Wilson-Harriman "voluntary 
domestic allotment plan" with its provision for an 
initial referendum removed, and several other changes 
designed to simplify the measure and make it immediately 

8 The Klcberg bill. H. 1l. 12130, introduced. June 20, 1932; the Norbedc. 
bill, S. 4940, introduc:c:d July 13, 1932-

10 For e:u.mple, in Mr. Peck'. ptescIllI.Uon before the Finance Committee 
of the Senate (72 Cong ... IC$S •• A"';nUlfIre. Hearings OD S. res. 31S before 
Sellate Committee on Fioanoe, Fob. '4, 1933). 
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applicable. The supporters of the House bill (H. R. 13991) 
wanted something more than a temporary measure for 
immediate application, and regarded it as furnishing a basis 
for constructive continuing programs. The Senate Com­
mittee reported out a bill of a purely emergency nature. 
No compromise was possible 'before the end of the session. 

Within a few days after March 4, the new Administra­
tion decided to include a farm rdief measure in its emer­
gency legislation, and Secretary· Wallace issued a call to 
about 50 agricultural leaders to convene in Washington and 
draw up a program. This group promptly concluded in 
favor of giving the Secretary of Agriculture a broad grant 
of powers rather than specifying any particular farm relief 
procedure, and drew up the general outlines of a bill thus 
conceived, leaving the drafting to be done by the secretaries 
of this conference. The measure offered to Congress on 
March 16 represented a compromise of the emergency and 
continuing points of view. It included the domestic allot­
ment, contract, and benefit payment features, plus rental 
payments as an alternative means of making benefit pay­
ments, and the marketing agreemc:gt proposal that Mr. 
Peek had injected into the discussion during the winter." 
This had been an increasingly important feature of his 1926 
and 1927 McNary-Haugen bills. His discussion before the 
Finance Committee of the Senate indicates that he looked 
upon the production control part of the measure then be­
fore Congress as a device to be used only occasionally; that 
he was in fact opposed to.all positive forms of production 
control except on an emergency basis. His belief seemed 
to be that, except under dire extremities, farmers could be 
given carte blanche to produce as much as they wanted to 

11 The origin and development of the marketing agreement and license 
features of the act are discussed in more detail in Nourse. MfU'l(etillg ApeemenlS 
IInd" tu AAA. 
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after being furnished pertinent supply and demand data, 
and that any temporary "surpluses" might be cared for 
under various types of agreements with processors and 
handlers. Should farmers accidentally produce too much 
of some crop, he apparently felt they should be paid for 
not harvesting it, but that even during the emergency, the 
allotment and processing tax scheme should be used only 
as a last resort. 

Although the licensing provision was not included in 
Mr. Peek's original amendment proposals, and his concep­
tion of the use of licenses is not clear from his utterances 
at the time, he readily accepted it. He apparently thought 
of licenses as in some measure supporting marketing agree­
ments; also as providing the basis for needed regu.1ation of 
marketing practices, and enabling marketing agencies to 
hold in line the minority elements who are always' break­
ing the back of the market. He insisted that regulation 
was an approach from "another angle of the situation" than 
marketing agreements.'2 It ,seems reasonable to conclude 
that he was not thinking solely or even largely in emer­
gency terms on this point. 

Secretary Wallace advocated the licensing provisions at 
the Senate hearings as necessary to keep both marketing 
agreements and production control from being sabotaged 
by hostile processors and handlers.'" Neither Mr. Peek nor 
Secretary Wallace regarded marketing agreements or 

,licenses primarily as instruments of marketing reform, but 
some of the congressmen definitely injected this note into 
the debates. Clearly, also, some of tliose who helped draft 
the act had the long-time objective of market reform in the 

11 13 Cong. J: sess., Agricul,ut'tll Emnrency Acl to Increase FQI'tn Pur­
cAssi", Power'. Hearings on.H. ll. 3835 before Senate Committee on Agricul. 
ture and Forestry, p. 91. 

11 The u.mc, p. 11. 
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background if not in the forefront of their thinking. Thus, 
Dr. Mordecai Ezekiel, who assisted in drafting the act, 
wrote as follows in the pamphlet, Economic Bases for the 
Agricultural Adiustmmt Aa, published in December 1933 
as a brief for the act: 

The Agricultural Adjustment Act provides for direct efforts at 
improvements of marketing method. and reduced costs of distribu­
tion. Through voluntary agreements with the Secretary of Agricul­
ture, the act make. possible the elimination of trade practices by 
group action which no individual distributor could undertake and 
which might be contrary to the anti-trust laws if attempted by private 
agreements. By means of volUntary agreements under the Agricul­
tural Adjustment Act, it is possible to prevent tbe losses to pro-

- dueers, distributors, and consumers that arise from the marketing of 
bumper crops beyond the requirements of consumers. Through 
marketing agreements it is possible to recoguize the principle that 
reduced costs which result from the establishment of more efficient 
marketing practices should redound to the benefit of producers, 
distributors, and consumers. They are also predicated on the sound 
economic principle that prices to growers, distributors, and con­
sumers can be established at basic levels for each -group consistent 
with existing conditions of consumer purchasing power; provided 
there are the requisite definite arrangements for carrying through 
needed readjustments in marketing organization, structure, and 
pricing methods. -

These statements could of course be interpreted as referring 
only to the period of emergency; but a reasonable assump­
tion is that any such reforms accomplished would be con­
tinued afterwards. 

Finally, certain language of the act strongly bears out 
the contention that its originators and framers had con­
tinuing objectives considerably in mind. The declared 
policy "to estahlish and maintain" such balance between 
production and consumption, and "restablish" such prices 
to farmers as will give parity prices, could be interpreted 
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to-mean for the period of the emergency only; but thus to 
interpret it would imply that once the emergency was over 
these prices would be allowed to drop in case they were so 
inclined. We may safely assume that the founders had 
no such thought in mind •. Rather, they assumed that the 
ground gained would be held by such means as might 
then be necessary. ' 

The conditions under which the act must be applied also 
have an important bearing upon the question and the form 
of its continuance. First is the eircumstance that the agri­
cultural emergency will probably not pass in a year or two, 
at least for a number of products; and further, that it will 
not disappear abrupdy, but by degrees, so that at no time 
in the next several years can it be said to have ended 
definitely. Under these circumstances the tendency will be 
to modify the program, in general to restrict it, as condi­
tions improve, so that when the day comes that the emer­
gency can be declared at an end the controls then in effect 
will be continued by common consent. In the second place, 
for numbers of commodities, some form of the controls set 
up in the emergency period will tend to be demanded to 
prevent a recurrence of the emergency condition, or at least 
,the constant threat of it. 

For these reasons, most of the leaders of thought among 
farm people as well as their rank and file really expect 
to see the Agricultural Adjustment program continued 
in some modified form rather than completely abandoned. 
Under the circumstances, even if the .program were aban­
doned under its present set-up, a new agency would be at 
once created that would resume the same general program 
-as surely as the present agency was created to take up 
the burden let fall with the closing out of the Federal 
Farm Board. The significant questions relate to what 
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form the continuing program will take, rather than to its 
abandonment. It may be as different from the present act 
as the present act is from the Agricultural Marketing Act. 
It is much too early to forecast its form. 

The conditions atfecting the future of the production 
and marketing adjustment parts of the AAA program 
probably should be considered separately. Special circum­
stances such as the troublesome details to which individual 
farmers are subjected may cause them to turn against pro­
duction control. The local leaders who have borne the 
brunt of the task in each community may tire of it and 
others equal to the task may not come forward. If agricul­
tural conditions improve much in the next few years, 
farmers may lose interest in keeping production under con­
trol. On the other hand, experience with a year of no con­
trol may drive farmers toward more rigorous production 
control. 

The types of marketing controls set up are more nearly 
in line with familiar procedures than are production con­
trols. The provisions for use of licensing power and access 
to dealers' information and records go much further than 
any previous practice in the domain of private business, but 
are the sort of thing we have been accustomed to in the I 
public utility field. The marketing agreements may be 
interpreted as the familiar collective bargaining arrange­
ments particularly prevalent in the fluid milk markets, plus 
the inclusion of the government as a third party. The 
exemption of dealers from the anti-trust laws is indeed a 
distinct departure, and the contiguity of the termination 
clause and this exemption strongly suggests the latter as the 
reason for the former; but it surely is not without 
precedent in practice as applied to other groups. This 
exemption can easily be removed or qualified; or it can 
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be guarded by adequate representation of the public in 
all negotiations. 

THE CONTINUING OBJECTIVES 

We may therefore conclude that those in the AAA who 
have insisted upon reviewing proposed procedures and set­
ups from the standpoint of their operation in the post­
recovery period have ample warrant for this position. 
Hence the nature of the objectives which the sponsors and 
supporters of the Adjustment Act had in mind for the 
period beyond. the. depression becQmes a matter of first 
consequence. These objectives were not clearly defined in 
the discussions and debates, and differed much between 
agencies and groups. The farm organizations and those 
who had advocated the three-way bill in 1931-,32 had better 
prices mainly in view, defining these prices variously as 
"equality for agriculture," "equality in purchasing power," 
"fair exchange value," prices equal to "cost of ptoduction," 
and "tariff effective prices." Some had in mind supporting 
these prices by continued contraction of agricultural pro­
duction, at least until such time as foreign markets could 
be regained or domestic consumption overtook production, 
or until both combined to the same effect. Mr. Peek wished 
expansion rather than contraction of the agricultural plant, 
this to be obtained by developing new uses as well as new 
outlets for farm products. As for prices, he considered 
10 per cent above parity a better level than parity.'* 

Others in the group of supporter~ of the act were not 
greatly exercised over the size of the agricultural plant, 
being willing to leave this largely to movements of popula­
tion in response to the relative attractiveness of agricultural 
as compared with urban income and living. They were 

If Hearings before Senate Committee on Finance, cited in note 1 J. 



20 THE DAIRY INDUSTRY AND THE AAA 

largely willing even to let prices of farm and other products 
establish their own relative levels over a run of years fol· 
lowing the depression. They were thinking mainly of pre· 
venting the extreme fluctuations in production and prices 
that come with cycles of overplanting and underplanting, 
andoverbreeding and underbreeding; with the sudden in· 
troduction of new machines and techniques; with the open· 
ing up of new competing areas, or sudden loss of former 
JDarkets; or even resulting from ~o or three years of favor. 
able weather. This was what the "oudook" program was 
directed toward, and the Christgau bill. From this group 
came the word "adjustment" in the tide of the act.'" Some 
of the group were aho willing that prices of export products 
should be raised to the level of tariff protected import prod. 
ucts until such time as tariff levels could be substantially re­
duced. These had supported the domestic allotment plan. 

The continuing effects sought from the marketing agree­
ments and licenses also varied, widely by groups, ranging 
from monopoly prices at parity level or higher (to be ob­
tained by restriction of production, processing, or market 
receipts and restraint on competition) to mere elimination 
of such clearly unfair forms of competition as misrepre­
sentation of goOds, local price cutting, and secret rebates. 
The "adjustment" group was opposed to any continuation 
of monopoly prices after the emergency, except such as 
might qualify under the Capper-Volstead Co-Operative 

11 The .tatcment in the body of the act ia in b:rlDJ of "ductiOtJl rather than 
ttJjlUlmnJu,' but the reductions arc &om the high level of production of the 
yean when the excess stocks were being aceumulated. Acreages can be ex­
panded a. -well .s contracted within this upper limit. Thus the 193$ cotton 
and tobacco program. call for an increase over the 1934 ureage. The base pro-­
duction is high enough so that the 100 per ceDt of it always possible will take 
care of any productiOJl ncech that are likely to arise in the next five or ten years. 
TIle recent amendments clinch this interpretation by substiwting ·'adjustmcat'· 
for I'reduction," See Appendix A for all portions of the act here mentioned. 
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Marketing Act, and to all restraints upon competition 
designed to support monopoly prices. The interests of the 
marketing reform group have already been oudined. 

ROW DAIRY PRODUCTS WERE INCLUDED 

All the early relief measures omitted dairy products, be­
cause they were not export products. The dairy interests 
were relying during this period upon tariff duties, first 
upon dairy products themselves, and later upon vegetable 
oils and raw materials used in butter substitutes. Their at­
titude toward the McNary-Haugen and similar measures 
was generally hostile. 

The first chance the dairy group had to become seriously 
interested in general agricultural reform measures was in 
connection with the Agriculniral Marketing Act in the 
Hoover Administration. This act stressed co-operative 
marketing, in which the dairy industry was gready con­
cerned. With the decline and threatened extinction of the 
Federal Farm Board, the group's next chance was when 
M. L. Wilson presented the revised domestic . allotment 
plan, with its benefit payments and processing taxes, to the 
two agricultural committees of Congress in the spring of 
1932- In this form, the allotment pian could be applied to 
either import or export products. Wilson's first draft of 
a proposed bill was limited to "any product of which a 
surplus is exported." The House Committee divided on 
this issue and finally voted to include all farm products; 
This alienated enough supporters to produce a tie on the 
final vote to recommend favorably.· The final forms of 
the Kleberg and Norbeck quick-relief bills included all 
farm products. Likewise did the Hope-Norbeck bills, the 
final forms which the allotment measure took at that ses­
sion of Congress. Both were designed with a view to 
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winning as much support as possible from all the different 
commodity interests during the summer of the campaign. 
The dairy interests were not all agreed, however, that they 
wanted dairy products included when the conferences on 
the measure were resumed in the autumn after the elec­
tion; and other groups strongly favored limiting it to ex­
port products. The group whic!t drafted the bill offered 
to Congress in January omitted dairy. products partly 
because they are not exported and are already protected 
by tariffs, and partly because the demand curve for them 
is believed to be such that small and large outputs sell for 
about the same money, so that nothing was to be gained 
by temporary restriction of output. 

Mr. Holman, speaking for the National Co-Operative 
Milk Producers' Federation at the hearings in December 
1932> asked to have dairy products included, but likewise 
asked for the restriction of use of land contracted out of 
crops to keep it from being used to produce dairy feeds. 
The bill which finally came out" of the House Committee 
(H. R. 13991) on January 3 'included only wheat, cotton, 
tobacco, and hogs. But by January 12, when the bill passed 
the House, the list had been extended to include butterfat, 
rice, and peanuts; and numerous other amendments pro­
posed by representatives of the dairy interests had been 
added. The bill which the Senate Committee reported out 
restricted the measure to wheat and cotton, and eliminated 
the production control features. Thus were hopes of pas­
sage in the r.zd Congress ended. 

By this time, Mr. Peek had brought forth his proposed 
amendment covering marketing agreements, and the dairy 
representatives soon became active supporters of it and 
played a considerable part in its incorporation in the bill 
sent to Congress by President Roosevelt on March 16. They 
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also strongly urged the inclusion of the licensing provision. 
These appea1ed to the milk producers' associations par­
ticularly as they seemed to provide that the government 
would come to the support of their arrangements with 
dealers in the matter of piices. buying plans, and the like, 
and put an end to the price cutting and other alleged evils 
which were said to be "demoralizing" the milk markets,'" 
The bill as passed on May 12, by including dairy products 
in the list of basic commodities and retaining both the 
marketing agreement and licensing features, thus provided 
three possible lines of attack on the difficulties in the dairy 
industry. 

Once included under the act, dairy products were certain 
to figure largely in administrative developments. An Ad­
ministration setting out to raise the level of well-being 
of all agriculture that failed to include under its saving 
graces the 19.5 per cent of value of all agricultu)'al produc­
tion represented by dairy products would have to consider 
its task far froin complete." A commodity group of this 
size, especially one so highly organized politically, surely 
would not sit back and let the government do what it 
would for it. More important even than mere size is the 
fact that under the act each city in the United States was 
potentially the subject of a separate marketing agreement 
or license. This insured a good workout on 'what could 
be done under this device. 

From the standpoint of lessons to be learned by experi­
ence, dairy products stand out from the others in the orig­
inal list of basic commodities in that up to the date of 
present writing no use has been made of the processing 

18 Sec p. 326 of Hearings before Senate Committee: OD Agriculture and 
Forestry cited in Dote 12, p. IS (testimony of Charles W. Holman. sccn:wy of 
the National Co-Operative Milk Producers' Federation). 

n For 192~b the last more or le. normal year. 
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tax and benefit payment provision, and no real production 
control has been undertaken. The circumstances surround­
ing this outcome will be especially interesting to examine. 
A further reason for special study of the handling of dairy 
products under the act is the prevailing dissatisfaction with 
the efforts in this field. Does this arise from faults of these 
efforts or from mistaken objectives? If the former, have 
the failures been due to the nature of the industry, to opposi­
tion . from other agencies, or to. mistakes in plans and 
procedures? 18 

18 The amendments passed in 1935" arc discussed somewhat at the end of 
Chap. V~ and excerpts from them arc printed in APPeodix G. Besides provid­
ing specifically for fixing producer prices for milk. for methods of distributing 
returns to milk producers. for substitution of "orden" for licenses. for a two­
thiaI. majority in a producer referendum on all orders, for a marketing agree­

. ment whether or not, the processon or handlen want it in case two-thirds of 
the produccts vote for it, and for uaiftg income from processing taxes for 
pIIfCb.,u.g surplus farm produas (including IivCSlOCk). and defining !he 
sphere of control under the term "interstate" more carefully, ·as indicated in 
Appendix G, the amendments make the following other changes: 

I. Expand the parity concept to illclude wages of farm labor. tues OD £ann 
;real estate, and interest OD farm debt. (It ia estimated that this change will 
raise parity prices 5 per cent at present.) 

2. Specify parity price as the upper limir of all price-raising activities, while 
providing that processing taxes may exc:eed within definite limirs thc difference 
between prevailing priCCl and parity Prices. and may be continued during the 
"next succeeding marketing year:' 

J. Providc for fines for violations, instead of the rcvocation of licenses in the 
original bill, the fines being withheld until after a public hearing upon a 
petition by thc dcfendant. 

4. Provide that agrecmcnts may be tcnninatcd by a vote to that dect by 
half thc producers or produccrs of half the volume. 

,. Providc that a co-operative association may cast the vote for its membcn. 
6. Providc for import quotas of any bnn. product equal to half the avcrage 

annual imPorts of 1928-33, if the imports of the product "interfere with any 
prbgram or operation undertaken undcr this tidc" (Adjustment Act). 

,. Set up an elaborate control ac:hcmc for production and markcting of 
gotatocl. 



CHAPTER 11 

THE DAIRY INDUSTRY 

The activities undertaken by the AAA with respect to 
dairy products can be understood only against a back­
ground of facts about the dairy industry at the time the act 
went into effect. This chapter and the one following will 
set forth the more outstanding of these facts. Many of 
these will already be familiar to those active in the dairy 
field; but this volume seeks to inform the general public 
in its thinking about the dairy industry fully as much as 
those in the industry itself. -

PRODUCTION 

The 1930 census reported 6,289,000 farms, of which 
4,615,000 had one or more cows.! Of these latter, 29 per 
cent had only one cow in 1933> according to Department of 
Agriculture estimates, and an additional 28 per cent had 
but two or three. This leaves only about two-fifths of the 
milk-producing farms with four or more cows." To one 
reared in the dairy sections of the Mid-West, a farm with 
not more than ten milk cows does not seem like much of a 

1 The 1930 censUJ omitted a large number of £arms. mosdy of the smaller 
sizes. Hence the number of COWl was not affected as much as the Dumber of 
farms. The total effect was considerable. however, since the omission affected. 
oame of the dairy ..... especially--<bc N_. Great Lakes, and Pacific 
Coast staleS. Preliminary data indicate that most of these omitted farm. wiU 
be included in the 1935 census, many of the states in these rcgiom having re-­
ported over 10 per cent more farm, in 1935 than in 1930~ 

I The data in rhis chapwo for J9fI since 1930 are rough estimates made by 
John A. Shepard and Richard K. Sm;th of th. n;vWoD of Crop and Li ... tock 
EstDnates and publw..d m Milk Pro<I....w. T .... h. Stalinieol Su/fPkm'" 51-
They were made by applying pem:ntage estimates of changes to the 1930 
censUl data. Other data from this source are based upon special inquiries 
among crop cormpondcnts. 

25 



26 THE DAIRY INDUSTRY AND THE AAA 

dairy farm. Yet only 515,000 farms, or about a tenth of the 
4,867,000, are estimated thus to have qualified in 1933. In 
terms of number of cows, however, 39 per cent were on 
farms having more than ten cows, and an additional 28 per 
cent on farms 'having between six and ten. 

• The dairy products with which a program of production 
and marketing adjustment is primarily concerned are 
those which find their way into the market. Of dairy 
products sold in one form or another, 53 per cent was from 
farms having more than ten cows, and only 17 per cent 
from farms having five or less. Less than 1 per cent was 
from one-cow farms, and only 6 per cent from farms of 
two or three cows. It would therefore appear that adjustc 
ment programs need give little attention to milking herds 
of less than four cows. 

The census of 1930 also made a classification of farms 
according to proportion of income derived from' various 
sources. "Dairy" farms were defined as those on which 
40 per cent or more of the farm value of product "was 
derived from the dairy herd as dairy products, dairy cattle 
and veals." About 605,000 farms, ;lveraging 11.8 cows per 
farm, or 9.6 per cent of all farms, were put in this class. 
However, 65 per cent of the milk cows in 1930 were on 
other types of farms, divided as follows: 21 per cent or 
926,000 on "general" farms 8 averaging 4.6 cows per farm; 
12 per cent or 408,000 on "animal specialty" farms • averag­
ing 5.8 cows per farm; 10 per cent or 970,000 on "cotton" 
farms' averaging only 2.0 cows per farm; 8 per cent or 

a Farms on which the value of products from any onc source did not tepa 
resent as much 11 40 per cent of the total value of all products of the farm . 

• Forty per cent or more of the total value of all products consists of meat 
animals of all classes. su(b u beef cattle. sheep, and hogs, and of wool and bair. 
Stock ranche. Ire not included. 

• Cotton (lint) and cottonseed represent 40 per cent or more of total value 
of all prodUcb. 
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351,000 on "cash grain" farms· averaging 4.9 cows per farm; 
3.5 per cent or 256,000 on "crop specialty" farms T averaging 
2.8 cows per farm; 3.4 per cent or 366,000 on "self-sufficing" 
farms 8 averaging 1.9 cows per farm; and the remainder 
on 582,000 fruit, truck, poultry, stock-ranch, part-time, and 
other abnormal farms or unclassified farms averaging less 
than three cows per farm. . 

Apparently a production and marketing adjustment pro­
gram cannot be confined to the 605,000 dairy farms .. It must 
take into consideration the large numbers of other farms 
which have enough cows to make their production an 
integral part of the dairy industry. Fully as important, any 
program for other products raised on these farms is certain 
to have its effects on their dairy production. 

The geographical distribution of dairy production is best 
. indicated for some purposes in terms of density of milk­
cow population, as in the map on page 27, in which 
each dot represents 2,500 milk cows or dairy heifers on 
farms in 1925. Obviously, in areas in which production is 
as concentrated as around such cities as Chicago, Mil­
waukee, Minneapolis, and St. Paul, milk for fluid con­
sumption must be hauled only short distances. St. Louis, 
however, must reach out somewhat farther. 

The ma'p on page 29 shows variations in the proportion 
of farm income derived from dairy herds iD. the census year 
1930. Vermont farmers are more largely dependent upon 
dairy income than those in any other state, several other 
Northeastern states following close after. Of the Mid­
West states, Wisconsin stands out first in this respect. 

e CorD, wheat, oats, barley, 8u, rye. rice. and grain sorghum n:preseot 
40 per cent or more of total value of .11 productJ. 

'Forty per cent of the total value of .n products represented by such croPl 
U IUgar Qlne. sugar beets, lOybcam, tobacco, hay. peanuts, or potatoes. 

8 Fifty per cent or more of the total value of all prodllCtl of the farm was 
oucd by tbc family. 
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About a third of all the specialized "dairy" farms, accord­
ing to the census definition, were in the North Atlantic 
states in 1930; another third were in the two North Central 
groups of states, mostly in the Eastern group; about one­
tenth in the Western states; and only 3.5 per cent in the 
Southern states. These data are significant as indicating 
the geographic distribution of interest in dairy programs 
under the AAA, and of consequent pressure in balancing 
conflicts of interests. The more largely the farmers of an 
·area depend upon dairying as a source of income, the more 

. intense is their interest in dairy programs. 
Three-fourths of all the one<ow farms, and half of the 

two- or three<ow farms, are in the Southern states. On 
the other hand, one-half of the four- or five-cow farms 
and two-thirds of the 6 to 20 cow farms are in the North 
Central states. The North Atlantic states have the most 
farms in the size groups from 21 to SO cows, although the 
Western and Southern states have relatively large numbers 
of farms with herds of these sizes. Of farms having herds 
above 50 cows, the Western, N~ Atlantic, and South 
Central states have the largest numbers. Of farms having 
over 100 cows, California had sW in 1929, Texas lOS, New 
York &], Florida 44. Alabama 40, New Jersey 36, and Vir­
ginia 32, out of a total of 1,209 in the country. W lSCOnsin 
had only 17 and Minnesota and Iowa together only 6. The 
larger herds mostly produce milk for fluid consumption. 
Many of their owners are the so-called producer-distribu­
tors of which we shall hear more later. 

Production per cow and butterfat test vary by seetions 
mostly according to the prevailing breeds. According to 
some rough preliminary figures,· the fluid milk area of the 

• Based OD reports of Bureau of AgriculNtal Ecooomics crop reportcn for 
their farms. ' 
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North Atlantic states has, out of each 100 milk. cows, 50 of 
the large low-testing Holsteins and 35 of the smaller high­
testing Jerseys and Guernseys, as compared with 15 for all 
other breeds-a milk production per cow of 5,320 pounds 
in 1929. The more largely butter- and cheese-producing 
area of the East North Central states has comparable num­
bers of 36 and 39 for the aforesaid breeds, and II for the 
moderately low-testing dual-purpose Shorthorns, with a 
resulting milk. production per cow of 5,040 pounds. In the 
West North Central states, largely butter producing, with 
dairying likely to be a side-line enterprise, the dominant 
breed is the Shorthorn, the numbers being 32 for this breed, 
24 for Holsteins, and 19 for the Jerseys and Guernseys. The 
milk production per cow of 4,200 pounds reflects the dual­
purpose quality of the Shorthorns. In the tv'fo Southern 
groups of states, the numbers are strongly reversed, 8 for 
the Holsteins 'as against 61 for the Jerseys and Guernseys 
and 6 for the Shorthorns, with production per-i:ow falling 
to 3,560 pounds. In the Western states the numbers are 
37 for Jersey and Guernseys, 27 for Holstein, and 15 for 
Shorthorns-a production per cow of 5>440 pounds. 

The 1930 census endeavored to obtain data on numbers 
of beef and dual-purpose cows which were milked in 1929. 
The enumerators' returns were badly confused, and much 
too low-3,372,000 out of a total of 21,124,000 such cows 
reported milked. The figures doubtless have some value 
in indicating the variations by section-from ~7 per cent 
of all cows for the North Central states to 6 per cent in the 
South and 2 in the Northeast. A large number of .such 
cows, such as are found in the North Central states, con­
tribute considerable elasticity to the supply of milk. If the 
price of butter or milk rises relative to that of beef, more 
cows are milked and fewer are used to teu- calves to be 
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fattened fater as steers and beef heifers. Such shifts can 
take place noticeably within a few months. 

The different sections vary even more significantly in 
amounts and proportions of grain and forage fed to milk" 
cows, and purchased or grown at home. Dairymen in the 
North Atlantic and Western states purchase three­
quarters of the grain and concentrates fed to milk cows, 
and those in the North Central states only a fifth of it. 
The comparable fraction for the South is two-fifths. The 
dairymen in the Northeast and other"fluid milk sections 
also feed relatively more grain and concentrates and less 
roughage. Much of this area is not well adapted to pro­
ducing forage other than hay, and the hay does not run 
sufficiently to clover and other legumes to make a good 
roughage base for a ration. Even where the climate is 
favorable, the soil may be worn and require heavy applica­
tions of fertilizer. These statements apply even more to 
grain than to forage. If feed must be purchased, it is cheaper 
to transport grain than forage. On most farms in New 
England, and on many of them in the other North Atlantic 
states, dairymen find it economical to buy a large part 
of their grain rather than to produce it, and to buy grain 
rather than to produce some additional forage that might 
save buying part of the grain. . 

In contrast, dairymen in the Mid-West, except those 
very near to large cities, normally are able to produce all 
of the forage which they need on their own farms, and 
find it advantageous to substitute, within limits, forage for 
grain. 

The Southern dairy farmers feed a triBe less forage and 
a little more grain per unit of milk than those in the Mid­
West, even though they must buy two-fifths of their grain 
at prices about 40 cents per hundredweight higher than 
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the Mid-West prices." Dairymen in the West feed a ration 
very low in grain, which they must purchase in large part 
at relatively high prices. 

DISPOSAL 01" lIIIILl[ 

According to the 1930 census, 1,5s/l,000 farmers reported 
sales of cream as butterfat, mostly for manufacture into 
butter; 644,000 reported sales of farm-made butter; 893>000 
reported sales of milk, mostly for fluid milk consumption 
or conversion into cheese or concentrated milk; and 68,000 
reported cream sold by the gallon. Between 1,500,000 and 
1,600,000 farmers-mostly the one<ow farmers-reported 
milk produced but no sales. Thus only about 3>000,000 
farmers at the most would figure in plans for control of 
commercial production. • 

The census data fail to inilicate the final form !n which 
milk is consumed. Reports from processors indicate that 
33 per cent of the milk produced in 1931 went into factory 
butter; 5 per cent into cheese; less than 4 per cent into 
ey"aporated, condensed, or malted milk; 3 per cent into 
factory ice cream; and one-tenth of a per cent into 
powdered whole milk or cream. Total butter production, 
with farm production included, was 44 per cent of the 
totaL An estimate of 3 per cent is accepted for milk fed 
to calves. This leaves 41 per cent consumed as fluid milk 
or cream in city and farm homes, hotels, restaurants, and 
the like. Reports of city health departments furnish the 
basis for a crude estimate that 32 per cent out of the 41 per 
cent of fluid consumption was by the non-farm popula­
tion. No data are available separating fluid milk from 
fluid cream consumption. . 

Adjustment programs must be concerned mostly with 
the dairy products that enter into commercial channels. 

10 Aa in 1931. 
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These would appear to be about 75 per cent of the total, 
divided about equally between fluid milk and cream for 
city family consumption, and the rest as indicated above. 
Apparently between a fifth and a fourth of the fluid milk 
and cream sold to families is distributed by its producers. 

Regional differences in the disposition and the 
utilization of milk are significant factors in the situation. 
The accompanying map indicates a rather high degree of 
regional concentration of facto(J P(Q<iuction of butter, 
cheese, and concentrated milk. Outside of these areas of 
concentration, most of the milk is consumed as fluid milk 
or cream or made into butter on farms. Thus, in the 
North Atlantic states in 1929. only 4 per cent of the milk 
was sold as butterfat in the form of cream, presumably to 
be made into factory butter. In the South Atlantic states, 
the comparable figure was 8 per cent. In the South Central 
states, it was 24 per cent, but farm-made butter represented 
32 per cent of the total. In the West North Central states, 
the great area of concentration for factory butter, 66 per 
cent of all milk was sold as butterfat. In the East North 
Central states, as in the North Atlantic states, utilization 
as fluid milk and cream, combined with a relatively limited 
amount of· use in cheese and concentrated milk, bulks 
larger than use in butter in all states except Wisconsin, 
where cheese production predominates. In the Western 
states, utilization was about evenly divided between manu­
factured products and fluid milk and cream. The South 
Central states converted 31 per cent of their milk into butter 
on farms, and 24 per cent into factory butter . 

• The circles in the map showing evaporated and condensed milk rcpresenl 
2.6 times as many pounds of product as do circ1es of the same size in the maps 
Ihowing butter and cheesc, but a pound of such milk represents only n., per 
cent as much .whole milk as does a pound of cheese, and 10.7 as much u • 
pound of butter. Adapted from Negtlli"el 21881# n932, and 20368. Bwau 
of Agricultural Economics, U. S. Department of Agriculture. 
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• Sce opposite page for note. 
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CONSUlIIIPTION 

.. Reduced to a per capita basis, in 1929 the total consump­
tion of dairy products was 810 pounds of milk, or 94.5 
gallons. Butter consumption was 17.3 pounds per capita; 
cheese consumption, 4.6 pounds; condensed milk, 2.7 

. pounds; evaporated milk, 13.8 pounds; ice cream,· 3.0 
pounds; and Buid milk and cream, 350 pounds.l1 

Such data as are available showing the variations in con­
sumption of dairy products by regions indicate a range in 
cities and villages from 0.7 pints daily per capita of milk 
consumed in the form of whole milk and cream in the 
Southern states, to 1.0 pints in the North Atlantic states. 
Farm consumption is larger than urban consumption. 
Southern farm families consume more farm-made butter 
than Northern farm families, but less farm-made and 
creamery butter combined. 

The government estimates of per capita consumption 
for the whole population, 'Obtained by dividing the data on 
utilization by the estimated population for the year, indicate 
an increase for butter of ncarlf a fifth between 1917, the 
first year of the estimates, and 1926, then a decline to 11)29-
Cheese consumption increased to 1925 and held. Con­
sumption of concentrated milk increased by two-thirds 
from 1917 to 1929. Ice-cream consumption gained steadily 
to 1929. Consumption per capita of milk as fluid milk or 
cream increased steadily to 1931. The increase from 1917 
ta 1929 was more than a third. 

Domestic per capita consumption of fluid milk, cream, 
and concentrated milk does not fluctuate noticeably from 

11 s.. Appendix B for details of cia .. ....t iD this _0. All da .. OD 

changes in consumption of dairy products n=I to be adjUfteci fat the decreue 
in number of milk cows not on farms (family cows kept in villagct and 1DWnI). 
One calculation recently made indicate. no intrcue in per capita comumptioa 
sinte 1900 if JUCb an adjustment is made. 
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year to year in ordinary times." The changes are in the 
nature of trends. It takes a business depression or a price 
upheaval to reverse these trends. Ordinary changes in 
prices such as occurred be~een 1921 and 1929 have no 
appreciable effect on the consumption of these products. 
MilJc. dealers have sometimes observed that purchases are 
less for a week or two after a sudden jump in milk prices; 
but seldom do these effects hold. No doubt, however,con­
tinued high prices will gradually accumulate a significant 
depressing effect on consumption, and continued low prices 
the opposite. Data on milk consumption are too scanty to 
furnish any acceptable measures of these effects. -In the 
actual figures they are obscured by the general trend to­
ward greater consumption since 1920. The effects of 
depression will be analyzed later.' • 

Butter and cheese are the final claimants of all milk .that 
is not used as fluid milk, cr~m, concentrated milk, or ice 
cream. Our tariff barriers are so high that, exCept in very 
abnormal situations like the present, no butter and very 
little cheese other than special foreign types enter United 
States markets. The import restrictions of other countries 
and relatively low foreign prices prevent any exports. In 
consequence, each year we literally eat the butter and 
cheese that we prod~ce. If the output is large, the price 
must sink low enough to bring about its consumption. 
Fortunately the response of butter and cheese consumption 
to prices is stronger than that of other dairy products. The 
3.5 per cent decline in butter consumption per capita from 
1926 to 19211, no doubt occurring because less milk was left 
over to go into Butter and cheese in these years, was accom­
panied by only a 6 per cent rise in pricc;s. A similar descrip­
tion fits cheese consumption and prices in this period; 

11 The laDle. 11 Sec p. 18. 
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A factor in consumption of butter is tbe tendency of con­
sumers to substitute oleomargarine increasingly for butter 
whenever tbe price of butter rises above 35 to 40 cents per 
pound, at post-war general price levels, as indicated in tbe 
accompanying· chart. At present price levels, if we may 

THE RI!l.ATION OF BU'lTI!Il PuCl!& AND OLEOM.UGARlNE 

CoNSUMPTION, 1890"1934 • 
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judge by tbe large substitution of oleomargarine for butter 
since December 1934. tbe shift sets in before 30 cents is 
reached. Oleomargarine consumption averaged between 
1 and 3 pounds per capita between 1920 and 1931, witb 
butter consumption around 17 pounds. At tbe lower 
qle of butter prices, consumption expands more freely 
beca.use of tbe substitution of butter for otber cooking fats. 

DISTRIBUTION 

Several problems arising in tbe course of this analysis 
will caU for infQrmation concerning tbe ways in which tbe 
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several dairy products pass from producer to consumer. 
The general facts of pertinence should be introduced into 
the framework of reference at this time. 

The marketing of butter must be considered separately 
for locfll creamery butter,' made from more or less sweet 
cream or whole milk delivered every day or two to nearby 
small creameries; ct:ntrflljzcr creamery butter, made mosdy 
from sour cream shipped or hauled longer distances at less 
frequent intervals; and farm butter, made from hand­
skimmed or machine separated cream. 

Local creamery butter is generally of ~ quality, 
but is poorly standardized, although certain large sales 
organizations-for example, Land o' Lakes Creameries, 
Inc.-have made much progress in this direction, partly 
by obtaining better care of the cream, and pardy by 
sorting the butter after it is manufactured. Centralizer 
butter is more uniform in quality, but made mainly from 
poorer raw materials. 

Until ten years ago, local creamery butter was mostly 
consigned to commission men located in a few central mar­
kets, or contracted to wholesale buyers, who in turn sold 
either to retailers in the various consuming centers, or to 
jobbers who sold to retailers. Today a sizable fraction of 
it is contracted by large co.operative sales organizations, 
chief of which is the Land o' Lakes Creameries, Inc.," 
directly to chain-store organizations, or is distributed 
through branch houses to dealers in consuming centers. 
Some chain-store organizations contract directly with local 
creameries. 

The manufacturers of ceniralizer"ilUtter distribute it as 
advertised brands to jobbers, retailers, and chain-store or­

t4 This company sells the output of about 450 creameries. most of which are 
iD. Minnesota and W'lSCOnsin. 
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ganizations. Larger meat packers also handle it as a side­
line through their system of branch houses. 

In 1933.. co-operative creameries made 37.5 per cent of all 
the creamery butter, most of it iJllocal creameries. The 
Farm Credit Administration has record of 1,359 co-opera­
tive creameries operating in 1933- In Minnesota, the fore­
most butter state, 649 out of 843 creameries were c().()pera­
tive in 1933. 

Farm-made butter is largely of poor quality and com­
pletely unstandardized. What is not sold locally by pro­
ducers, or resold locally by the merchants who take it in 
trade, is shipped to central markets. 

Natural American andforeign types of cheese are made 
in small cheese factories ordinarily with 15 to 35 patrons, 
half of them living within half a mile of the factory. About 
a fourth of these factories arc co-operative. In 1930, Wis­
consin .had 2,200 cheese factories as compared with 500 
creameries. The independent local cheesemakers sell 
mostly to wholesale cheese buyers who sell to jobbers and 
retailers. Some of the co-operatives sell through national 
co-operative sales agencies. In the past decade, an increas­
ing number of cheese factories have been operated as units 
in chains owned by large cheese corporations. These or­
ganizations manufacture much "processed" or remade 
cheese, which they distribute along with natural cheese, 
using much the same methods as the centralizer creamery 
organizations. The soft cheeses---cottage, Philadelphia, 
Neufchatel-are made by local dairies to a large extent and 
distributed on milk routes. 

The majority of the condcnseries are operated as units 
in one of several large chains which sell their product as 
advertised brands through the usual trade outlets. The 
independent condenseries either sell to brokers or contract 
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with manufacturers of food products using concentrated 
milk. A few milk distributor organizations operate con­
denseries as side-line enterprises as an outlet for ~urplus 
milk, as do· a few co-operatives of the type which handle 
their own "surplus." 

The business of manufacturing and selling ice cream is 
highly irregular in its organization. At one extreme are 
the large specialized plants with well-developed sales or­
ganizations of their own, and the plants that combine ice 
cream with other dairy products such as milk and butter. 
At the other extreme are many retail establishmen!:s--ilrug 
stores, restaurants, candy stores, etc.~which make their 
own ice cream. Many milk distributors sell ice cream. as 
a side-line. The specialized plants usually deliver to retail 
establishments. Recently some of these have set up chains 
of retail outlets handling ice cream and related products. 

The outstanding character of the market for fluid milk 
and cream is its essential decentralization into a large num­
ber cif local sub-markets, one for each city, town, or village 
of any size. It would be a serious mistake not to realize, 
however, that these are all part of one large market for dairy 
products as a whole, made so by reason of the fact that the 
fluid uses of milk and cream compete with the manu­
factured uses of it, and that supplies flowing into these 
local markets shift from one use to another whenever the 
prices change relatively. These interrelations are not 
equally close in allloca1 markets. In some small Southern 
and Western markets, the only real competition is between 
fluid milk, fluid cream, and farm-made butter. The latter 
usually competes with butter from other areas, although at 
a lower scale of prices. In markets a little larger, local 
cream may compete with cream from other areas. In some 
Eastern areas, the competition may be largely in terms of 
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cream and milk from other areas, which are very likely to 
compete with butter; cheese, or concentrated milk in their 
own territory. 

The area from which the Buid milk and local cream for 
an urban market Bows is commonly called its "milkshed." 
The accompanying map sets forth the milksheds of the 

BOUNDAlUES OF MIl.ltSHEDS IN THE NORTHEASTERN INDUSTRIAL 

SHettON-

.-­.. _IT" ._-
• Lined and cross·hatched an:as iodicarc overlapping milksheds. From John. 

Mo Casaeb, " Sltldy./ Milk Prial, to be publlihcd shortly by HarvanI Uni .. nily 
Press. 

larger cities in the Northeastern industrial section of the 
United States. It will be noted that some of these milk­
sheds overlap. This means that some of the farmers in the 
overlapping territory are selling in one market and some 
in another. The overlapping is usually more than appears 
on this map, for within the larger milksheds there may be 
a score or more of sizable smaller milksheds, to say noth­
ing of areas which supply towns and villages. Thus Harris­
burg is within the Philadelphia milkshed, and Mt. C1emens 
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within the Detroit. Such markets are called "secondary" 
in pages following. 

In most milk markets, the milk and cream come from 
the same general area, the cream usually more largely from 
the more distant parts of the area. This general area is all 
considered to be within the milkshed. Outside areas supply­
ing local deficits of cream are not considered as coming 
within the milkshed. 

The agencies now handling milk and cream in various 
• local markets are as follows: 

I. Distributols buying all their milk and cream and retailing it 
to final consumers. 

2. Dealers buying all their milk and cream and selling it at 
wholesale to hotels, restaurants, hospitals, stores; perhaps also to 
small distributors or peddlers. 

3. The two above in combination-ielling both at wholesale and 
at retail. 

4. Co-operative producers' associations which do not receive milk, 
but merely arrange the terms of its sale to distributors-the so-called 
c'bargaining associations." The distributors ordinarily pay the pro­
ducers directly and handle any excess above current consumption 
of fluid milk and cream. 

5. Co-operative associations which receive the milk themselves. 
pay their members for it, and handle the excess themselves. 

6. Co-operatives which sell their members' milk and cream at 
retail. 

7. Cream brokers, who are wholesale receivers and distributors 
of cream mostly from outside the regular milkshed. 

8. Stores which retail milk: 
(a) Cash-and-carry groceries---usually chains. 
(b) Grocery stores which deliver-usually independents. 
(c) Dairy products stores-usually chains. 

9. Dealers who act as intem.ediarie" between wholesalers and 
stores-sometimes called Uintermediates." 

10. Milk peddlers who buy from wholesalers or direct from pro.­
ducers and sell at retail. 
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11. Producer-distributor5-j>roduc:ers who distribute their own 
milk at wholesale or ",tail or both, perhaps buying additional milk, 
especially at slack periods, from neighbo.... wholesalers, or c0-

operatives. ' 
12. Cut·rate milk depots, roadside st2nds, etc. Store. may function 

in a similar way. 

Milk distributors, especially the larger ones, commonly 
also retail buttermilk, skim milk, chocolate milk, and tot­
tage cheese from their wagons. Many also handle butter, 
and in some markets, cheese in addition, and perhaps even 
eggs. Recently some distributors have begun selling tomato 
juice and orange juice. Small distributors may not have 
the volume needed for manufacturing by-products advan­
tageously. Many milk distributor companies also manu­
facture and sell ice cream as a side-line. Two large nation­
wide companies-the Borden Company and the National 
Dairy Products Corporation-also manufacture condensed 
and evaporated milk. Some excess milk of local markets 
finds its way intll dry whole milk, dry skim milk, and 
casein. 

In the very large cities, nearly 'all of the milk for family 
consumption is retailed by regular distributors, or through 
stores. In the very small cities, most of it is retailed by 
the producers themselves. The producer-distributors are 
relatively more important in the South and West than in 
the East and North. Thus, according to reports from 
boards of health, 60 per cent of all the fluid milk and 
cream consumed is furnished by producer -distributors 
in Atlanta, Georgia; 40 per cent in Birmingham, Alabama; 
50 per cent in Kansas City, Missouri; and 40 per cent in 
Omaha, Nebraska. In contrast, only 0.9 per cent is fur­
nished by producer-distributors in the Philadelphia mar­
ket; about I per cent in New York; and none in Clevc-
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land, Ohio. City ordinances requiring that all milk be 
pasteurized may stop nearly all delivery of milk by pro­
ducers, although pasteurizing on a small scale has recendy 
been gready facilitated by improved devices. 

Such data as are available indicate that in 1933· retail 
stores distributed between II and 43 per cent of the fluid 
milk consumed in homes in a number of cities. Ex-
amples are the following: 16 ' 

City Per Cent 
AIIegheny County (Pittsburgh), Pa., .. ,.,.,' , .... , ...... 43 
Baton Rouge, La.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37 
Kansas City, Kan. (includes hotels and Iestaurants) ..... '.,. 34 
Reading, Pa., ....... , .... , . . . . . . . • . . . . . . . . . . . . . . . . . . . . 30 
Sharon, FarreU, and Sharpsville, Pa.. . . . . . . . . . . . . . . . . . . .. a7 
Akron, Ohio. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21 

Columbus, Ohio ....... , ................ , ..... , . . . . . . . ao 
Williamsport, Pa. , ............. , . . . . . . . . . . . . . . . . . . . . . . J2 
Pbiladdphia, Pa •............. :. . . . . . . . . . . . . . . . . .. . . . . . 11 

Studies in eight New York cities reported by Cornell 
University in 1934 showed a range from II per cent in 
Binghamton to 33 per cent in Buffalo. Some data and 
estimates assembled by the International Association of 
Milk Dealers for 'JO cities in the United States show a range 
from 6 to 85 per cent, the bulk being between 20 and 50 
per cent, and the average being 35 per cent. These estimates, 
however, probably include hotel and restaurant sales in 
many instances, and perhaps other wholesale sales in 
addition. 

Data are not generally available as to the proportion of 
sales of cream through stores. In Pittsburgh, Reading, and 
Rochester the stores sell less of the cream than of the milk; 

if The data for Pennsylvania cities are from Tecl",;ctd Paper 659 and other 
ltudies made by T. K. Cowde.n and assistants and published. by the Pennsylvania 
Agricultural Experiment Station. 
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and in the two other Pennsylvania areas, the reverse. In 
Boston, the stores sell more of the cream than of the milk; 
and this is apparently true of other large cities in the East. 
Families not buying cream regularly tend to order it from 
stores along with their groceries, finding this simpler than 
contacting the milk-wagon driver. 

The volume of store sales of milk seems to have depended 
in considerable measure upon the access of stores to sources 
of supply of good milk. In some markets, where dealers or 
co-operative associations have refused to sell to stores except 
at prices slightly under retail prices, they have handled milk 
only as a convenience to their customers. In other markets, 
the stores have been aggressive in obtaining independent 
sources of supply and have sold at retail prices somewhat 
under the regular prices. 

Hotels, restaurants, hospitals, and similar agencies con­
sume from 3 to 21 per cent of the fluid milk sold in different 
cities for which data are available, and from 8 to 28 per 
cent of the cream, as indicated in the following table: 1. 

Milk Cream 
Akron, Ohio.. ............ .... . ...... ....... .. 21 

Columbus, Ohio . . . . . . . . . . . . . . . . . . . . . . . . . .. ... 20 

Baton Rouge, La.. .. . . .. . . . . . .. . . . . . . . .. . . .. . .. 16 10 

Williamsport, Pa. .. . .. .. .. .. .. . .. .. .. . .. .. .... '4 23 
AIlegheny County, Pa. (Pittsburgh). . . . . . . . . . . . . '3 28 
AIamed. County, Calif.... .... . ........ .... .... 10 

Reading, Pa.. . .. . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . 8 17 
Sharon, Fauen, and Sharpsville, Pa.. . . .. . . . . . . . . 3 8 

The remainder of the business is mostly handled by dis­
tributors whose principal undertaking is the retailing of 
milk from wagons direct to homes. For various reasons, 
this business tends to be concentrated in the hands of a 

10 Cowden, Pennsylvania Agricultural Experiment Station studies. 
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relatively few companies in many markets. In Washing­
ton, about 9B per cent of it was handled by six companies 
in 1933; in Los Angeles County, California, 40 per cent 
by three companies; in Reading, Pennsylvania, 53' per cent 
by three companies; in Williamsport, Pennsylvania, 48 per 
cent by three companies; and in Philadelphia, 85 per cent 
by four companies. 

Recent discussion of milk market problems has tended ' 
to throw milk distributors' in three classes: the large dis­
tributors already mentioned, a larger number of Iniddle­
sized distributors, and a sti1llarger number of very small 
distributors, the latter group in practice including the pro­
ducer-distributors ,already mentioned. A classification of 
dealers on this basis shows that 15 small dealers handled 
only 2 per cent of the fluid milk in Washington in 1933; 
59 handled only 18 per cent in Baton Rouge; 94_handled 
5 per cent in Columbus, Ohio; and 36 handled 5 per cent 
in Akron, Ohio. 

In the discussion of issues developed in later chap­
ters, we shall see the three foregoing groups frequently 
taking sides in various combinations. Many markets hue 
a so-called "independent Inilk dealers' association" includ­
ing the more important of the very small dealers and some 
or all of the middle-sized dealers. 

The situation is further complicated by reason of the 
fact that many of the distributing companies in local mar­
kets are units in nation-wide or regional marketing systems. 
In 1929> the Borden Company with 41 subsidiaries and 
sales of 328 Inillion dollars was the largest of the systems, 
the National Dairy Products system with 73 subsidiaries 
having only 300 million dollars of sales. By 1933, the Na­
tional Dairy Products system had outgrown its principal 
competitor in volume of sales. Both of these companies 
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process and sdI dairy products other than milk and cream. 
This is even more true of the Beatrice Creamery Company, 
the third national system in size, with 55 subsidiaries and 
84 million dollars of sales in 1929. The United States 
Dairy Products Corporation has 14 subsidiaries, and the 
Fairmont Creamery Company only 5 major subsidiaries. 
In addition to these 5 national systems, perhaps 15 others 
can be classified as local or regional systems doing business 
in one or several adjoining states-:-suchas the Golden State 
Company in California. 

Most of the larger cities or urban areas of concentration 
• now have one or more co-operative milk producers' as: 

sociations in their milksheds. The number of such associa­
tions has grown rapidly of late, from 14 in 1914 to more 
than 150 in 1933. Members of the principal c().()peratives 
apparently furnish from 'JO to 90 per cent of the fluid milk 
sold in such markets as Chicago, Philadelphia, Boston, 
Baltimore, WaShington, Detroit, and Minneapolis-St. Paul. 
In other Inarkcts, such as New York, St. Louis, and Kansas 
City, the proportion runs arouq.d 50 per cent. The secon­
dary c().()peratives which are found in some milksheds tend 
to be' small. In Alameda, California, however, onc such 
c().()perative supplies 25 per cent of the fluid milk. In the 
Boston milkshed, three such co-operatives furnish at least 
15 per cent of the fluid milk. In Columbus, three furnish 
12 per cent of the milk. Some of these smaller associatioils 

_ are set up in secondary milk Inarkets where a larger c0-

operative is also operating.· , 
A number of the larger milk producers' associations 

operate over a reach of territory taking in important 
secondary markets. Thus the Michigan Milk Producers' 
Association markets milk in ten sizable cities in Michigan 

• outside of Detroit. The New England Milk Producers' 
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Association operates in all the cities of southern New Eng­
land outside of Connecticut and a few oudying points. 
'The Dairymen's League Co-Operative Association supplies 
approximatdy 50 per cent of the daily milk. supply of 
metropolitan New York' City (including Newark and 
Jersey City, New Jersey), 45 per cent of the supply of 
Albany, 80 per cent of the supply of Buffalo, 6s per cent 
of that of Rocbester, 50 per cent of that of Syracuse, 'JO per 
cent of that of Poughkeepsie, 60 per cent of that of Utica, 
'JO per cent of that of Elmira, 50 per cent of that of Bing­
hamton, 35 per cent of that of Jamestown, and 'JO per cent 
of that of Scranton. It also produces products such as butter 
and cheese and milk powder, which it markets under the 
well-known "Dairylea" trade mark. It had 50,939 active 
members on 'March 3I, I933. ' 

A majority of these co-operatives are bargaining associa­
tions. That is, for a small deduction from the, producers' 
check, ordinarily made by the milk distributors and turned 
over to them, they negotiate prices,. terms of sale, charges 
for transportation, receiving station charges, and all similar 
matters of concern to the members; ordinarily guarantee 
the members payment for their milk.; check the weighing 
and testing of the milk; and look after the members' in­
terests in city, state, and federal alfairs. Of associations of 
the other type, which actually receive and dispose of the 
milk, the best example is the Twin Cities Milk Producers' 
Association of Minneapolis-St. Pau~ which has I3 receiving 
plants in which 58 per cent of the milk. received in I932 
was converted into manufactured products. Other such 
associations are the Des Moines Co-Operative Dairy Mar­
keting AssOCiation, which manufactured approximately 60 
per cent of the milk received in I933,' and the Dairy C0-
Operative Association of Portland, Oregon. 
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In milk markets with the producers well organized and 
most of the distributing in relatively few hands, prices to 

• farmers and to consumers have tended to be determined 
largely by negotiation between these two groups. The 
minority interests in these markets and milksheds have· 
operated sufliciendy in line with the terms of the majority 
agreements during most of the time so that these terms 
have been maintained. Only when the terms were clearly 
unreasonable has the minority tended to break them down. 

Such a procedure for price establishment did not develop 
in a day. Efforts along this line during the World War 
brought officers of co-operatives into court charged with 
violating anti-trust laws. But state legislatures presendy 
passed acts exempting agricultural co-operatives from such 
prohibitions; and in 1923 Congress passed the Capper­
Volstead Act granting all co-operatives power to sell col­
lectively as long as they do not unduly enhance the price.'? 

This power, however, was not extended to the milk dis­
tributors. They were not giveR freedom under the Capper­
Volstead Act to organize and buy collectively. In theory, 
the negotiations which they have since carried on with the 
organized producers have been merely discussions of the 
supply, demand, and price sitUation in the market. The 
bargains have been consummated when the dealers a few 
days later have signed contracts sent out by the association 
offering to sell them their supply of milk at prices based 
on .the discussions, the other aspects of the transactions 
being covered by some standing arrangement that is con­
tinued from month to month. Representatives of govern­
ment have on a few occasions sat in on these price discus­
sions to see whether the letter and spirit of the anti-trust acts 
for the distributors, and of the Capper-Volstead Act for 
the producers, were being observed. 

1f See Edwin G. Nouncl LegoJ Stlllus 01 AgritulllllWl Co-OpertJliQn. 
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An important aspect of the situation above described is 
often overlooked in discussion, namely, the helplessness of 
anyone distributor handling a sizable volume in a market 
in which the producers' association controls two-thirds or 
more of the supply. He may, for example, oppose a price 
increase, preferring to hold the resale price and price to 
consumers where they are; but if the other dealers will not 
join him, the producers' association has only to refuse to 
supply him with milk and he is well-nigh helpless. The 
milk not controlled by the producers' association is prob­
ably all contracted for by the regular "independent dealers" 
(those not buying-through the association). He cannot go 
outside the milksbed because of the extra transportation 
cost, and besides, because not enough farms have been in­
spected. If he had a few months in which to develop new 
sources of supply, he might succeed; but in the meantime 
his customers would leave him. Accordingly he finds that 
he must go along with the other dealers. (Not infre­
quently the outcome is a concession to the dealers of a 
little of the increase to the consumers.) Finally, the deal­
ers as a group may at times find themselves threatened 
with loss of supply through a general producers' strike 
directed by the association. Pressure of both these types 
has been exerted rather freely upon dealers in the last 
few years. 

The discussion of distribution of dairy products is not 
complete without at least a few brief statements on margins 
or spreads between producer and consumer prices. Later 
chapters will return to this subject in various connections. 
In general, margins on manufactured dairy products are 
relatively low, and those on milk and cream relatively high. 
This statement must not be taken as commendation of one 
group of purveyors and condemnation of the other. The 
jobs of distribution are very different. 
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The first handling expense encountered by butter on its 
way to the consumer is for processing and selling by the 
local' creamery, This averages around 3 to 4 cents per 
pound in the principal dairy sections. One pound of butter­
fat, when combined with the usual amount of water and 
salt, usually makes between 1.21 and 1.24 pounds of butter. 
Butterfat prices to farmers should be enough higher than 
butter prices to cover this "overrun" less the costs of pro­
cessing and selling.'" The published farm quotations on 
butter and butterfat do not represent"the same groups of 
producers. The second handling expense includes trans­
portation to market and wholesaling. The spread between 
Minnesota butterfat prices converted to a butter basis, 
using a 1.23 overrun, and the New York wholesale prices 
of 92-score butter, averaged 7.' cents in 1925-29. This will 
not be the correct spread unless 92-score represents average 
quality Minnesota butter. The freight per pound to New 
York on carload lots in this period was 1.5 cents. The 
spread· between prices to wholesalers and retail prices of 
creamery butter in New York derivable from the reports 
of the Bureau of Labor Statisti~ averaged 10.1 cents per 
pound for 1925-29; in Chicago, 8., cents. Retail mark-ups 
on butter tend to be as low as for /lour, sugar, and other 
staple foods. The total spread between prices Wisconsin 
farmers receive for a hundredweight of milk entering into 
American type cheese and the Bureau of Labor Statistics 
national average retail price for this cheese was 18 cents 
per pound in the 1925-29 period. The most nearly com­
parable figure for butter would be 15 cents. 

The spread that one gets by matching the Department 
of Agriculture quotations on prices paid by dealers for 

18 At very low butter prices. the (Ott of processing may be higher than the 
nluc of the "overrun." [n such instances the price to fumen for buucrfat 
would be lower than butter prices. 
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milk for fluid use with the Bureau of Labor Statistics quota­
tion on fresh milk is 8-4 cents per quart (14.1-5.7) for the 
1925-29 period. But the buying prices include excess milk 
sold as cream and manufactured products at considerably 
lower prices. The differences calculated in the third 
column of the accompanying table of prices at nine selected 
markets are like the margins obtained from the federal data, 

SPItEAD BE'IWE£N PRODUCER AND RETAIL MII...K. Pa.IcES 

Average for Each of N"me Cities, 1925-29" 

Producer Price. Retail Price, Spreadb 
f. o. b. City. Delivered (In cents 

City (per hundred- (In cents per quart) 
weight) per quart) 

Minneapolis-St. Paul. .. $2.52 11.4< 6.0 
Pittaburgh ........•..... 2.S8" 14.2 8.7 
Chicago .•.•..........•. . 2.60 14.0 8.4 
Boston ................ . 2.86 15.0 8.8 
Detroit ................ . 2.88 14.0 7.8 
NewYork .............. 3.15 15.4 8.6 
Philadelphia .•.......... 3.37 12.6 5.4 
Baltimore ............. . 3.43 13.6 6.2 
Connecticut markets ..... 3.83 16.0' 7.8 

• Cassels, A Struiy of Mille Pri«$, Tables J:z~20 and 47'58. 
b ,; cwt. = 46.5 quarts of milk. These ~ not true margins since the dealen 

sc:ll some of this milk. as cream, coovert some into buner. etc., the proportions 
going to each use \PU')'ing by markets. 

Cl Minneapolis only. 
d f. 0. b. country plants . 
• New Haven only. 

the buying prices representing weighted averages accord­
ing to use-these nine markets all following the practice 
of paying for milk according to the use to which it is 
ultimately put. This plan for buying milk is called the 
"classified use" plan, as distinguished from the method of 
paying the same price for all milk delivered. The Minnea­
polis-St. Paul figure is low; but the milk producers' as-
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sociation in this market processes its excess milk in the 
. country, shipping to the city as milk only what is to be 
.used as fluid milk. The other low figures are in markets 
with small excess receipts of fluid milk and offsetting gains 
from high margins on cream or special milk. 

Margins between prices paid for milk bought solely for 
fluid milk use and its retail prices are of more significance. 
The range in these margins in December 1932 in 40 urban . 
markets was from 3.9 to 9.6 cents. the simple average being 
5.8. Even these margins, however, must be interpreted' 
along with the margins on cream, the margins on milk and 
cream sold at wholesale, and the returns from various sup­
plementary and by-product uses of milk and cream. Milk 
margins tend to increase with the size of the city and other 
factors adding to real costs of .milk distribution; but their 
major variations among cities must be accounted for his­
torically-they grew that way as a result of the particular 
operation of competition in each market. If circumstances 
are such that at some period margins are able to rise in a 
city, it is very likely that they will shortly be absorbed by 
increasing costs, of which the entry of new concerns into 
the business is only one of several possible causes: 

Ordinarily retail prices of milk are changed whole cents 
at a time; and a net profit of a cent per quart yields a very 
high dividend on the investment in a milk distributing 
business. Accordingly such businesses are very sensitive to 
price changes. In markets where producers are effectively 
organized, and bargain collectively with dealers, retail 
prices are ordinarily neither raised nor lowered without 
part at least of the change being passed on to producers, 
which has the effect of lessening the impact of the price 
changes upon the dealers. Consequendy dealers seldom 
operate at a loss for several months at a time as formerly j 
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neither do they occasionally make immense profits for a 
stretch. However, the business is still a precarious one, 
which on the one hanq makes vigorous defense of margins 
highly necessary, but on the other tends to reward rather 
well those who fight succCssfully. 

SANITATION CONTROL 

No account of the organization of the milk market would 
be complete that did not indicate the important functions 
wformed by municipal and state boardS of health. City 
ordinances commonly specify minimum requirements as to 
bacteria count of ordinary family grade milk. In some 
markets, the standards for a Grade A milk better than 
ordinary milk are also specified. The standards also cover 
butterfat test and percentage of solids, the latter to insure 
the public full food value in all milk. Other common provi­
sions relate to sediment tests, sanitary conditions on farms 
and in processing plants, insurance against adulteration, 
and pasteurization. Except in a few instances state regula­
tions are more restricted in their scope, ordinarily being 
confined to disease in the dairy herds, and conditions in 
creameries and other processing plants. Several states, 
however, have enacted laws designed to standardize the 
municipal ordinances. These in effect serve as minimum 
requirements for the state. City ordinances are usually 
enforced by municipal health authorities who ~e an ex­
amination of bottles of milk occasionally taken from dis­
tributors' wagons, and by inspections of herds, barns, and 
plants and equipment for handling milk. State statutes 
are enforced by inspectors sent out from appropriate depart­
ments such as "Dairy and Food" departments. 

The standards vary gready between markets, and like­
wise the quality of the enforcement. Health departments 
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rarely have large enough budgets to carry out fully the 
terms of the statutes and ordinances under which they 
operate. Nevertheless, the quality of milk sold in cities 
has improved great! y within the past two decades, as evi­
denced generally by reports from city departments of 
health, of which the following are examples. In Wash­
ingron, D. C., the typhoid death rate has declined since 
1914-16 from 12 to 3 per 100,000 population; deaths of 
infants under two years from diarrheal diseases, from 45 
to 12 per 100;000. Comparable figures for Chicago are as 
follows: typhoid, from 6 to less than 1; diarrheal diseases, 
from 123 to,. For Minneapolis: typhoid, from 9 to less 
than 1; diarrheal diseases, from 33 to 2. For Cleveland: 
typhoid, from 7 to less than I; diarrheal diseases, from 19 

to 2 since 1929. For Columbus, since 1910-14: typhoid, from 
12 to 1; diarrheal diseases, from 40 to 14. Infant mortality 
rates have declined about a half in these cities in the last 
20 years: in Chicago, for example, from 122 to 4B per 1,000 

births; in Minneapolis from 83 to 48; in Columbus, from 
III to 60. But of course other f:l.ctors have figured in these 
along with milk supply. .. 

Both distributors' and producers' associations have com­
monly welcomed the raising of standards. It has made 
consumers more willing to buy milk, which has benefited 
both groups. It has helped producers' associations to get 
their members to produce clean milk. and has kept com­
peting supplies of poor milk out of the market. It has even 
been charged in some markets that c().{)peratives and 
boards of health have conspired in imposing unreasonable 
standards so as to reduce the milk supply and raise prices. 
This subject will be discussed further in a later chapter.'· 

19 Sec pp. 163. 303. 
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ORGANIZATIONS OF DAIRY INTERESTS 

In the actual task of developing a program for dairy 
products under the Adjustment Act, three organizations 
of the dairy interests have taken an active part: (I) the 
National Co-Operative Milk Producers' Federation, rep­
resenting 53 dairy co-operatives; (2) the International As­
sociation of Milk Dealers, representing 443 of the larger 
milk dealers in the United States; and (3) the National 
Dairy Council, supported by the industry as a whole, 
devoted primarily to increasing the consumption of dairy 
products. 

The last annual report of the National Co-Operative 
Milk Producers' Federation classifies its 53 member co­
operatives as follows: 21 fluid milk associations of the 
bargaining type; 22 fluid milk co-operatives which handle 
excess fluid milk in plants of their own, or combine manu­
facturing -with fluid milk distribution; 10 solely manu­
facturing co-operatives. The first of these groups has a 
membership of 70,000 dairy farmers; the second, of 130,000 

farmers; and the third, of 151,000 farmers-in all 351,000 

as compared with 2 million or more farmers having four 
or more cows in 1930. The 22 fluid milk co-operatives in 
the second group operate about 190 plants. The Dairy­
men's League with its 51,000 members belongs in this 
second group. The manufacturing group operates approxi­
mately 700 plants, of which all but 125 cheese factories and 
15 condenseries are primarily concerned with butter. 

Since its founding in 1916, the National Co-Operative 
Milk Producers' Federation has sought, and in large mea­
sure achieved, the following objectives: 

I. Higher customs duties on dairy products. 
2. Increased restrictions on the use of oleomargarine and other 

butter substitutes. 
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3· Prohibition of the use of liIIed milk (evaporated milk with 
cocoanut oil sulntituted for butterfat). . 

4· Higher customs duties on vegetable oils used in butter sub­
stitutes. 

5· Philippine independence, as a means of checking customs-free 
imports of vegetable oils. 

6. Exclwion of Canadian milk and cream from United States 
markets. 

7. Protection of co-operatives against anti·trust legislation, income 
tax levies, etc. 

8. Additional public services for the dairy industry and the co­
ope.rativ ... 

9. Further development of co-operative marketing. 

As indicated above, this organization took an active part 
in the framing of the present agricultural legislation. It 
led the movement which resulted in 22 amendments to the 
House domestic allotmerit bill in January 1933. Its activi­
ties relating to the administration of the Agricultural Ad­
justment Act will be outlined in later chapters. 

The International Association of Milk Dealers was or­
ganized in 19DB, the objects being: 

(I) To improve the quality of the milk supply, to study the many 
economic, scientific, and practical problems which may arise from 
time to time and to exchange ideas which may be of mutual benefit 
to the members of the association and the public. (:0) To indicate 
and maintain the principles of fair dealing between members, pro­
ducers, and the buying public. (3) To assist producers and others, 
that production costs may be lowered and quality improved. 
(4) To assist members of this organization in all knowledge that 
will lessen the costs of plant operations !nd delivery." 

It is now estimated that 45 per cent of the pasteurized 
mQk industry by volume is controlled by members of the 
association. Soon after the.Dairy Section began to function 
in the spring of 19Th upon the request of the AAA 

10 Letter of R. E. Little, IeUCtary, Jan. 34, 1934. 
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officials this association appointed a Washington repre­
sentative to advise with the Administration on questions 
of interest to the distributors of milk. 

The National Dairy Council was incorporated on De­
cember 10, 1915. Its primary purpoSe is to increase the con­
sumption of milk and dairy products by means of health 
education and through advertising. Twenty-seven affiliated 
local councils were engaged in promotion work in 1934. 
Funds for local use have been derived mainly by the "chcck­
ofF' system in; markets where co-operative associations 
furnish a large part of the supply. The national office in 
Chicago acts in a Co-ordinating capacity, launches. the 
movement in new areas, and directs various nation-wide 
activities looking toward increasing the consumption of all 
dairy products. It derives its income in part from the local 
councils and in part from contributors, 175 in number in 
19Th who desire to stimulate the consumption of milk and 
its products. Its activities have been seriously disturbed 
by the dairy control program. 



CHAPTER III 

THE DAIRY 'SITUATION, 1930-33 

Between 1929 and May 1933, when the Agricultural Ad­
justment program was initiated, the dairy industry experi-' 
enced very great changes. We must. seek to understand 
these changes, since the dairy adjustment program largely 
grew out of them, and is directed at them so far as its 
emergency phases are concerned. The most important part 
of this understanding relates to the extent to which the 
changes in these years were continuations of movements 
already under way-of recognized trends and deviations 
therefrom or of responses to continuing changes in the 
economic environment; and to the extent to which they 
were associated with the current general depression. The 
most striking of these changes were in prices and income; 
but basic to these were changes in production and con· 
sumption. ' 

PRODUCrlON CHANGES 1 

According to the estimates of the United States Depart­
ment of Agriculture, the number of cows and heifers two 
years old and over kept for milk increased from 22,330,000 
on January I, 1929 to 26,062,000, or over 13 per cent, on 
January I, 1934.2 The percentage increases by years since 
1929 were as follows: 2·5, 2.9, 3.7, 3·2, and 3.1 (1933 to 1934). 

1 This subject is discussed further in Chap. XlV. 
I These data are subject to considerable uncertainty. k explained in Chap. D. 

the 1930 ceDSUI count was probably low. even relative to that of 19~O. and 
especially so for the Nonh Atlantic and other importaDt dairy regions. How­
ever, other evidence suggests that more; dual-purpose cows and heifeR were 
shifted to the dairy classification than was warranted by the actual shift that 
occ:urRd in practice, considerable as that may havc been. 

60 
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The niimber of cows milked in 1933 was the highest on 
record. Volume of dairy output did not keep pace with 
cow numbers. Farm production of milk for all uses in-· 
creased from 98,782 million pounds in 1929 to 102,309 mil­
lion in 1933, or less than 4 percent. The percentage in­
creases by years since 1929 were as follows: 1.0, 2.2, 0.1, 0.4 
(1932 to 1933). Production per cow, which had reached 
a peak of 4>582 pounds in 1929, declined steadily to 4,178 
pounds in 1933, slightly more than offsetting the increase 
in cow numbers after 1931. 

The major factor in this lag in output was no doubt the 
effect of the droughts upon dairy pastures. Every year since 
1929> dairy pasture conditions have been below normal for 
the country as a whole. "During no year from 1917 to 
1929 were pastures so poor as they were every year of the 
four-year period 1930 to 1933."· The indexes for these 
years were 64.9> 70.2, 71.2, and 65.6, as compafed with 81 
for the preceding ten years. For the four years, the East 
North Central states averaged 15 points below their average 
for the preceding five years; the North Atlantic states, 8 
below; and the other sections, from 9 to 12 below. Thus, 
no section altogether escaped drought' conditions during 
the period. 

Also, the low prices of dairy products probably induced 
less feeding of grain in 1933 even though feed prices were 
also low. The ratio of butterfat prices to feed prices was 
highly favorable to heavy feeding in 1931 and 1932, but 
less so in 1933. (See chart on page 402.) Other factors, 
perhaps equally important, were th.e lesser rate of culling 
of old milkers and of young milkers showing little promise, 
induced by the very low price of low-gr~de meat animals 
and low feed prices; and tile shift toward milking more 

• TA. DtUry Probl.m. AAA. Mardl '934. p. 3. 
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dual-purpose cows. The number of cows and heifers 
slaughtered under federal inspection decreased from 1929 
to 1934 These data do not separate beef from dairy 
animals, but other evidence indicates that both shared in 
the decline. Dual-purpose cows do not of Course add to 
production in proportion to their numbers. The statistics 
also indicate a definite tendency in the last two years, prob­
ably temporary, to shift more milk cows from fall to spring 
freshening dates. This transition would stretch out the 
lactation period for these cows and reduce their output for 
several months. 

The importance of age-group composition of our dairy 
herds in interpreting the significance of numbers is well 
iIIustrated by the present case. The number of heifers from 
one to two years old declined after 1931. Thus, fewer calves 
must have been raised in 1929 and 1930, when prices of 
dairy products were relatively high. But numbers of calves -
increased in 1932 and 1933 ·when milk was much lower in 
price. (See chart on page 40i.) The reduction in young 
heifers in 1932. and 1933 must have reduced milking herds 
in 1933 and 1934, but this effect was more than offset by 
the increasing numbers of cows and heifers two years old 
and over from 1929 onward. No doubt this increase re­
sulted in part, after 1930> from delayed culling. It was 
started by the rearing of more heifer calves beginning in 
1927. The increase in calves reared in 1932 and 1933 rep­
resents potential increase in production from 1934 onward. 

This expansion of dairy production from 1930 to 1933 
is clearly a continuation of a strong trend. The movement 
slackened a little in 1!)26-27, if we may judge from the chart 
on page 3gB, and !hen strengthened after 1928. The slight 
recession in 1926-2.7 probably resulted from more culling, 
and from rearing fewer heifer calves in the years just before. 

, 
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Later analysis suggests that these latter changes principally 
affected the dual-purpose types of milk cows and heifers. 

These influences are clearly apparent in the changes in 
output of butter, cheese, and evaporated milk shown in the 
accompanying chart. Between 1919 and 1929, the volume 

Doaarnc ODTPlIT OF BllTTBa ([869-[934) AND OP CHIlESB AND 
EVAPORATED WHOLB Mu ... ([9XS-34)' 

MILl.IONS OF POUNDS MILLItJNS OF POUNDS ... •• .". 

, 
};1 lA -

Jv 
Burrcl 

It 1\ ~ ~\, I 
jV 

. 
I EVAPORAr£~If~ 

'-J 
.NOLE MILK 

~ • 
~ 

..; 
r I' ,.. 

<h£T~ V -../ 

• • IllS ,." ,.., /Ill. IH$ IllS illS ., 

• Adapted from NegtlliPifI 26.JS.J. 32171·B, and U170, Bureau of Agricul-
tural Economics, U. S. Department of Agricul-. . 

of milk converted into these products increased two-fifths. 
The butter output increased one-third, cheese one-third, 
and evaporated milk one-half. Apparently a larger pro­
portion otthe total milk supply went into factory products 
after 1930 than before, since total factory production had 
increased 8 per cent by 1933. while total milk production 
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had increased less than 4 per cent. This is consistent with 
the disparities between fluid milk prices and other dairy 
product prices pointed out below. By individual products, 
butter production increased 9.3 per cent, cheese production 
8.3 per cent, and evaporated whole milk 18,5 per cent. 
The foregoing percentage increases in dairy product pro­
duction, reduced to rates per year, compared as follows 
with the rates in the preceding decade: • 

'92" 30 

Butt.r, cream.ry and farm. . . . . . . . . . . . . . . . .. 2-4 
All ch .................................... 1.9 
Evaporat.d whole milk .................... 4.5 

'930033 
3-1 
2.8 
6.:> 

A large increase in creamery butter production in the 
last decade was about one·third offset by a decrease in pro­
duction of farm-made butter. Since 1930, farm-made butter 
has been increasing again, but not enough to raise per­
ceptibly the 3.1 per cent average given above. 

The foregoing effects should vary by.sections. Such data 
as are available indicate that between 1929 and 1933 the 
increase in milk production was 3.2 per_cent in the North 
Atlantic states, and 4.9 per cent in the North Central states. 
The parallel figures for number of milk cows were 10 and 
14 per cent respectively.· An abundance of feed at prices 
still lower than butter and cheese prices seems especially to 
have stimulated dairying in the Mid-West. In the South, 
production increased 2.6 per cent and the number of cows 
9-4 per cent. 

PRICES 

To understand the dairy situation as it actually developed, 
we need to examine the price changes in more detail, noting 

of The year 1921 is taken in place of 1920 because conditions in the dairy 
industry were more nearly normal then. 

I These data. especially those for the North Adantic stato, may be distorted 
lOJnew~at by the low count of cattle in ~ 1930 ccnaUl. 
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differences between the movements for different products 
and different regions. Also these changes need to be ob­
served against a background of price rdationships in 1929 
before the onset of the depression. 

The data assembled on prices received by farmers for 
dairy products sold are far from satisfactory because wide 
differences in terms and bases of sale confuse the quotations 
beyond the power of human agencies to disentangle them. 
Thus, those in the map on page 66 showing the varia­
tions by states in 1929 in prices received by farmers for 
milk sold as butterfat undoubtedly include prices for some 
cream for fluid consumption sold on a butterfat basis. These 
prices principally reflect distance from market, the surplus 
or deficiency status of the area, and the quality of product 
and efliciency in its manufacture. Dairymen in territory 
which imports butter receive the current wholesale market 
prices plus transportation charges. This description fits 
most of the North Atlantic states. In surplus areas, the 
price is less transportation charges. On the other hand, 
regions with a dense cow population produce good butter 
at low factory cost per pound, which description fits most 
of Wisconsin and Minnesota. The low-grade farm-made 
butter of the Southern states sells at bottom prices. 

The data in the map of prices received for fluid milk or 
- cream sold at wholesale confuse prices received for milk 

consumed whole with milk entering into cheese and con­
centrated milk, and with milk converted into cream for 
fluid use and use in ice cream. 

The extreme range for 1929 butterfat prices was from 
39 cents per pound in Texas to 55 cents in Vermont-36 
per cent of the average of 45.2 cents. The extreme range 
in wholesale milk prices was from $1.90 per hundred­
weight in Utah to $3.90 in South Carolina-,8 per cent 



66 THE DAIRY INDUSTRY AND THE AAA 

PRICES RI!CI!lVED BY PIlODUCERS FOil SPBCIPlED 

DAIRY PRODUCTS, 1929' 

I. Prices of Butterfat 
(In cents per pound) • 

•• 

•• •• 
•• 

" 

•• 

11. Wholesale Prices for F1uid Milk and C!cam 
(In doIlanper huadmlwcight) 

.... 
.... 

... 

• John Shepard and Ric:Iwd K. Smith. M;I~ l'rrH/tt<ti •• TmuI,. Sutidinrl 
Suppl ... .., 9. May '933. Table .6. Di.w.n of Crop and Livatock Eolima .... 
U. S. Dcpanmen, of Agriculrore (mimcolll'>pbcd). 
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m. Retail Prices to Produoers for Fluid Milk 
(In cents per quart) 

... u 

...,.--"-L_ IL' 

of the average of $2.57. Butter can be transported into a 
deficiency or high-cost area at litde cost as compared with 
fresh milk. The price of $2.20 in Wisconsin-lower than 
in all neighboring states-reflects cheese and cOncentrated 
milk use more than whole milk use. Farmers delivering 
whole milk to cheese factories in Wisconsin received $1.87 
per hundredweight in 1929; those delivering to con­
denseries, $2.12.· Butterfat producers in Wisconsin were 
receiving $1.80 per hundredweight in 1929 (49 cents x 3.67 
pounds butterfat). Fluid milk producers around Mil­
waukee received $2.63 per hundredweight in 1929. The 
difference represents pardy the cost of transporting fresh 
milk to city markets, pardy the value of the skim milk, and 
pardy a compensation for the extra.care required in meet­
ing municipal milk standards. 

Butterfat producers in South Carolina were receiving 
$1.71 per hundredweight in 1929 (42 cents x 4.07 pounds 

·W. P. MOrteDleD and othen. -'Wisconsin Farm. Prices," WiMnuirJ AP 
nJlIInIl Brpm ...... SltItiota Re,..,.." Brdl";. 1190 
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butterfat) as compared with $3.90 received by fluid milk 
producers, the difference being $2.19. In the Southern states 
the fluid milk and butter producers are "non-competing 
groups" in large measure, territorially and even socially. 
Most of the milk made mto butter on farms could not pos­
sibly be brought into the fluid milk market. 

The map on page 67 presents the variation by states in the 
average prices received per quart in 1929 by producers for 
milk sold by them at retail. The.range was from 8.9 cents 
in Utah to 16.6 in Florida. The average, II.4 cents per 
quart, equalled $5.30 per hundredweight (46.5 quarts). If 
we assume that these producers could have sold their milk 
at the average wholesale price of $2.57 per hundredweight, 
they obtained a margin of $2.73 per hundredweight, or 5.9 
cents a quart, for processing, bottling, and delivery expenses. 

In the map on page ~, the prices received by dairy 
farmers in 1929 for all milk sold as fluid milk are indicated 
in more detail on the basis of ~ounty averages, for the 
Northeastern industrial section of the United States. This 
map shows clearly how prices decline with distance from 
city markets. It will be noted that the highest prices to 
producers in the nine cities listed on page 53 are in the 
larger cities, since these must include the transportation 
cost of the longest hauls, and in the cities obtaining milk 
from areas having little or no.excess of milk for conversion 
into butter or cheese. . 

The final map, on page 70, presents by states the 
weighted average prices received for dairy products dis­
posed of in all forms in 1929, the weights being based on 
the assumption that the family consumption of each type 
of product is valued as if it were sold: These averages 

'This is Dot an altogether valid impUtlllion of value. since on many of the 
one- and two-cow farms these products would not have been produced for sale 
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reflect the varying proportions of the milk sold at high 
whole-milk prices (both retail and wholesale), at lower 
butterfat prices, at still lower farm butter prices, etc., in 
the different states, as well as all the other factors above 

WHOLESALE FLUID MILK. PRICES IN nm NOll'IHEASTEllN 

INDUSTBJAL REGION, 1929. 

(In cents per gallon) 

• From John Mo Casseb. d St04y of Milk Pric<s, ., be publidJcd shortly by 
Harvard University Press. 

mentioned. The range is from $1.12 in South Dakota to 
$.po in Connecticut and $4.80 in Florida-I2S per cent 
of the average of $2.41 per hundredweight. The $2 .. 11 per 
hundredweight equals 62 cents per pound of butterfat 
(3.93 per cent butterfat) or 5.2 cents per quart. 

When prices of dairy products are considered in relation 

had there been DO family use for them; but the error inb'oduccd is probably no 
&='"' than that oJready iD the da .. for other ........ 
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AVERAGR PlUCES REcmvm BY PBODUC811S .OB ALl. DAIKY 

PRODUCTS, [929' 

" . 
..,. 
'.4, 

'N 

.... 

.. Shepard and Smith. Milk Production Trentll. SllIIistical S-;'pplemnu 8. 
T,ble .6. 

to other prices, dairy farmers appear to have fared better 
than other farmers in the period between the World War 
and the Great Depression. In fact, had dairy farmers been 
dairy farmers exclusivdy in that period, so far as prices 
of their products were concerned, they would not have 
realized that agriculture was not flourishing from 1921 to 
1929. The average indexes (I910-I4 = IOO) of the different 
groups of farm products for the I924-29 period were:· 

Grains ................... [37 Meat animal •............. [4[ 
Cotton and cottonseed ..... [56 Miscellaneous ............ [47 
Fruits ................... [49 Truck crops .............. [46 
Dairy products ............ [54 All groups ................ [46 
ChickeDJ and eggs ......... [55 

In terms of parity, as defined in the Adjustment Act, 
prices of dairy products averaged slighdy above this levd 

• AppendiJ< B gives !he index .. by ycsn for '910-3' &Dd by monm. sina:. 
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from 1921 to 1929> as contrasted with eleven pOints undCI 
parity for all farm products.. Dairy product prices WCIC: 
below parity only in 1922> 1924. 1925, and 1'}26." 

Data in Appendix B show that the break in prices in 1930 
and following was less severe for dairy products than for 
most other farm products. Prices of dairy products held 
their ground much more firmly in 1930 and 1931 than those 
of most other farm products; and this diffCIence main-' 
rained in part in 1932 and 1933. & late as March 1933> the 
index for dairy products stood at 7I as compared with 55 
for all farm products, the sharp break coming in April. 
Prices of meat and animals and even those of poultry fdl 
away much more sharply aftCI 1929 than those for dairy 
products. Betwccn 1930 and April 1933> only grains, fruits, 
and vegetables £dl fewer points in the index scale than did 
dairy products. Grains fdl 73 points as compared with 
B5 for dairy products; but they started from 37 points 
further down the scale. Cotton and cottonsccd declined 
95 points, meat animals 99 points, and poultry products 
104 points. 

The foregoing statement in terms of all dairy products 
combined considerably misrepresents the situation for dif­
ferent products and prices for regions-particularly the 
Mid-West dairy region as contrasted with the Northwest. 
The chart on page 'J2. traces the movements since 1921 
in terms of indexes on the 1910-14 basis (a) of wholesale 
prices of manufactured dairy products; (b) of the prices 

• Parity pria: is cmnpulOd by the Ilcponmcnt of Agricul""" by the simple 
process of multiplying the price of the product in. 1910-14 by the: CUJ'TCD.t indez. of 
the prices wbM:h Ium ... pay for goods wbM:h they buy. The .... It is the pria: of 
dairy preducts accded ID ... bIe the preduoen _ ID buy the same quantity 
of goods dw theoe dairy products could ba>e beea ezchaaged for ill '9.0-'4. 
The methods 01 cmnputing parity prices for the difIe ..... dairy produas .... 
esplaioed io AppeodiK C. 
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paid for milk for fluid use by distributors; (c) of the retail 
prices received by farmers distributing their own milk.' • 

COMPARISON OF DIPPEllENT DAIR.Y PRODUCT PUCES, 1921.34 & 

(1910-14 average = 100) 
INDEX NUMBERS INDEX NUMBERS 
200 200 

------ ...... RETAIL PRICE , --­, '" 
'''' 

\ RECEIVED BY 
._ .. _ . ...-.. ""~ ,PRODUCERS 

~0r-.. --~~~~~==~--~--~~~---------V.~O 

PRICE PAID FOR FLUID MILK 
BY DISTRIBUTORS 

I 
WNOLESALE PRICE· 

OF FACTORY PRODUC~ 

\ , ., / 

\ '-" . -
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\ 
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• "Summary of Dairy Situation Statistics," supplement to The Dairy Si'Hlulon. 
U. S. Department of Agriculture, April 1934. Tables 106, IJ2, n7. 

It will be apparent that the butter and cheese dairymen 
suffered much greater declines than the fluid milk dairy­
men. By classes of dairy products, milk sold as butterfat 
dropped 60 per cent from 1929 to 1932; farm-made butter, 
52 per cent; milk bought by distributors, 39 per cent; and 
milk retailed by distributors or by farmers, each 24 per cent. 

10 "Summary of Dairy Situation Statistics," April 1934. pp. 73. 63. 59 
respectively. 
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Dairying competes most closely with beef production 
in the Mid-West, with hog production in the more eastern 
of the Mid-West states, and with poultry production and 
fruits and vegetables in the North Atlantic states. Beef 
prices were the lowest of all livestock prices until 1927, 
while pork prices were the lowest of all livestock prices 
from 1927 on. Dairying was as remunerative as its com­
peting industries in the North Atlantic states in this period. 

The chart on page 74 indicates that the ratios of prices 
for all forms of livestock and livestock products to feed 
prices were very favorable to expansion of output dur­
ing 1921-29, dairying having only a slight advantage over 
hogs and beef cattle. Data given in Chapter II indicate 
that dairying expanded in this period, as one would ex­
pect, but not as much as the demand for dairy products 
until about 1928, with risiIig prices as a result. As a con­
comitant, the new tariff duties levied first in 1921 became 
incr>asingly effective on prices. Numbers of dairy cattle, 
it has been pointed out, did not increase as rapidly as pro­
duction, and even declined a little in 1926-28; and beef 
cattle numbers fell off continuously until 1928. The low 
prices accompanied heavy slaughterings until 1927. The 
trend of hog production was downward from 1924 onward. 

In general, therefore, the dairy industry did not expand 
in this period as rapidly as prices seemed to warrant. Prob­
ably the explanation for this is found on the cost side of 
the equation. Mechanization was contributing much more 
to crop than to livestock production; and wage levels re­
mained high following the World War. Hence, dairy 
production, being relatively labor intensive, was at a dis­
advantage. In so far as dairying is dependent upon hired 
labor, it therefore was not so favored in this period as 
'relative prices of products would indicate. 
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In 1931 and 1932. the feed-price ratio was favorable to 
dairy farming, and no doubt this circumstance contributed 
greatly to the unusual increase in number of cattle reported 

RATIOS OP PllICES OP LIVESToCl< AN» Lm!sTOCK. PIl0DUCTS TO FEED 

PllICES, 1910-34 • 
(1910-33 average == 100) 

IWO IIIIS INfI INS 

• Derived &om data in CroiU ",,4 M ... k.u. December 1934 ond February 
1935. IUppJemenled by data .uppliecl by .... U. S. Department 01 Asri<u1turo. 

BeckorD. ratio = bushels of corn required to buy 100 pounds of beef 
Hog-com ratio = bushels of corn required to buy 100 pounds of pork 
Bu ... rf.t·feed ratio = pound. of grain rcquit<d lIJ buy ODe pound of 

butterfat 
Poultry·feed ratio = pouocb 01 poultry ntioo rcquit<d lIJ buy .... doxn_ 
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as milk cows and heifers after 1931. Milk production 
would have increased as much, if not more, except for the 
dry summer pastures of these years. 

DAIRY .INCOME 

The effects of the foregoing changes upon incomes of 
dairy farmers is what finally must be observed. With in­
creasing volume and relatively high prices, income from 
dairy production has been an incr~asing fraction of agri­
cultural income ever since the World War. In the first 
year for which such percentages have been 'computed, 1924. 
the estimate was 148 per cent; by 192!h it had reached 19.5 
per cent. With prices of other farm products nearly at 
bottom in 1932, and those of dairy products still holding 
relatively firm, this percentage rose to 24.5. 

It is clear that although the dairy farmers of the country 
clearly felt the need of better conditions in 1931, 1932, and 
1933> their needs were not so great as thoscof other impor­
tant groups, notably the grain and the cotton farmers 
from the beginning of the depression, and the meat pro­
ducers in 1932 and afterwards. StilI -more important, dairy­
men were in better condition to stand a depression than 
most of the other groups, since they had fared better in the 
years from 1921 on. 

Evidence in support of the foregoing is found in the data 
on farm real estate values and forced sales of farms in the 
dairy states as compared with other states both iD. the years 
before 1930 and afterwards. In March 1933 the index of 
farm real estate values stood at 105 in the New England 
states (1912-14=100), as compared with 73 for the United 
States." The index for the Middle Atlantic states stood 

11 The data in these paragraph, are &om B. lL Staubcr, Tk F""" Real 
Bst.u Sihuuio", Z932-JJ, U. S. Department of Agriculture. ~ 
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at 82. For the two most nearly specialized dairy states of 
the North Central group, Wisconsin and Minnesota, the 
indexes were 80 and 79 respectively;compared with 53 for 
Indiana and 55 for South Dakota. The declines between 
1929 and 1933 were only a little more than half as much 
in the North Atlantic states as in the rest of the country. 
In the dairy states of the North Central region, farm real 
estate values fell less rapidly from 1920 to 1929 than in 
the corn-hog states, and somewhat more rapidly when 
butter prices sagged from 1930 on. These differences are 
well revealed ID the following comparison of the Wis­
consin, Indiana, and Iowa indexes: 

1920 1925 1929 1930 1931 1932 1933 
Wisconsin ............. 171 130 119 117 104 91 80 
Indiana ............... 161 102 83 80 72 60 53 
Iowa .................. 213 136 II6 II3 9B 80 5S 

In Iowa the decline was rapid both before and after 1929. 
The forced sale rate was 7.3 per 1,000 farms in the New 

England states in 1930 and 9.6·in the Middle Atlantic states, 
as compared with 17.5 and 23.3 in the East and West North 
Central states respectively. In 1933, the comparable figures 
were 13.2 and 19.6 as against 38,3 and 61.5 respectively. 
The record for states in the South and West approximates 
that for the North Central states. From 1930 on, Wisconsin 
and Minnesota had as many forced sales as the other states 
in their territory. 

The changes in relative prices of the different dairy 
products after 1930 greatly afiected the relative income 
position of the different regions. The table following 
gives the rankings of the eight leading dairy states in in­
come from dairy products in 1929 and the three years 
following: 
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Rank 1929 1930 1931 1932 

1 • ..... . WlSCODsin Wisconsin New York New York 
2 ....... New York New York Wisconsin Wisconsin 
3 •..... . Minnesota Pennsylvania Pennsylvania Pennsylvania 
4, •••••• • Pennsylvania Minnesota. Minnesota California 
5 •...... California California California Minnesota 
6 ...•.•. Iowa Illinois lllioois Illinois 
7 •...... lIIioois Iowa Ohio Ohio 
8 ....... 0hio Ohio Iowa Iowa 

The more largely dependent the state upon butter and 
cheese for an oudet, the more loss in ranking. Wisconsm's 
income declined 57 per cent; New York's, 47 per cent. In 
Connecticut, not shown in the table, the decline was only 
2fj per cent; in Vermont, 40 per cent; in North Carolina, 
32 per cent. The differences between regions are well con­
veyed by the following data on farm price changes per 
100 pounds of milk or milk equivalent sold (in dollars) : 

Region 1929 1930 1931 1932 
North Atlaotic ..........•. 3.15 2.91 2.27 1. 79 
East North Ceoual. ....... 2.30 1.91 1.44 1.12 
West North Ceotral.. ...... 1.88 1.51 1.14 .86 
South Atlantic .........•... 3.25 3.10 2.61 2.20 
South Central ............. 2.46 2.17 1.67 1.24 
West .................. : .. 2.49 2.18 I. 77 1.44 
United States ............. 2.41 2.07 1.61 1.26 

No doubt the differences in terms of net income and net 
prices would be less striking than in terms of gross income, 
since many of the costs in the fluid milk sections are rela­
tively inflexible. However, the data presented above on 
land values and forced sales indicate that the differences 
were still very great. 

CONSUIIIIPTION CHANGES 

The depression no doubt also contributed gready to the 
decline in dairy product prices on the demand side. Con­
sumption of butter increased at first after 1930; but this 
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must not be misunderstQOd. As explained on page '5l, 
with no present export outlet for butter except at extremely 
low prices, and with extended carry-over out of the ques­
tion, consumption is almost certain to keep up with pro­
duction. Prices will sink low enough to induce this result, 
since any price above the eXport level is better than holding 
the butter very long. The falling off of employment un­
doubtedly greatly reduced the demand for butter; and in 
consequence prices had to fall much -fwtber than other­
wise to induce cOmplete consumption. But even then the 
decline was not so great as for most farm products because, 
as explained earlier, the demand for butter is relatively 
elastic. 

Cheese consumption fell off with the onset of the depres­
sion because; most of our population does not consume 
cheese as a staple food, nor con.sider it a cheap source of 
nourishment when incomes are reduced. ' 
. The consumption of fluid milk and cream did decline 

significantly in most urban markets, in spite of much lower 
prices in 1932 and 1933- A strOng upward trend in such 
consumption was sharply reversed in 1930 when retail 
fluid milk prices held firmly in 1929 and 1930- The per 
capita average for the United States declined only from 
40.8 to 38.8 gallons, but these figures include farm and 
village as well as urban consumption. 

The only available data on fluid milk consumption by 
cities are obtainable from records of public health depart­
ments; but these are not assembled on a comparable basis 
for different cities and do not always represent the same 
population group or reporting distributors each year. U 
we are correct in assuming that the errors will compensate 
to some extent in the averages, the following data are worth 
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noting. An average of the reports of a sample of cities 
widely distributed over the country indicates nearly a 12 

per cent decline during "1930-33> by years as follows, 
in order: 3.1, 3.g, 2.0, 2.7. The average of all reports re­
ceived by the United States Department of Agxiculture in­
dicates a 7 per cent decline. This may be a better figure 
than the 12 per cent. By individual cities whose reports 
seem reasonably consistent, the declines range from as 
much as 25 per cent or more for a few industrial cities with 
large industrial populations suffering gxeat unemploy­
ment (like Detroit and Pontiac, Michigan, and New Haven 
and Waterbury, ,Connecticut) to no declines whatever or 
even increases in some well-to-do residential cities. For 
most of the large cities of the country the declines ranged 
from 5 to 10 per cent.1J The reports carry the definite sug­
gestion that reduced retail prices increased consumption in 
many cities, especially in 1932-

The changes in oleomargarine production and consump­
tion since 1929 until recently have been in the nature of 
severe declines below the general upward trend indicated 
on page 38. Oleomargarine production declined 37 per 
cent between 1930 and 1932> accompanying the decline in 
butter prices. However, it recovered one-third of the loss 
in 1933> probably as a result of the continuing unemploy­
ment and lower oleomargarine prices; and with the rising 
butter prices of the winter months, it increased greatly, 
running twice that of the year before. At present income 

u It: w. Banlett. using JU<b daoa os are available, calcul.1aI the following 
pen:entage dcdiDes for eidler 192.9"'32 or J9300-32: New York., 4; Philaddphia. 
10; Boston. I; Pcoria. 6. (1I1i8_ A6rinlltand Ez,mmnn SlIIIio" BrJJdi" .3'97.) 
J. Mo llDlc, obtained. declines of 7 and 5 per cent for two urban counties in 
Califomia iD. the same period. (Ctlli!o"";" A.griealhRWl EzpnintnJI Sliltioa 
BIIIkti. S14.) The figu ..... parted by the 1.00 Angeles Health Department 
show • much \arger decline in that city. 
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levels, apparently a retail butter price of JO cents or over 
stimulates oleomargarine consumption."8 

The demand for milk, lib: that for butter, declines 
with loss of income, but not so much." Consumers 
may be told that milk is essential to the health of their 
children, and that it is a better buy for the money at 10 to 
12 cents per quart than several other staple foods; but when 
money gets scarce the milk bill begins to look too large to 
them and they start trimming it. With demand thus 
shrinking, unless prices fall in proportion, purchases will 
decline. 

Much discussion of the elasticity of consumption of dairy 
products fails to distinguish between economic classes. The 
well-to-do classes buy about the same amounts of butter, 
milk, and cream at high prices as at Iow, in had times as in 
good times. The same: statement is almost true for the 
middle-income groups. But the lowest third of the popula­
tion greatly reduces its purchasing of all three, and espe­
cially of cream, if prices of tHese fail to drop with those of 
other foods, or with their incomes. If this group buys a 
fourth less milk, total consumption is reduced one-twelfth. 

Retail fresh milk prices have failed by a wide margin to 
keep pace with the general decline in retail food prices or 
even with retail prices for dairy products in general In 
1932. of the staple foods in the Bureau of Labor Statistics 
retail list, only round steak showed a smaller decline than 
fluid milk; in 1933, only bread. A lag in the decline in 

"ID keeping with the pheaomcoally low butt<r prices in England since 1929. 
averaging about 8 to 10 cents per pound less than United StaleS prices, buttl:r 
exmsumplion has increased from 18 ID 23 pound. per capi.., and ol<onwprine 
consumption has declincd &om 14 10 9 pounds per capita. 

If W. C. Wai .. and R. W. eo. found that MinDcapolis iunilics with per 
capira incomes over $goo iD 1934 consumed 26 per cent more milk. 45 per cent 
more butter. and 170 per cent more cream than those with per c:apia iDcomcs 
below S300. Mi"usolII AgrinJllUJ Ezperimntl SI";". BalInitt )11. 
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milk prices of the same order occurred in 1920-21, but it 
was not so pronounced, nor so prolonged. No doubt the 
increase in the lag is due to the more complete organiza­
tion, especially on the production side, of the fluid milk 
industry now than then. 

Butter is the final recipient of all the foregoing effects. 
U prices of milk and cream fail to decline with falling in­
comes, less of these are consumed, and more milk becomes 
converted into butter. The larger stocks of butter produced 
find consumers at some price. Fortunately, retail prices of 
butter respond readily to the larger supplies, and this helps 
to relieve the situation. Thus does the failure of retail 
prices of other dairy products to adjust to changing condi­
tJions lower the general level of farm prices of butterfat, 
and hence of all dairy products. Thus do the earnings of 
those engaged in marketing milk and cream tend to be 
maintained while prices to milk producers fall. 

DISTRIBUTION CHANGES 

The effects of the foregoing changes upon the distribu­
tion of milk can be briefly summarized. The disparities 
during 1930-33 between prices of milk sold to creameries, 
cheese factories, and condenseries, on the one hand, and 
milk sold to distributors, on the other, furnished a strong 
incentive for more dairymen to ship fluid milk. If co­
operative or established dealers refused to accept the milk, 
producers sought independent outlets, or became producer­
distributors. The number of small distributors increased 
notably in many markets. In order to develop trade, the 
new distributors undersold the establi~hed agencies, and 
some employed methods clearly undesirable socially. More 
of the irregular types of distributing agencies appeared­
peddlers, cut-rate stores, milk depots, roadside stands, etc. 
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Suffering loss of volume of sales, the regular dealers de­
manded lower buying prices, which were usually granted 
by the co-operatives. But the price reductions were com­
monly not enough to meet the new forms of competition. 
A contributing factor was the rigidity of wages of milk­
wagon drivers and plant employees, which held up the 
dealers' Il1lIigins and furnished an opportunity for pro­
ducers and unemployed drivers to make fair wages operat­
ing as one-man distributors. Evidence from the recently 
announced studies of the Federal Trade Commission, as 
well as studies made in several markets by other federal or 
state agencies, also indicates that the larger dealers under­
took to maintain margins upon the same level as in 1925 to 
1929. and almost succeeded through 1931 and 1932- Never­
theless, retail and producer prices kept on subsiding, but 
butter and cheese prices fell faster until late in 1932 or 
early in 19330 at which time milk prices broke almost com­
pletely in many markets: The ~rganized producers for a 
short time in a few markem actually received net prices 
lower than butterfat prices plU6 the value of the skim milk. 
This was the immediate setting for the milk marketing 
agreements drafted in the spring and summer of 1933. 



CHAPTER IV 

FLUID MILK. MARKETING AGREEMENTS 1 

This chapter and the one following will give in general 
outline the activities of the AAA relative to fluid milk and 
the changes in the dairy industry associated or concurrent 
therewith. Several chapters following these will analyze 
the major problems that have arisen in connection with 
these activities. A chapter will then be devoted to the 
parallel efforts of the state milk control boards or com­
missions in regulating milk marketing. Only three chap­
ters. deal specifically with the activities relating to butter, 
cheese, and the other manufactured dairy products and the 
problems arising therefrom. No doubt some will criticise 
this distribution of attention among the different dairy 
products; but it is wholly consistent with the purpose of 
this volume to review, analyze, and evaluate the AAA 
program. To discuss adjustment procedures for butter 
and cheese more. extensively than has been done in this 
volume would require introducing subjects and material 
still outside the scope of the AAA. 

The discussion of fluid milk control will be assisted some­
what if the reader knows in advance that marketing agree­
ments for evaporated and dry skim milk were developed 
in the summer of 1933, and are still in effect; that the butter, 
cheese, and ice-cream agreements were never completed; 
that the proposal to control total production of dairy prod­
ucts through a system of benefit payments and individual 
contracts was abandoned after a series of 15 public meetings 

1 Purthcr details of the activities of the AAA Jeiative to 8uid milk. control 
will be found in F. F. Lioioger, D,,;ry Prodom Rod" tA. Agrindlrmtl Adjust. 
me'" Ad. 1934. 
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hdd at various points in April 1934; and that the only 
other control efforts undertaken have consisted of the 
purchase of dairy products for relic;f distribution bc=ginning 
in August 1933. and the purchase of some diseased milk 
cows, as well as 2 million or more dairy or dual-purpose 
cattle, as part of the drought-l"elief program in the summer 
of 1934 and since. 

THE DAlItY DfDlJSTRY'S RECEPTIOK OF THE 
ADjlJSTBEKT ACT 

For reasons explained in Chapter III, the dairy farmers 
had not taken as active an interest in the proposed reform 
legislation of the last decade as had the cotton, wheat, and 
corn and hog producers. They had used the credit and 
other facilities of the Federal Farm Board much less than 
most other large groups. The inclusion of dairy products 
in the list of basic commodities was a strategic or safe­
guarding move on the part of the organized dairy in­
terests, and had little real following among the rank and 
file of the dairy farmers. Some of the fluid milk producers 
had had experience with a system of individual quotas and 
classified price that had something in common with the 
allotment fearure of the Adjustment Act; and in DecenIbc=r 
1932 the National Co-Operative Milk Producers' Federa­
tion had gone on record as favoring a limited use of the 
allotment principle. But the producers ddivering their 
milk to creameries, cheese factories, and condenseries, and 
for that matter the majority of those sdling fluid milk, had 
had no experience with any quota system and had never 
given much support to the "radical" price-raising reform 
schemes of the 1921-29 period. There had bc=en no sus­
tained movement among this latter group, as there had 
bc=en among the cotton, wheat, and corn and hog growers, 
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to secure price-raising legislation by "making the tariff ef­
fective" and the like. 

It was equally true that among actual fluid milk pro­
ducers there had been no long period of discussion center­
ing around the need for marketing agreements and licenses. 
Until 1930 the milk producer associations had been pretty 
well satisfied with the progress they were making under 
the Capper-Volstead Co-Operative Marketing Act. The 
proposal to support collective bargaining with marketing 
agreements and licenses broke suddenly in the winter of 
19330 and thougli actively discussed by the more promi­
nent of the milk producer associations in the next few 
months, it was little understood even among the member­
ship of the fluid lIjilk co-operatives-to say nothing of the 
large group of fluid milk producers not belonging to co­
operatives-when the Adjustment Act was signed on 
May 12. 

In March and April, however, prices of dairy products 
were at last slipping rapidly toward the extremely low 
levels of prices of other major farm products, and fluid 
milk prices were breaking with them in many markets. 
The milk producer associations were finding increasing 
difficulty in meeting the competition of new or irregular 
sources of supply. Producer strikes were being talked about 
in several markets. When the proposed Adjustment Act 
was given to the public on March 16, and its possibilities 
were brought to the attention of the association managers, 
some of them at once turned to it -as offering a means of 
escape from their difficulties. None ofthe states had passed 
milk control acts as yet, and thus' no public agency of any 
kind was available to which they might turn." Now the 

I Wisconsin's 1932 law had not been sufficient. New York and several other 
states passed milk control acts du~ng ApriJ.July. Scc Chap. XI. 



86 THE DAIRY INDUSTRY AND THE AAA 

federal government iJ;l its great nation-wide recovery pro­
gram nad provided such an agency. 

The Pure Milk Association of Chicago was one of those 
having serious difliculties at the time. Prices at retail had 
fallen to 8 cents and below, but still the peddlers, roadside 
stands, and milk depots kept on expanding their sales. 
Distributors would not agree upon a retail price increase 
because it would stimulate still more irregular retailing, 
and thcy maintained that margins could not be further 
reduced. There had been a short-lived strike in one section 
of the miIkshed which the majority of members had op­
posed. Prices were presendy raised, but cut-price selling 
increased. The demand was now for a $1.75 or better 
Class I price that hdd. The Adjustment Act seemed to 
offer a solution, The larger dealers said they were willing 
to pay this price if the AAA would enforce it on all agencies 
sdling milk in the Chicago market, and if the retail price 
was raised and likewise imposed uniformly on all their 
competitors. Accordingly the producer and the dealer 
groups put their heads together. and worked out a market­
ing agreement which they presented to Secretary Wallace 
in person on May 12, the day the act was signed. Other 
milk markets in the meantime had followed Chicago's 
lead, and scores of agreements were soon in process of 
formulation. By the middle of September over a hundred 
had been drawn. 

PREPARATIONS IN THE AAAa 

If the dairy farmers of the country were not ready to use 
the Adjustment Act to best advantage, certainly those 
chosen to apply its provisions to dairy products were not. 
Fully expecting that AAA action would need to be under~ 

• See Edwio. G. NOulse, Mttr1(el;ag .ilgr«menll ."tltr ,je A.AA. Chap. D, 
for • mono dctoiled account of thiJ subject. 
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taken relative to dairy products, Secretary Wallace put a 
committee in the Department of Agriculture at work upon 
them early, and ineluded a Dairy Products Section in the 
administrative set-up of the AAA. However, since the 
needs of the dairy farmers were not as urgent as those of 
some other groups, and since production control would 
prove much more diflicult for dairy products than for wheat 
and cotton, he hoped that his staff could be given a little 
time to work out its problems for the latter products before 
having to tackle dairy products. 

Later events indicate that Secretary Wallace did not 
visualize the fluid milk producers as a group sufficiently 
separate from other dairy farmers to have: a program of 
their own. Neither did he consider that the: milk producer 
associations or the co-operatives generally were given 
preferred position under the act. & "associations of 
producers," in the language of the act, they were one of 
the three possible parties to marketing agreements, for 
whatever benefits to producers might be accomplished 
under such agreements. They might well serve very 
effectively as agencies transmitting these benefits hack to 
producers, and as useful collaborators with the AAA in 
carrying out the purposes of the ~ He did not con­
sider that the act instructed the Administration either to 
promote co-operative marketing or to provide special 
services to co-operatives. This latter function, in the plans 
being worked out by the President, was to be retained by 
the Federal Farm Board then in process of being taken 
over by the: Farm Credit Administration. 

Apparendy most of the thinkiog within the group of 
prospective administrators of the AAA that the Secretary 
assembled between March 16 and May 12, while the: act 
was on its way through Congress, was in terms of wheat, 
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cotton, and tobacco. The sta1f was poorly equipped at the 
outset to deal with the dairy phases of the program. No 
one had formulated any clear ideas as to the application 
of production control to dairy products. The Department 
Committee on Dairy Products reported on April 29 that 
such control offered too many difficulties to be practical. 
Ideas as to the application to dairy products of the mar­
keting agreement and license section of the act were appar­
endy even less clearly formulated at this stage. Mr. George 
Peek, first Administrator of the AAA, was still thinking 
of marketing agreements in McNary-Haugen terms in con­
siderable measure. Secretary Wallace and Mr. Chester 
Davis, in charge of production adjustments, thought of 
them largely as supplementing the production control ar­
rangements. The committee thought of them mainly as 
marketing reform devices" The attitudes of the Legal 
Section set up under the direction of General Counsel 
Jerome Frank, and of the Consumers' Counsel set up under 
the direction of Dr. Fred ~. Howc, had the com­
plexion of marketing reform rather more than of mere 
price raising; or perhaps a better statement is that these 
groups insisted upon considering the effects of any 

.. -7hrough the marketing agn:cmenr provisiou of the bill, the Secrdary has 
the power to enter into marketing agreements wilb proccuon. ?5sociarioDl of 
producen and others handling dairy products. TIW. prcwision "ould enable the 
Sccn:tary (0 utilize, with such modification 2$ would appear DeCCSSaI'J. existing 
market sct:·ups which have bren developed along tbis line. It would permit 
such price agreements between producen and processors. subica to the Secre­
tary's approval, and price or orbcr ~ts between associations 01. prodUClttS. 
and bctwccu pnxc:sson, as would meet the: Secrdary's appro..al ... 

-n.. _ cl applying the 6ccming provisWns ..... Id be ID e1u..uw. 
unbir pt2Cticcs or charges., as a result of which some economics in procutemcDt 

emu. manufacruring ""'" .... distribution costs cl manut.aurcd dairy prod ...... 
and proc:csUng and distribution costs of fluid milk aDd cream might be dfcctcd. 
wjth bendi .. pasoed back ID prod..,.,.. u. the form of h;gber ... priczs. ••• -

Prom hpon 01 CMlllllilta 011 INiry Prot/w;tl (maauscripc). Apr. %9, 1933. 
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proposal as a feature of a continuing marketing set-up. 
All marketing agreements were carefully analyzed by 
these two divisions on their way to the Secretary 
for final approval. Also, certain major features of the 
organization first set up to administer the act contributed 
to delay in learning how to apply it effectively to dairy 
products. Although the major procedure specified in the 
act for realizing its objectives was production control, Mr. 
Peek was mainly interested in the marketing agreement 
procedure. Once actual program planning began, he was 
found objecting to the plans proposed involving use of 
production allotments even for wheat and cotton. He 
believed that prices to producers could be raised as needed 
merely by having the processors and distributors enter into 
agreements among themselves, or into AAA marketing 
agreements, to pay remunerative prices to producers. If 
in some cases the whole supply could not be disposed of at 
these prices through the regular channels of distribution 
and use, he favored making special arrangements for dis­
posing of the remaining surplus by export dumping (a la 
McNary-Haugen) or in lower order uses on the domestic 
market. If these measures failed to clear the market and 
support the price at parity levels, he would as a last resort 
make use of the production adjustment 'provisions of the 
act to reduce the surplus or check future production. He 
doubted the need for this latter except in extreme cases. 

The administrative set-up chosen for the AAA-with a 
chief of production adjustments and" another of processing 
and marketing adjustments for each commodity, occupy­
ing separate suites of offices and operating largely inde­
pendently of each other and responsible at the top to sepa­
rate chiefs, Mr. Chester Davis for production, and General 
W. I. Westervelt for processing and marketing-very 



90 THE DAIRY INDUSTRY AND THE AAA 

obviously tended to give equal importance to these two 
aspects of the AAA program, and also to promote a diver­
gence of opinion within the organization. It was indeed 
more nearly Mr. Peek's than Secretary Wallace's plan of 
organization; but Secretary Wall ace was not disposed to 
make an issue of it at the time. Moreover, it was never 
carried out completely-dairy products, tobacco, and rice 
never having had more than one commodity chief; and 
when Mr. Peek resigned in December 1933> General 
Westervelt and many of his aides followed suit. 

The prompt appearance of the group from the Chicago 
market forced the Admini,stration to move more quickly 
than it had hoped for. Dr. Edwin A. Gaumnitz, economist 
for the Dairy Section of the Bureau of Agricultural Eco. 
nomics, was hastily called into service; and Dr. Clyde L. 
King was called down from the University of Pennsylvania 
to act first as consultant and later as chief of the Dairy 
Section. Dr. King had-heen closely associated with many 
important collective bargaining milk markets-Philadel­
phia, Pittsburgh, Baltimore, Washington, Chicago, Detroit, 
and others--and was highly regarded by both producer 
associations and dealer groups in these and other markets. 
Dr. Gaumnitz had made analyses of economic problems 
relating to butter, cheese, and other manufactured prod­
ucts as well as fluid milk. He had worked mosdy in the 
Mid-West and on the Pacific Coast. Consultants were 
called in from various branches of the dairy industry, and 
from universities that had been working closely with the 
dairy groups. 

ISSUES TO BE RESOLVED 

The drafting of the first milk marketing agreement­
the Chicago agreement-proved to he a long and arduous 
task. It was temporarily concluded on July :z8, 71 days 
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after passage of the act, by the signature of the Secretary. 
A number of major issues had to be settled before this or 
any other agreement could be drawn. Chief among these 
were the following: 

1. Who could be parties to mlZl'kt:ting agreements? The 
act seemed at first to be clear on this point, specifying "as­
sociations of producers" and processors or handlers. By 
the first, the framers of the act probably meant co-pperative 
associations; by the latter, presumably individual firms. 
Yet certain members in the Administration had doubts 
whether existing "C<Hlperative associations could be ac­
cepted, since they were not associations of all the producers 
in a market. In fact, some co-operatives in some markets 
might represent a small fraction of the producers. Even if 
they could be accepted, as a matter of policy should they? " 
If the C<Hlperatives in a market were accepted as signa~ 
tories, what was the status of the non-members? The act 
neglected to answer the latter question. After several days 
of debate between representatives of the Administration 
and of the producer associations, a decision was reached to 
accept C<Hlperatives as parties to agreements. Arrange­
ments were presently made to take care of the non-mem­
bers in the Chicago market in part by automatically licens­
ing all buyers in the market, thus assuring them the same 
prices as members, and in part by having the local milk 
council provide them with the other services which they 
needed. 

2. W Ilf the licensing pOUler to be invoked? At the start 
the majority opinion in the Administration was against 
the use of licenses in milk markets: Much doubt was felt 
as to whether the provisions in the proposed agreement 
were enforceable against all the agencies distributing milk. 
The producer association representatives won their posi-
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tion on this issue, but only after several weeks of con­
ferring. The decision in the end was to impose a blanket 
license automatically upon all distributors. 

3· Would milk marketing agruments be under the 
AAA, the NRA, or both? The milk producer associations 
had to bear the brunt of the figbt which led to the Presi­
dent's transfer of the agricultural trade codes to the AAA. 
General Johnson wished to keep them under the NRA. 
The producer associations did not want their marketing 
agreements under the NRA partly because of its labor 
provisions, and partly because of the so-called Huey Long 
amendment (Section 5) to the NRA Act, which prohibits 
regulations which "prevent anyone from marketing or 
trading the product of his farm." The Chicago milk mar­
ket had been afHicted with serious labor trOubles in recent 
years, and both dealers and producers wanted to keep clear 
of all entanglements with labor provisions of codes. The 
Pure Milk Association of Chicago, in common with a num­
ber of other associations, was using a base-rating plan for 
regulating the Bow of milk to market. 

4- Would the NRA labor provisions be included in the 
marketing agreements? The transfer of code making to 
the AAA for the agricultural trades did not include the 
IabOr provisions. Labor representatives attended confer­
ences and hearings and demanded that no agreement be 
approved until the NRA had taken care of the labor end 
of the situation. The Chicago agreement was presently 
passed, on the ground that wages and hours of milk-wagon 
drivers in Chicago were well up to the NRA standard. This 
precedent was accepted in later milk marketing agree­
ments. 

5. What provisions for control of produt:tion, if any, 
should be included? Most of the planning of production 
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control at this stage contemplated use of base ratings as a 
control device." Later discussion will show that any sim­
ple base-rating scheme is of little value for such a purpose. 
The marketing agreement proposed by the Pure Milk 
Association called for continuance of the system of base 
ratings determined according to production in the 
months of short production, under which market 
receipts had already been leveled out noticeably between 
seasons. Objections to this base-rating system were regis­
tered by producers in the Chicago milkshed who were not 
satisfied with their present or prospective assignment of 

'bases. Within the AAA were groups who were suspicious 
of the base-rating plan as containing elements of monopoly. 
The production controls being set up for wheat and cotton 
frankly aimed at inducing monopoly prices by restricting 
the supply. The act was very specific with respect to the 
price-raising objectives of tile production adjustment pro­
gram, and the Consumers' Counsel and the Legal Division 
had no choice but to accept them. But they could not gen­
erally bring themselves to the use of marketing agree­
ments as devices for raising the price of milk to a monopoly 
level. Some in these groups insisted that milk markets 
should be kept open to new producers, and that old pro­
ducers should be free to expand their production if prices 
so warranted. They attempted to draw a line of distinction 
between restricting supply and letting the market make 
whatever prices it would with such a supply (as was 
planned for wheat and cotton), and the milk proposal to 
fix a minimum price to farmers and support it by restrict-

I Base ratings are individual farm quotas. ordinarily based upon the produc­
tion of the farm in the months of low production, and ·arc intended to designate 
the amount of milk for which the producer is to receive Suid milk prices. Iq 
practice, the total base ratings in any market tend to exceed the fluid milk saleS. 
Sce p. 196 for further discussion. 
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ing the amount of milk coming to market. Again, the 
wheat and cotton plans at that time were "voluntary"--diat 
is, any farmer could refrain from signing a contract and 
produce as much as he would and market it as he would­
whereas the milk proposal would in effect deny a market 
to additional production. Of course, the base-£ating plan 
had been in use since before the Capper-Volstead Act had 
been passed. and had never run afoul of the courts; but 
as generally used it permitted producers to make higher 
bases if they wished at each new base-making period in the 
autumn, and new producers to establish bases with a con­
siderable measure of freedom. Since 19,30, however, the 
practice had devdoped of earrying over the old base ratings 
to the new year, on the ground that consumption had 
ceased expanding or was declining, and that the market 
needed no new milk. To use the language of the industry, 
the bases were "dosed." This practice had not been at­
tacked in the courts; but some believed that it was much 
open to attack. . 

In the Dairy Section of the' AAA, the tendency was 
toward restricting supplies through some control of the 
granting of new or additional base ratings. Perhaps some 
would have gone so far as to apply the wheat and cotton 
production control procedure of limiting the ratings to 
the average production and sales for several recent years. 
But under the language of the act, such a restriction would 
have needed to be arranged through ·voluntary" agtte­
ments with producers; and processing taxes would have 
been needed to provide benefit payments to induce the 
signing of such agreements. The prevailing opinion in the 
Dairy Section did not go to the point of accepting the con­
tract, processing tax, and benefit payment procedure for 
lluid milk. Instead it indined to the belief that the base-
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rating system a1ceady in use could be made to do the trick. 
The final decision in the Chicago agreement was a com­
promise authorizing the use of the base-rating system, but 
keeping the market open to new producers subject to cer­
tain limitations and drags. 

6. What price provision, if fmY, should be included? 
The proposal from Chicagq was simply that the marketing 
agreement incorporate the existing collective bargaining 
arrangements, except that the prices thus agreed upon be 
subject to approval by the Secretary of Agriculture. The 
proposed form of the agreement included a schedule of 
prices a1ceady agreed to by the producer and dealer groups 
asking for the agreement. To the Dairy Section of the 
AAA this seemed the obvious and only reasonable arrange­
ment. Here was a system of price making already well 
dcvdoped and functioning well in normal times-what 
could be more sensible than to take it over in. toto? To 
those who questioned price fixing in marketing agreements 
and codes generally, there waS the answer that it had been 
going on in effect for years in milk markets, under sanc­
tion of federal and state laws, and surdy this was no time 
to abolish the practice. To those who questioned the need 
or desirability of fixing resale prices, there was the ready 
answer that experience had proved that producer and re­
sale prices could not be changed independently of each 
other without seriously distorting dealers' margins and up­
setting the whole market. To raise or lower prices one cent 
a quart at resale was equivalent to 46 cents per hundred­
weight. Could such a change be made without any regard 
to prices paid producers? 

Apparently no strong objections were raised to the pro­
posal at this time from inside the AAA. Few knew enough 
about past experience with collective bargaining in milk' 
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markets to have any weighty opinions on the subject. The 
principal opposition was from the smaller dealers on the 
Chicago market, organized loosely into the Chicago Milk 
Dealers' Association, who did not want to be subject to 
prices negotiated by the dominant lar~ealer group on 
the market, organized into the Milk Council; and from a 
small group of mJlk producers who similarly did not want 
to be subject to prices negotiated by the Pure Milk Associa­
tion. Perhaps a more correct statement is that these groups 
did not want any prices fixed at all, but wished to be free 
to fight their way into the market by underselling. 

At a later stage, strong opposition to resale price fixing 
arose from chain-store groups, who generally maintained 
that the resale prices set for cash-anCl-carry customers were 
too high for two reasons: (I) that the wholesale prices set 
for milk sold to stores was too high; and (2) that margins 
allowed on cash-and-carry milk sales were higher than 
necessary. Chain and independent stores in Chicago had 
been selling milk mostly at the regular wagon delivery 
prices, largely as a matter of convenience to customers, and 
did not raise the issue strongly at this time. The roadside 
stands made more of a point of it than the stores. 

The agreement finally arranged for milk set forth a full 
sehedule of prices to be paid producers for Class I, Class n, 
and Class III milk-that is, milk consumed respectively in 
the forms of lIuid milk, of cream, and of butter, cheese 
and other manufaetured produets. It also contained a 
complete schedule of prices for contracting distributors' 
sales, including a wholesale price schedule, a price sched­
ule to stores, and a retail price schedule. The price to 
producers for Class I milk containing 3.5 per cent butterfat 
was to be $1.75 per hundredweight f. o. b. country plants 
within the 7O-mile zone. This was approximately 4 cents . . 
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per quart for milk of 3.75 per cent butterfat. Part of the 
milk paid for at this price was to be sold at a wholesale 
price in bulk of 7.5 cents per quart; part at a wholesale 
price in bottles of 8,5 cents; and part at a retail price to 
consumers of IO cents. The margins to distributors under 
the agreement thus ranged from 3.5 cents to 6 cents per 
quart depending on the method of sale. A.similar sched­
ule was applied to cream. 

This schedule of prices was arranged between the Ad­
ministration and the particular dealer and producer groups 
who brought the proposed agreement to Washington. It 
was accepted by all the dealers who could be induced to 
sign the marketing agreement taken back to Chicago. It 

. was imposed upon the rest-upon every dealer, store, roid­
side stand, and peddler in the city and its immediate 
environs-by the issuance of a blanket license that auto­
matically included them whether they wished it or not. 
If these provisions were successfully executed, all shippers 
of milk within the milkshed, members and non-members 
of the co-operative alike, would receive the same E. o. b. 
price for all milk of a given grade sold for fluid milk use, 
except for differences that might arise from varying ratios 
between base ratings and Class I or fluid milk sales.· 

7. What form o/local administration should be pro/lided? 
The decision was to leave the administration of the agree­
ment in the hands of local agencies, the additional ex­
penses to be met out of deductions from dealers' returns 
to producers. The dealers buying milk from co-operatives 
were already commonly following the practice of making 
collections for the co-operatives in this manner, and to add 
the small amounts additionally required by the milk coun­
cil office would be a small chore. But the practice was 

• Explained in Chap_ VII. 
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now extended to non-members and to dealers buying their 
milk, which raised difficult problems of enforcement which 
had to be considered seriously. 

The deductions from non-members' returns could be 
limited to those added to the member's check-olI for the 
purpose of maintaining the director's office. But in that 
case, there would be a dilIerent check-olI for members and 
non-members; and dilIering rates of returns for milk in 
consequence, and this the producer association officials did 
not like. Accordingly, a decision was reached to make the 
check-olI the same and then provide non-members with 
the more obvious of the services which members were ob­
taining from their association. These included the check­
ing of tests and weights of milk and the guaranteeing of 
dealers' payments to producers. As will appear later, some 
of the producer associations did not like this latter arrange­
ment in practice. 

THE_ AGREEMENTS 

The delay in securing the C~icago agreement was vastly 
irritating to the producer and dealer groups in the Chicago 
market and those working with them. By the time it was 
adopted the Chicago producers were already asking for an 
amendment to increase the price to $2.00 or over. Mr. 
Holman of the National Milk Producers' Federation states 
that tile Chicago agreement was rewritten 2B times. 
Part of the dday was unavoidable. No clear<ut program 
had been laid out in the act. The groups, coming to 
Washington were suggesting plans for action with far­
reaching implications which no one had had sufficient time 
to study. Long before the Chicago agreement was com­
pleted. groups had arrived from other markets with ideas 
dilIering from those of the Chicago groups, which could 
only have the elIect of making those responsible stop and 
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think. The representatives from anyone of the markets 
were also constantly changing their own ideas. Conflicts 
of interests between different producer groups or different 
dealer groups, or between dealer and producer groups, 
added to th~ confusion. 

Nearly a month passed before the next agreement was 
signed, and by the end of the year only the 15 listed in the 
accompanying table had been completed. 

PLum MILK MAIUU!TINO ACIlEBMENTS AND LICENSES IN 1933' 

Market 

Chicago .................... .. 
Philadelphia ............•...... 
De~roit: ............ ; ..... '., .. . 
TWIn CitIeS .......... ........ . 
Baltimore .................... . 
KnoxviIle .................... . 
Evansville ........ ........... . 
Des Moines .................. . 
New Orleans ....... .......... . 
Boston ...................... . 
A1ameda County (Oakland) .... . 
Los Ani"I ..................... . 
St. Lou ....................... . 
San Diego .................. .. 
Richmond: .................. .. 

Effective Date 
of Agreement 

August 1 
Augu.t 2S 
August 27 
September 2 
September 29 
Ortober 9 
October 23 
October 25 
October 28 
November 3 
November 7 
November 17 
November 22 
December 15 
December 20 

• F. F. Lininger. DIIiry Protluets unller lhe A.4...,. p. 32. 

Effective Date 
of License 

August 1 
Augu.t 25 
August 27 
September 2 
September 29 
October 28 
October 23 
October 28 
October 31 
November 3 
November 14 
November 20 
November 2S 
December 18 
December 20 

By September the procedure in working out an agree­
ment, and the essential features to be determined, were 
largely standardized. In the first place a teti.tative agree­
ment was drawn by the producers and distributors in the 
market. In most instances a c().Operative association of 
producers and the large distributors prepared the first draft. 
(Minority interests on each side were large in some mar­
kets and small in others.) This draft was submitted to the 
Dairy Section, together with an application for a public 
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hearing. Usually a conference was then called between 
the' contracting parties and representatives of the Dairy 
Section, the Consumers' Counsel, and the General Counsel. 
In this conference attempts were made to adjust differences 
of viewpoint. 

Following the informal conference was the public hear­
ing. During the first four months all these hearings were 
in Washington, but thereafter they were held in the par­
ticular market concerned. A period for filing additional 
evidence was given, usually ten days following the hearing. 
The evidence was reviewed and the proposed agreement 
redrawn to include provisions prepared by the Dairy Sec­
tion and the offices of the General Counsel and the Con­
sumers' Counsel. h then was sent to the Production and 
the Processing and Marketing Divisions. After being ap­
proved by these divisions it was sent to the Administrator. 
When approved by him, it was sent to the Secretary of 
Agriculture, and when initialed by him it became ten­
tatively approved. It was then sent out to the market for 
the signature of the contractirig parties. Upon its return 
the Secretary attached his signature, issued the license, and 
set the date when the agreement and license should become 
effective. 

At the outset the Administrator preferred to have the 
local groups prepare their own drafts of agreements, but 
the Chicago agreement at once became a pattern for those 
following. The Administration shortly began to urge cer· 
tain features such as the base-rating plan upon all markets, 
making allowanceS, however, for any special conditions 
in a market, and building so far as possible upon pooling 
methods and the like already in use there. 

The features that presently came to be considered in 
drafting the agreements were about as follows: 
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Definition of terms and ddineation of the milksbed and sal .. area. 
Establishment of the interstate ebaracter of the market. 
Fairness of provisions as to prices to producers for Cia .. I, Cl ... 11, 

and Class III milk. The basis of pun:base, the plan for equalizing 
payments between comparable producers, such as the pooling sys­
terns or other adjustment plans, and the plans for equalizing between 
distributors the so-called surplus, or excess of fluid milk receipts -
over fluid milk sal ... 

Production control provisions, if any. 
Provisions for ebeck-offs to the producers' association, the dairy 

council (if any), the adjustment fund, or any other service charges. 
Definite limitations on these ebeck-offs were considered desirable. 

Provisions for handling non~members of the association, new 
producers in the market, or others. 

Reasonableness of distributors' margins and relationship between 
margins on various products or quantities. 

Place of producer-distributor in the market. 
Store prices: margins, relationship to wagon delivery prices, and 

ebange from present status. 
Reasonableness of prices to consumers of milk and cream of 

various percentages of butterfat; of laW, pasteurized, and special 
milk; of quarts, pints, and other units; of by·pIoducts such as butter­
milk, skim milk, cbucolate milk, and cottage eb ..... 

Health and quality standards. 
Schedule of fair plaCtices-reasonableness and enforceability. 
Organization or plan for earrying out the various provisions of 

the agreement, sueb as allotment of producer bases, handling of the 
adjustment fund, and equalizing distributors' surplus burden. 

Equitableness of representation on any committees, boards, or 
councils that were provided for in the agreemenL 

Probable relative and actual benefits from the agreement to pro­
ducers and distributors, and probable bmden and benefit, if any, 
to consumers. 

Relationship of prices to producers and -consumers to those pre­
vailing in the base period (August 1909 to July 1914), with due 
consideration for ebanges in other prices and in production and 
distribution. 

Any other provisions in the agreement which might in any 
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manner affect the market, or various agencies in the market, or 
the public in general.' 

The 15 agreements approved, however, were but a small 
fraction of those that were considered. Each day's mail 
during the summer was likely to bring one or more pr~ 
posed agreements. Many were brought in by a group 
from the market. By the middle of September more than 
100 had been received from markets in more than 30 states. 
A month later there were 150; and by the first week in 
Dettmber approximately 200, with only half a dozen states 
unrepresented. Informal conferences were being scheduled 
morning, noon, and night. Lawyers assigned to the legal 
stal! of the Dairy Section and the few persons attached to 
the economic stal! found themsdves swamped with inter­
views. Each market vied with the others for a place on 
the calendar of the chief hearing elerk. 

THE OPERATION OF THE AGREEMENTS 

Long before December deveiopmen'& in various markets 
had raised serious doubts as to 'the wisdom of some of the 
provlSlons. Complaints of violations were registered 
within a few days after the Chicago license went into 
eflect; and they increased in number each week. The 
principal reason for the violations was tliat the smaller 
dealers were in a position to sell under the license price, and 
they wanted to take advantage of their position. The of­
fending parties justified their practice to themselves at least 
on the ground that special groups in the market were trying 
to get the government to suppon an arrangement which 
they had worked out in their own interests. Many of the 
violators believed that their interests had been ignored in 
the writing of the agreement and license; that for the most 

'F. F. Lioiogor, DMy PrrNI_IIII4"" IM AAA. p. 33. 
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part they had not had a good chance to present their views, 
since they had not participated in the hearings and final 
negotiations in Washington. Many others not yet violators 
of the agreement and license had similar opinions of the 
situation. Hence there was a strong demand for a reopen­
ing of the agreements and the holding of public hearings 
in the markets themselves. Such hearings were eventually 
held in Chicago, Philadelphia, and Boston. The Boston 
hearing ran for eight days. Much of the time of these 
hearings was used in the airing of long-standing personal 
or factional diilerences in the markets. But they also 
served to give the Administration a clearer understanding 
of the situation in milk markets generally, and brought to 
light important details of the preexisting local arrange­
ments that had an important bearing upon the successful 
operation of various features of marketing agreements. In 
general, the facts brought out gave considerable support to 
some of the contentions of the minority elements in the 
markets, and indicated the need for revising in significant 
ways the set-ups outlined in the agreements and licenses. 

The position taken by the principal producer associa­
tions and the larger dealers at the start of each hearing was 
that ·the agreement was about right as written and should 
be given a chance to show its merits under proper enforce­
ment. Their position was that the difficulties largely lay in 
the failure of the Administration to enforce the licenses 
prompdy and vigorously. Before the end of the hearings, 
however, the producer associations· were generally more 
ready to accept changes, and came. forward with amend­
ments of their own. 

It was a month after the Chicago agreement was signed 
before a Licensing and Enforcement Section was set up in 
the Processing and Marketing Division of the Agricultural 
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Adjustment Administration. District offices were estab­
lished in San Francisco, Chicago, and Kansas City, with a 
member of the legal staff from the office of the General 
Counsel in charge of legal problems. Evidence against 
alleged violators of license terms was collected by the field 
staff of the Licensing Section, but prosecution of the cases 
was in charge of the General Counsel. 

The methods of enforcement provided by the Adjust­
ment Act proved to be cumbersome arid time consuming. 
The only remedy specifically provided for enforcement of 
licenses was the revocation of the license of a violator, after 
notice and a hearing of evidence necessarily taking the 
form of a lawsuit. Regulations relating to the revocation 
and suspension of licenses had been set up by the Secretary 
of Agriculture in "General Regulations of the Agricultural 
Adjustment Administration, Series 3," approved by Presi­
dent Roosevelt on August 26, 1933. The first procedure 
under these regulations was against Meadowmoor Dairies, 
Inc., of Chicago, which the Secretary ordered on August 
29 to file an answer within ten days to allegations of viola­
tion, and to show cause why its license should not be sus­
pended or revoked. Under the regulations, if the accused 
did not file an answer within ten days, or if the answer was 
not deemed sufficient, a formal hearing was to be held not 
earlier than five days after the date set for the answer. In 
this instance the reply was not deemed satisfactory and a 
formal hearing was scheduled for October 5; but the hear­
ing was cancelled when Meadowmoor Dairies sold out to 
a firm that signed the marketing agreement. 

By October 6, however, III other persons and firms in 
the Chicago area had been ordered to show cause why 
licenses should not be suspended or revoked. Reports of 
violations from various markets and citations to show cause 
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why licenses should not be suspended or revoked were the 
order of the day. The first licenses revoked were those of 
two dealers in the Philadelphia milkshed on November 13. 

Opposition to agreements and licenses came from pro­
ducers as well as distributors and from both the large and 
the small. Certain dairymen with large herds of milk 
cows, as well as large groups of dairymen theretofore 
wholly or very loosely organized, rose to protest the pro­
posals set up and to defend what appeared to them to be 
their constitutional rights. Time and again, of course, one 
heard the contention that if enforced, a particular license 
would deprive certain individuals or corporations of prop­
erty "without due process of law." This and similar argu­
ments were advanced frequently by small dealers. Certain 
large chain-store systems continued to wage a strenuous 
campaign against the licenses, not only on constitutional 
grounds, but also in terms of a plea of fairness to con­
sumers, who they held were entitled to the savings of a 
system of cash-and<arry distribution of fluid milk. 

That the contracting parties often did not represent 
enough of the interests in the market was a most serious 
defect. In fact, in some markets there was some question 
as to whether the dissenting producer groups did not 
actually constitute a majority. Likewise on the distribution 
side, there were often more distributors objecting to an 
agreement than there were favoring it. The contraeting 
distributors in practically every agreement controlled more 
than half of the fluid milk distribution in the primary 
market; but a dissatisfied group of small dealers could raise 
as loud objections as the larger ones. 

The most serious difficulties relating to enforcement 
developed in connection with licenses rather than agree­
ments. Those distributors who voluntarily became parties 
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to the agreement were in general the ones who had previ­
ously purchased from the producers' bargaining association 
and had been accustomed to agreements covering the terms 
of their purchases. Furthermore, these distributors were 
for the most part the ones who had participated with the 
producers' associations in drafting the original proposals 
for agreements. The licenses were designed to impose these 
or similar provisions upon dealers who were not in accord 
with the agreements and who would not voluntarily be­
come parties to them. Thus the licenses were used primarily 
to regulate the operations of a group of distributors who 
were opposed to such regulation. Enough producers in 
most markets did not support the agreements and licenses 
to make it relatively easy for violating dealers to secure 
what milk they needed. 

Since issuance of a license involved legal compulsion 
upon those who had not signed the agreement, it became 
necessary in court to justify the license provisions (:1) as 
authorize"d by the Agricultural· Adjustment Act, and (2) as 
reasonably necessary to effectuate the declared policy of that 
statute. The AAA had to show that the retail price provi­
sions had a reasonable causal relation to the maintenance 
of prices to be paid by distributors to producers, at the level 
fixed by the licenses. The first case testing the .powers of 
the AAA was tried in the Supreme Court of the District 
of Columbia. Two independent milk dealers in Chicago 
asked for an injunction restraining the Secretary of Agri­
culture from using his licensing and price-fixing authority, 
on the ground that the Chicago agreement was unfair and 
that the price-fixing provision deprived them of property 

.without due process of law, and was tlierefore unconstitu­
tional. The Secretary's action was defended by the Depart­
ment of Justice, the legal staff of the AAA assisting. Justice 
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Daniel W. O'Donoghue's denial of the plea on August 
29, 1933 was couched in sweeping terms: 

••• the coult finds that a national emergency exists, and that 
the welfare of the people and the very existence of the government 
itself are in peril. . 

The day is passed when absolute vested rights in contract or 
propeny are to be regarded as sacrosanct or above law. Neither 
the necessities of life nor commodities affected with a public interest 
can any longer be left to ruthless competition or selfish greed for 
their production or distribution. 

The coUlt finds that the Agricultural Adjustment Act passed by 
Congress May 12, 1933, is constitutional and that the regulations 
and licenses promulgated thereunder are reasonable and valid. 

Aecordingly the coUlt discharges the rules to show cause, and 
refuses to grant the temporary injunctions in these two cases, and 
grants the motions to dismiss the two bills of comp~int. 

However, it was not until March 1934 that the Supreme 
Court of the Unitt<! States, in the Nebbia case, by upholding 
the price-fixing provisions of the New York Milk Control 
Law, came to the support of the program. Perhaps until 
this decision the Legal Division of the AAA felt too uncer­
tain of the constitutional status of milk agreements -and 
licenses to launch a vigorous legal attack upon the problem 
of enforcement. At any rate, in the opinion of the con­
tracting co-operative and dealer agencies in the markets, 
this phase of enforcement made extremely slow progress. 
They eriticized the AAA for agreeing with the dealers to 
drop this case and for not carrying it prompdy to the 
Supreme Court so that the validity of the agreement and 
licensing provisions of the act might have been deter" 
mined in the winter of 1934. Many came to believe that 
the prevailing opinion in the Legal Section was against 
the constitutionality of the price-fixing and several other 
features of these early agreements. Events since strongly 
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suggest that neither the General Counsel nor the Depart­
ment of Justice wished to go to court in defense of certain 
features of the agreements and licenses as then written. 

TllE DEVELOPMENT 01' NEW ISSUES 

The issues which came in for most discussion in the hear­
ings and elsewhere in the fall months, following experience 
with the early agreements, were as follows: 

1. Resale price fixing. Two things probably brought 
out this issue: the enforcement difficulties, and the opposi­
tion of some of the distributors, especially of the chain 
stores, to price fixing. The violations of licenses nearly all 
had to do with resal&priccs-all of the III on the Chicago 
market up to October 6. The chain stores were, in general, 
opposed to the policy of restraining competitors from 
underselling one another,deeming freedom to undersell the 
basis of our competitive economic system; and in particular 
were opposed to having their selling prices fixed at the 
same level or even a cent under that of wagon delivered 
milk. This group was able to make a very strong presenta­
tion of its case. 

This no doubt helped the Administration to decide in 
September to propose abandoning resale price fixing as a 
general policy. The specific statement was to the dlect that 
the Legal Section did not consider that suffieient evidence 
had been presented in the bearings to enable it to enforce 
resale prices, to determine the reasonableness of spreads al­
lowed distributors, or to settle the issue over casb-anlkarry 
differentials. Hence it was proposed that the Administra­
tion go forward with its program of raising prices to pro­
ducers and of base ratings and equalization of sales in fluid 
milksheds; but that, pending receipt of the necessary in­
formation concerning margins of distnbutors and stores, it 
fix no resale prices except possibly maximum prices. 
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The National Co-Operative Milk. Producers' Federation 
opposed this suggation vigorously, demanding that the 
Administration at once requisition the evidence needed to 
support the resale prices in existing agreements OI to deter­
mine needed amendments; and that it likewise requiIe all 
agencies involved in pending agreements to supply the in­
formation needed within a reasonable time so that it could 
promptly approve these agreements, proclaim resale prices, 
and proceed to enforce them by means of licenses. The 
Federation believed that only through the fixing of resale 
prices could the dealers be assured of sufficient margins 
to insure thciI being able to pay thciI producers, and like­
wise only by such means could margins of distributors 
eventually be reduced. 

The Administration decided to go abead along the lines 
of its proposal in spite of the opposition. But milk dis­
tributors refused to sign agreements that would bind them 
to paying fixed producer prices and would not protect them 
from price cutting by non-<nntracting competitors. The 
AAA then o1Jered to provide a minimum resale price as 
well as a maximum, this to protect distributors from the 
"unfair" types of competition, but still permit the more 
eflicient distributors or distributing systems to undersell. 
This may have partly solved problems of margins and dif­
ferentials; but it still left resale prices to be enfOIced. 
Four agreements were approved on this basis between 
October 9 and November :r-Knoxville, Des Moines, New 
Orleans, and Boston. The difference between maximum 
and minimum was only one cent; and neaIly all milk was 
presently selling at the minimum. 

Of the remaining five agreements approved before De­
cember 20, three contained a definite one<ent cash-and­
carry differential. 

2.. CotJSllnu:rl pri«s. As will be apparent, prices to con-
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sumers became an issue of major importance. The market­
ing agreements were charged by persons outside the in­
dustry and by some within the AAA with sustaining the 
milk dealers in the profits they had made even on watered 
stock during 1930-,32 while dairy farmers were suffering 
heavy losses and 10 million consumers were unemployed. 

To meet these charges, the Administration set about col­
lecting data on distributors' costs and profits in important 
markets, sending a. squad of accountants into each. By the 
end of the year, data were available for several market&­
Philadelphia, Boston, Chicago, and St. Louis; but differ­
ences of opinion arose as to their proper analysis and 
interpretation. 

3. Prices to producers. The production indexes for butter 
and for other factory Jlroduction show the following 
changes in 1933 compared with the corresponding months 
in 19,32: 

Month Butt~ 
January ............. ,.................. + 2.3 
February .............................. - 4.5 
March ................................ - 2.8 
April ................................. - 4-5 
May .................................. + 0.3 
June .................................. + 5.2 
July .................................. + 8,7 
August .............................. +n.5 
September ............................. - 9.0 
October ............................... + 6-5 
November ............................. + 2-4 
Deeember ............................. - 7.5 

January to Deeember .................... + 2.5 

All Factory 
Products 

-305 
-0·5 
- 2.1 

+ 1·7 
+ 5.8 
+ 9-6 
+n·5 
+ 8.8 
+ 4.8 
- 2.6 
- 9.2 

+ 2·9 

This was in spite of pasture conditions 14 points under 
the ten-year average. By September, storage stocks of but-
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ter a fourth larger than normal had accumulated. Milk 
receipts increased in many milksheds and consumption de­
clined further. This led to charges that prices had been set 
too high in the agreements, and that the additional surplus 
made into butter was breaking the market. 

The chart of monthly changes in prices to producers 
(page 123) shows how butter prices rose rapidly in the. 
false boom of mid-19Th and fell precipitously with its 
collapse, and more partieularly as a result of the unusually 
heavy mid-summer milk production. Relief purchases of 
butter' handled more or less as a price-pegging stabilization 
operation promptly restored prices to 24 cents; but they 
fell below 20 cents when the relief purchases slackened and 
finally ceased for a time in December. 

It was in this sort of price situation that the price-fixing 
arrangements of the agreements and licenses had to be 
executed. The prices first granted for Class I milk in the 
15 marketing agreements averaged 39 cents per hundred­
weight above the prices immediately previous. In Novem­
ber the Chicago price was raised from $1.75 to $2.25> and 
requests for increases arose in other markets. The prices 
granted were above a level competitive with butterfat, 
cheese, and condensed milk prices in several markets, espe­
cially after butter prices fell to 18 cents in August. One 
side of the argument was for reduction of these prices on 
the ground that they made enforcement diilicult if not 
impossible. The producer associations asked for prices 
nearer to parity, and insisted that vigorous enforcement was 
all that was needed to make them stick. 

4- Production r:ontrol. In the foregoing situation, it was 
natural that the base-rating plan included in most of the 
agreements would be charged with stimulating rather 

• See P. 35+ 
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than restraining production. The most vigorous opposi­
tion, however, was from two groups within the milksheds: 
from non-members of C<HIperatives who had had no ex­
perience with it, many of whom had been selling their 
milk on a Bat-price basis relatively higher than they were 
then receiving; and from members of co-operatives dis­
satisfied with their base ratings. The two groups in com­
bination made formidable opposition in some markets. 
Many of the first group were :dmosl; belligerent The 
plan met varying responses from co-operative members 
then having their first experience with it 

Opposition of an altogether different soit arose to the 
attempts in most of the agreements at limited control of 
milk receipts through defining of milksheds, or denying 
new producers the right to ship milk except under a "cer­
tificate of necessity," or in other ways. This looked like 
paraphernalia for securing monopoly prices, to which the 
Consumers' Counsel and others objected on grounds of 
public policy. 

5. Equalization of sales. Accompanying the class-price 
and base-rating systems in Chicago and most of the early 
agreements was a scheme for distributing the returns to 
producers so that all of those with the same base ratings 
received the Class I price for the same percentage of their 
base ratings regardless of the dealer to whom they sold 
their milk. This was accomplished by having those selling 
more than the average proportion of their producers' base 
ratings as fluid milk contribute in proportion thereto to an 
equalization fund, from which dealers on the other side 
of the average were reimbursed for their losses from pay­
ing their producers the Class I price for more than their 
fluid sales. Under this system, a good many dealers, 
producer-distributors, and the like, who had pretty well 
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adjusted their purchases .and production seasonably to 
their sales or had made satisfactory private arrangements 
{or the handling of small excesses or deficits, found them­
selves, if obeying the license, required to make sizable 
monthly or semi-monthly payments into an equalization 
pool from which they appeared to get nothing in return; 
and of course many of them became violators, or if not 
protested loudly at public hearings or elsewhere. Smaller 
co-operatives in several markets similarly objected. They 
sometimes protested even though actually receiving higher 
net returns. The group of objectors on legitimate grounds 
such as described was in· most markets augmented by 
dealers and producers who had not adjusted their receipts 
and production seasonably or were not in some other way 
carrying their share of the burden of the summer surplus. 
The usual discussion of the problem did not distinguish 
between the legitimate and other objectors." 

6. The check-otJ. Many non-members of cO-operatives 
objected both to the check-off itself and to the idea of hav­
ing its amount determined by the co-operative. Inde­
pendent dealers objected to making the check-off. 

7. Representation. Minority interests in the markets de­
manded representation of some sort on the local boards or 
agencies of various types that were set up, and in the revi­
sions of the agreements and licenses that were sought. At 
the public hearings, frequent requests were made for rep­
resentation of the consumers, or the public, on local boards. 

One of the forms which the diverging opinions took was 
with respect to the provisions in a proposed "national mar­
keting agreement for milk" relative to representation of 
various interests upon "milk industry boards." The agree­
ment as drafted provided for each milk market a local 

a See further discussion in Chap. VIR. 
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"milk industry board" consisting of two members elected 
by the contracting producers, two by the contracting dis­
tributors, and a fifth, "to represent the consumers," to be 
elected by the other four. The Secretary was to have power 
to approve these elections. These local boards were to 
elect "district milk industry committees" consisting of one 
representative of the contracting producers, and one of the 
contracting distributors from each local board; these in 
turn to elect a "regional milk industry board" consisting 
of two representatives of each district to be chosen in the 
same manner; and these in turn to elect a "national milk 
industry board" consisting of two representatives of each 
region to be chosen in the same manner. The Secretary 
of Agriculture would have no power with respect to the 
membership of the district, regional, and national boards. 
The contracting producers and distributors must represent 
'/0 per cent of the milk, and 60 per cent of the producers 
and distributors by number, in each milkshed and sales 
area. Prices were to be specified in the agreement, but 
could be changed at any time, subject to approval by the 
Secretary of Agriculture, by agreement between 60 per 
cent of the producers and 60 per cent of the distributors. 
The local board as such was to have no power with respect 
to prices except to arbitrate in case of dispute between the 
contracting producers arid contracting distributors. 

The Production Division, Consumers' Counsel, and 
others maintained that the interests of the public were 
inadequately represented in this plan; and the rights of 
the 40 per cent minority improperly protected; that this was 
a scheme for fastening upon the country a gigantic control 
of the fluid milk industry by the milk producer associa­
tions and their allied distributors. They asked to have 
adequate representation 6f public and minority interests 
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provided in the whole series of boards, and accompanying 
voting power in essential matters such as price. 

The divergence of opinion within the AAA, especially 
with respect to resale price fixing, producer price policy, ' 
and production control, became greater as time went on-­
the Dairy Section and the Processing and Marketing Divi­
sion of the general staff of the AAA generally taking one 
set of positiolls, and the Legal Division, the Consumers' 
Counsel, and the Production Division of the general staff 
of the AAA generally taking another set of positions. The 
issues thus becam~ involved with the larger questions of 
major policy as to whether production or marketing adjust­
ments were to be the major reliance of the AAA and 
whether 'prices could be raised and sustained without pro­
duction contro~ although they were by no means identical 
with them, as later developments have made abun­
dandy clear. Nevertheless there was sufficient connection 
so that Mr. Peek's withdrawal from the AAA, the sub­
mergence of the processing and marketing units, and the 
ascendancy of production control, meant only the domina­
tion of the points of view with respect to milk problems 
represented by the Production Division, the Legal Section, 
and the Consumers' Counsel. Dr. King had submitted his 
resignation as chief of the Dairy Section on several earlier 
occasions, and Mr. Peek's withdrawal was made the oc­
casion for a definite and final severing of his connection 
with the AAA. 

The foregoing account of policies and developments 
, relative to fluid milk agreements during 1933 omits many 
details of significance. Some of these are discussed in the 
excerpts from Dr. King's statements on policy presented 
in Appendix D. 



CHAPTER V 

MILK MARKETS UNDER LICENSES 

With the appointment of Mr. Chester C. Davis to succeed 
Mr. Peek as administrator on December 15, 1933, the func­
tions of the Processing and Marketing Division were 
merged with those of the Production Division into a Com­
modities Division under Mr. Victor Christgau, formerly 
assistant to Mr. Davis. The Licensing and Enforcement 
Section was reorganized and placed in the Commodities 
Division. Effective January 20, all regional and district 
branch offices were discontinued. Accounting and audit­
ing personnel were transferred from the Licensing and 
Enforcement Section to the Office of the Comptroller in the 
interest of efficiency. The new set-up called for assignment 
by the Comptroller and .. General Counsel of the ac­
countants and attorneys needed to assist the Licensing 
and Enforcement Section rather "than separate accounting 
and legal branches within the section. 

On December 16, Mr. J. H. Mason of the Des Moines 
Co-Operative Dairy Marketing Association was appointed 
acting chief of the Dairy Section.' The Chicago agreement 
was cancelled on December 20 to take effect December 
31, .at the request of the producers' association. During 
the first week of January 1934. policy forming conferences 
on fluid milk agreements were held, with several specialists 
from agricultural colleges participating, and on January 8 
a new policy on fluid milk agreements was announced. 

1 Mr:Mason's services were available only temporarily because he had already 
accc:pted the presidency of the Omaha Bank for Co-Operatives. 

n6 
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TlIB JANUARY POLICY 

Incident to the announcement of the new policy on 
January 8, 1934, the following telegram was sent to the 
producers' associations who were parties to existing agree­
ments: 

The Agricultura1 Adjustment Administration advises you that 
changes in policy respecting milkshed marketing agreements an­
nounced today will not disturb your present situation until informal 
conferences with your representatives and other parties to the con­
tract or local public hearings are hdd relating to proposed changes 
desired to make your agreement conform to the newly adopted plan. 
Meanwhile the Administration will exert every effort to sustain the 
present agreement prices to producers oil your market. Concentra~ 
tion of future efforts will be upon establishment and maintenance 
of proper prices to producers as each market warrants without at­
tempting hereafter to establish or enforce complete schedules of 
distributors' prices to consumers. In doing this, proper balance will 
be kept in mind between 8uid milk prices and the prices of butter, 
cb .... and other competing dairy products so that the final price 
to producers will be easier to maintain on an equitable and lasting 
basis. However, steps will be taken to protect the market against 
unfair competitive practices and in some cases definite minimum 
price levds will be established below which resale by distributing 
agencies will not be permitted in order that the whole market 
structure will not be endangered. Greater local responsibility and 
wider local representation than heretofore will be sought in drafting 
future agreements and in proposals to modify existing ones. Now 
that you are advised of the proposed new policy and our desire to 
modify your agreement by degrees to conform to that change we 
wdcome suggestions from you and other parties to your agreement 
as to your desires respecting informal conferences or hearings in 
light of conditions now obtaining on yoUr market. 

On J3nuary 17 contracting parties to all existing fluid 
milk agreements were notified that all existing agreements 
would be terminated on February I, 1934. The licenses, 
however, were to remain in effect until further notice or 
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until replaced by new licenses that would conform to the 
new policy of establishing producers' prices ouly. 

The essential features of the new fluid milk policy as then 
conceived were outlined in the telegram quoted above; but 
nced to be ampli6ed somewhat. They were as follows: 

I. Prices of milk for fluid use were to be kept in line 
with prices of 1lUtter and other competing dairy products. 
Parity prices for milk would be sought ouly in connection 
with a general production control program for all dairy 
products, which was to be developed as prompdy as p0s­

sible. Control of production was deemed the only effective 
means of securing parity prices. . 

Two methods were advanced and tested out in deter­
mining the level of fluid milk prices consistent with such 
a policy. The one which was called the historical method 
determined the average differential between butter prices 
and Class I milk prices during the pre-depression period 
1925-29, added this amount to current butter prices to arrive 
at the current Class I price, and then attempted to adjust 
the result for changes in transportation costs and in quality 
requirements between the base period and the present. 

The other method, known as the competitive approach, 
undertook to analyzc the price-making factors in a given 
market. To the competitive price determined at the border 
of the milksbed was added a charge for transportation to 

the city, as well as a premium for quality, sanitation re· 
quirements, and special care in handling the milk. This 
premium varied from city to city and from one section of 
the country to another. In general it was estimated to be 
approximately one eent per quart of milk. 

Still another allowance was added in some markets for 
convenience of location. In making this addition the rep­
resentatives of the Administration were allowing for what 
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they called the "convenience factor." This was described 
as the preferred position of nearby or other groups of pro- -
ducers, because of which these P!oducers constituted an 
ever present threat to disrupt the control of the market. Its 

importance was deemed negligible in surplus-producing 
areas and in small cities, although in some Eastern and 
Southern markets it was considered to be relatively 
important. 

The two methods should give approximately the same 
results, and in application they did, except for crudities in 
the data and their use, and except for the circumstance that 
in some markets the price of Class I milk had been some­
what higher in the pre-depression years than could be ex­
plained by a competitive analysis. This condition was 
manifested by increasing proportions of Class 11 and Class 
III milk, or in various other ways. It also appeared that the 
differentials required to shift dairymen from Class 11 or III . 
to Class I production might not be as high in 1934 as in 
the pre-depression years, unless sanitation requirements for 
Class I milk had been raised. 

2. Control of production of fluid milk was not to be 
attempted independently of that of other dairy products 
except in so far as the base-rating plan might adjust pro­
duction seasonally. New producers were to be allowed to­
ship milk, at least after a probation period; and rnilksheds 
were not to be restricted. It was believed that delimiting 
would have no meaning if prices of fluid milk were kept 
in line with those of competing products, since no outsider 
would have any inducement to become a shipper. _ 

3. No resale prices were to be set; except possibly -mini­
mums in some markets to protect distributors against un­
fair competitive practices. 
+ The licenses were to be rigorously enforced. The Ad-
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ministration believed this would be possible with prices and 
receipts upon the basis above outlined. 

5. New marketing agreements were to be put into dlect 
just as soon as they could be developed along the foregoing 
lines; in the meantime, the licenses were to be hurriedly 
revised to hold the markets in line temporarily. 

6. There was to be wider local representation as well as 
greater local responsibility in the drafting of marketing 
agreements and conduct of affairs, under them. This deci. 
sion grew out of the vigorous attacks made on the first 
agreements by the minority interests in the markets, and 
the belief that only with the co:operation of all local in­
terests could agreements and licenses be dlective. The local 
representation was to include the "public" as well as the 
minority interests. 

7. Negotiation of agreements_and the like was to be 
primarily with producer interests, rather than with the 
producers and distributors working in collaboration. What 
this would mean when the time came for drafting mar­
keting agreements in which the distributors might or 
might not be parties was not made clear at the time. 

SUBSEQUENT CHANGES IN POLICY 

Such were the lines of the new policy as conceived at 
the outset. In practice, they presently began taking direc­
tions differing in some cases by many points of the compass 
from the foregoing. By the autumn of 1934, some of these 
lines were entirely lost. 

First, as to the matter of local representation: In the 
haste to get new licenses to take the place of the old ones, 
there was less rather than more consultation with divergent 
local interests. The early licenses were in fact much more 
nearly imposed upon some of these markets than were 
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their original marketing agreements. Later licenses were 
much more carefully considered, hearings being held in 
the local markets. " 

Second, the new marketing agreements contemplated 
have not yet been developed, although the subject is still 
discussed. Most of the original 15 markets were still 
operating under licenses on December 31 and many addi­
tional licenses had been approved. The licenses issued in 
1934 were distributed by months as follows: 

February ".""""""" ........ 5 August """""""" ... """"" ... 3 
Mareb " ....... """"""""""." 7 September """"""""".""" ... :l 

April ." .. "."" .... """."""." 6 October .. "." ... """" .. ".". I 

May " ...... " " " .......... "" 3 November ................ 3 
June ...... "."."."" ....... 4 December ... "" ...... , ...... :l 

July .. """ ......... """.".". I:l 

The delay in getting the markets on an agreement basis 
was necessary, if for no other reason, because important 
distributors in most markets continued to demand resale 
price fixing before accepting an agreement. 

Third, the desired increase in local responsibility was not 
realized; indeed the net effect was quite the contrary. The 
Legal Section took the position that federal licenses must 
actually be federally administered; accordingly a federal 
milk administrator was sent into each market as well as a 
representative of the Licensing and Enforcement Division. 
The thought at the outset probably was that such a set-up 
would be retained, except with much more local direction 
of it, under a marketing agreement once a market was 
restored to order. But as enforcement hopes failed to 
materialize, the whole arrangement took on more frankly 
a federally administered character in most markets. 

The licenses generally included provision for setting up 
a local industry board to settle the matters of concern not 
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reserved in the license and to recommend action to the 
Secretary relative to the rest. But thus far only Detroit has 
set up such a board., 

The foregoing developments left the distributors for a 
while essentially with representation only indirectly 
through the producer associations through which they 
obtained their milk; but presently they were participating 
in conferences as before. They also continued to meet with 
the producers' representatives pretty much as before for 
the purpose of discussing prices and other terms of the 
buying and sdling arrangements. The price and other 
amendments to the licenses to be sent to Washington for 
approval were frequently talked over in such conferences; 
likewise related resale prices not to be forwarded to Wash­
ington. 

In markets where distributors and producer groups con­
trolling a large part of the milk supply worked together 
on the foregoing basis, the licenses worked passingly wel~ 
although the outsiders who violated a license and were 
not brought into line, as' commonly they were not, always 
provoked resentment against the AAA. In markets where 
a sizable number of small dealers or producers refused to 
co-operate, those suffering most from their cut-price com­
petition were likely to become violators also, and presently 
the license became largely or wholly indlective. 

The major failure in carrying out the new policy related 
to general production control for all dairy products. A 
later chapter will describe how a plan was developed, of­
fered for consideration, and dropped because of consider­
able opposition to it as well as doubt in the Administration 
itself. This left the new price and production control 
policies for fluid milk suspended in mid-air. With no 
parity prices for butter and cheese, there could be no parity , 
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price for fluid milk if all prices were to be kept in line 
with each other. 

As a matter of fact, of course, the prices written into the 
new licenses were not put upon a competitive basis even 
before the production control plan was dropped. Too 
much opposition to the policy arose from producer in­
terests, and the price finally agreed upon was usually 
definitely above the competitive level, as is apparent from 
the curve of the monthly average of price changes shown 
in the accompanying chart. 

CoMPAlUSON OP PRIes CHANGES INTRODUCED INTO TIm LICE.NSBS 

WITH THOSS PUVAILlNG POR BllTTER, Mn.K, AND 

Au. F ...... PRODUCTS' 

(191 ... 14 average = 100) 
1J!,IEIt NUMBERS 

A 

-Indexes constructed from data in aurent issues of eropz tmtl Mar/c.ell. 
Da .. on _ and price chang.s compiled &om current p ..... rei ..... of 
the AAA. -

This chart is to be understood as follows: In August 
1933 three licenses were approved with prices for Class I. 
milk to farmers averaging 33 cents above the prices for 
Class I milk generally prevailing in these three markets 
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immediately before. In each succeeding month the prices 
in new licenses are similarly compared with prices in the 
same markets imn;lediately preceding in so far as data could 
be obtained. The price changes presently introduced in 
amendments are combined with the foregoing. The num­
bers of changes include both. Unfortunately, satisfactory 
data could not be obtained for some of the markets. Ob­
viously not enough changes occurred in most months to 
provide the basis for a good representative figure. This is 
particularly· true of such a figure as that for December 
1933. These averages, however, reveal the changes in fluid 
milk price policy of the Administration, beginning with 
the definite increases included in the 1933 agreements and 
licenses, followed by the decrease toward a competitive 
level in February 1934. All but one of these February 
changes were from higher prices in the same licenses under 
the old agreements and licenses. Part of the increases from 
March onward, and especially from June onward, represent 
additions to prices in old licenses already above the com­
petitive level. The changes must therefore be interpreted 
as in part cumulative, that is, as further increases on top 
of earlier increases. The large increases in August and 
September during the drought are apparent, as well as the 
small increases late in 1934. The other price series in the 
chart show the steady increase in fluid milk prices, butter 
prices, and farm products generally, during the Silme 
period. 

With the failure to carry out the competitive price policy, 
the production policy was also left in mid-air, since it had 
been based upon the assumption of competitive producer 
prices and of no inducement to new shippers. The com­
petitive price policy had been adopted on the theory that 
monopoly Class I prices encouraged increased milk receipts 
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and price cutting; hence as one way of easing the enforce­
ment burden. Now the markets were back on the old 
monopoly basis again, but with only minor restrictions on 
new or additional milk. 

Reports of numbers of cows on January I, 1934 indicated 
an increase of 3.1 per cent over the year previous, to the 
highest figure on record. But production per cow was 
low, during the winter in part because of high-priced feed, 
and in the spring and summer because of the poorest 
pastures on record. Total output of manufactured products 
for the first six months was 8 per cent below that for the 
year previous. Consumption, on the other hand, was 4 per 
cent greater, probably mostly because of relief purchases. 
Production kept up surprisingly well during the summer, 
and fall rains restored pastures in many sections. Total 
factory production for the year was only 4.5 per cent under 
that of 1933, only butter showing a decrease. 

The first effect of these changes in the supply-<lemand 
situation was to ease the pressure of outside or new milk 
on markets in which the prices were out of line. The relief 
from this source was very uneven, however, since pastures 
were fair to good in the Atlantic states generally. The 
second result was a demand for higher milk prices with the 
price response already noted. The increases granted were 
usually accompanied by a provision removing the proba­
tion requirements for new producers. Production in most 
markets, however, failed to decline as predicted, and prices 
in several markets were lowered again in the autumn. 

The policy with respect to resale prices was adhered to 
for the most part. In the Providence area the AAA agreed 
to enforce producer prices, working in collaboration with a 
state control board that was enforcing resale prices on its 
own responsibility. Since in practice in such a collabora-
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tion, the two sets of prices will be arranged more or less 
joindy, and with due regard to each other, this arrange­
ment comes close to actual acceptance of resale price fixing. 
But it relieves the AAA from the burden of enforcement, 
which was a major reason for abandoning resale price 
fixing. It must also be evident that giving general admin­
istrative sanction, by virtue of maintaining in the market 
a license and a local administration, to producer-distributor 
arrangements under which they establish and maintain 
resale prices, approaches accepting the resale price principle. 

The trends in policy and types of problems arising may 
be seen in a tabulation of the amendments to licenses in the 
last six months of 1934: 
Prices changes: Number 

Upward ........................................ 29 
Downward ..................................... 8 

Producer-distributors' exemptions from the 
equalization pool: 

Eotirely ........................................ 3 
Stated number of pounds. .. . . . . .. .. . . . . . . . . .. . .. .. 11 

Established base .............................. ;.. 14 
Base for exemption raised.. . .. .. .. .. .. . .. .. . . . .. .. 1 

Minimum resale prices: 
Eliminated ..................................... 1 

Initiated or changed. .. . . . . .. .. .. .. .. .. . .. . .. . . .. . 1 

Changes in definitio .... of milk classes: 
Class I expanded.. . . . . . . .. . . .. .. . .. . . . . .. . .. .. .. . I 

Class 11 expanded ........... '.. .. .. .. .. .. .. .. .. ... 4 
Class III expanded ............ ' . . . . . .. .. .. . .. .. ... 1 

Class IV provided.. . .. .. .. .. .. .. .. .. .. . .. .. . .. ... 3 
Service and transportation charges adjusted... . . ... ... ... 5 
It~ fund provided ................................ 10 
New producers' restrictions: 

Itelaxed ........................................ 3 
Itemoved ....................................... 13 

Sal .. area adjusted.. . . .. .. .. . .. . . . . .. .. . .. . . . . .. . .. .. . 5 
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Base-rating plan: 
Initiated ........................................ 2 

Removed....................................... I 

Market administrators' deductions: 
InClCllstd ...........••...••...••..••..........••. 2 
Reduced............ ............ ................ I 

In the course of the year the task of developing a license 
for a milk marketbccame pretty well systematized, fol­
lowing certain general forms widi various possible options 
that had been prepared by the staff of the Dairy Section." 
The principal variants related to whether or not the mar­
ket operated upon a base-rating plan, as to whether or not 
country receiving stations were maintained, and as to 
whether or not a minimum resale price schedule was in­
cluded. Many of the licenses in the Mid-West were with­
out the base-rating features, but all had the provisions for 
equalization of returns as between distributors. The license 
for Detroit, Michigan (See Appendix E) has base ratings 
and equalization. Minor variations relate to "the number 
of classifications, whether the base ratings" include Class I 
and 11 milk or Class I only, definitions of these classes, the 
price basis for Classes 11, Ill, and IV milk, adjustment for 
butterfat differentials, and the amount of the check-off. 

1UJ0R INCIDENTS 01' 1934 

A few of the important incidents associated with the 
foregoing policy changes were the following: 

I. The Chicago milk strike, called by the Pure Milk As,. 
sociation on January 6, when the dealers made an offer of 
only $1-40 per hundredweight following cancellation of 
the agreement. A truce was declared after five days and 
an arbitration committee created to settle the differences. 
Secretary Wallace refused to support by license the price 
settled upon by the committee of $1.85 for Class I and 
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$1·075 for Class 11, stating that $1.70 was the maximum 
under the new competitive price policy of the AAA. The 
compromise written into the new license of February 5 
specified $1.75 for Class I plus $1.25 for Class 11, approxi­
mately equal to the arbitration committee's price on a 
blended basis. 

2. A series of conferences early in the year with repre­
sentatives of several Northeastern state control boards 
relative to joint participation in enforcement of prices and 
other terms of licenses and state control board regulations. 
No basis of action was reached. 

3. Secretary Wallace' s attack on the distributors and 
producer associations at Madison, January 31, which in­
cluded such paragraphs as the following: 

Specifically, we did not want to set up a complete schedule of 
prices in any milkshed, involving retail prices as weU a' farm prices, 
until we knew whether existing prices charged by the distributors 
were reasonable. We could discover that only by access to the books. 
Yet we were urged by some of the most inBuential co-op leaders to 
set up the complete price schedule first, slap on a license, and ex­
amine the books late. and at leiSlll'e; They seemed quite willing 
to risk the possibility of prices too high to the consumer, of excessive 
profits to the distributor, and in short, of an agreement that might 
prove to be unsound economically and therefore unenforceable. 
They were not only willing to risk it; they were insistent that we do 
so. Our suggestion last September that we ,tan out with only the 
producers' price fixed, and issue licenses on that basis, feU on 
deaf ears .... 

• . . It became a strange spectacle, this sight of farm folks lining 
up with the distributors in behalf of fixed retail prices, and arguing 
that higher farm prices were not possible without higher prices all 
along the line. We suspected that the distributors were making 
fairly handsome profits as it was; we were not inclined to raise the 
ante for them, or to protect them against competition beneficial to 

consumers an.d not hunful to farmers, which might lower those 
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profits. Of even mon: importanoe, we feared going into an agree­
ment which was not economically sound, which would invite com­
petition from milk producers on the edges of the zone, aod from 
independent distributors catering to consumer n:quests for cheaper 
milk; ao agreement which would not have public support aod 
therefore which could not be enforced. Nevertheless, as you know, 
we did enter a few such agreements, only to have our fears all too 
promptly fulIilled. . . . 

Perhaps I should be a little more specific about it. Under the 
terms of the milk marketing agreements, we did look into the books 
of the distributors after the agreements wen: aln:ady in operation .... 

Auditors for the Agricultural Adjustment Administration have 
completed their examination of milk distributors' books in some 
of the large milksheds. They have determined what they call the 
yield on net plant investment, and the percentage of that yield which 
may properly be classified as net profits. To get at this determination 
our auditors eliminated such things as high bonuses to high officials, 
aod excessive charges for obsoleseeoce and depreciation. They also 
chose, in getting at a defensible figun:, to compute at reduced figun:s 
the salaries of some of the higher executives, for this purpose fixing 
a maximum of 120,000. 

I have the composite figures on distributors' profits in St. Louis, 
Chicago, Boston, aod Philadelphia, for the five years ending Decem­
ber 3', 1933. These figun:s are for distributors handling from tw()o 

thirds to 9D per cent of the milk in these cities. As the government 
auditors-not the distributors, of course-figure, the distributors in 
these four cities took profits during the five years as follows: St. 
Louis distributors averaged 14.6 per cent net profit; Boston, 22.5 per 
cent; Chicago, 25.8 per cent; Philadelphia, 30.8 per cent. In 1933 
our auditors' estimates indicate that St. Louis distributors averaged 
7.3 per cent net profit; Chicago, 10.9 per cent; Boston, 16.3 per cent; 
and Philadelphia, 21.7 per cent. 

Those figures speak for themselves. Th~y explain one ","son for 
our new policy on milk marketing agreements. I believe they 
support our determination to make future' agreements between 
producers and the Agricultural Adjustment Administration, and 
to license the distributors to live up to our agreement. There is 
more of a chance, this way, it seems to us, that both the producer 
aod the consumer will n:ally get a new deal. 
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Milk distributors found difficulty in reconciling the above: 
mentioned auditors' reports with their own financial state­
ments, partly, of course, because the auditors' analyses were 
made from a public utility DC public price-fixing point of 
view, whereas their own were made from a private manage­
ment point of view; but also in part because of an extreme, 
and in some respects irrational, interpretation of the public 
utility point of view rcprcscnted by the auditors' rcsulu. 

The officials of the country's milk producer associations 
grcady resented, and stiIl grcady resent, the Secretary's 
charges of undue community of interests with the distribu­
tors, even though his speech at Philadelphia on April 2 

contained praise of their efforts.' 
4- The decision by the United States Supreme Court in 

the Nebbia case on March 50 19J4, affirmed, by a 5 to 4 vote, 
the constitutionality of the price-fixing features of the New 
York Milk Control Act. Justice Robcrts wrote the decision, 
and Justices Hughcs, Brandeis, Stone, and Cardozo c0n­

curred. 
5. Appointment of Mr. A. H Lautcrbach as chief of the 

Dairy Section on March 10. He had been closely connected 
with the dairy co-operative marketing movement, but with 
the manufactured product phase of it, and was then man­
ager of the National Cheese Producers' Federation. 

6. The meeting of the National Co-Operative Milk Pr0-
ducers' Federation in March, to which IlOIHIICDIbcr co-

.-••• I dIiak !hat ia die: =- lIadJ .. 001_. .... will pnofit 
from ohc CIpDiziag which has ...... __ iD ~ _UjIUtiIaa ......... .., die: 
CD CPUabit" IIIIaJ"kctiDg , ..... "I1IeIe CID 2 '"tei proICItIaI dtcir lumen 
ODd ..... dooe -....,.I • jab cl borpiDiag .. m.,. -w .... .,pa. cl _ 
atlbeirbocb. 

., bdieoo ..... ia rho fa ...... __ "" ....,. do ODd ____ die: 
dairy pnobIcm ....,. IOU. die: ck.dupueDl cl ........... io .......... cl 
_ODd ........ im ............ I_tike ..... ___ .. __ 

duwgbouo die: dairy ""'-1.-
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operatives were invited, which drew up resolutions 
demanding: 

. The immediate reinstatement of the old marketing agreements 
and supporting licmses in every market in which such agreements 
and licenses weno cancelled hy the Secmary of Agriculture; if a 
majority of the milk industry in the market so desire. We also 
demand the right to have marketing agreements and licenses of the 
old type placed in effect OD every other market where a majoritY 
of the industry request such a marketing agreement and licmsc. 

[Removal] of those ••• in the Departm.ent of Agriculture and in 
the AAA who have so unequivoca1ly demonstrated their inexper­
ience,inability,inefficiency,and inaptitude in dealing with the funda­
mental problems facing our dairy farmers and who have atb:mpted, 
and an: attempting to impose upon the dairy co-operatives of this 
countty arbitrary controls and alien principles which, if long con­
tinued, will obstruct the co-operative marketing movement in the 
dairy field and hinder the n:covery of agricultun: • 

. • • It has heen our experience that the AAA rather than helping 
our co-operatives is weakening and destroying them by public and 
private attacks and innuendos cast upon the integrity ef our leaders, 
which is the age-old method used by distributors of farm products 
to destroy the faith of the farmer~ in their co-operatives, and by a 
disposition to give more consideration to chiseling non-a>-operating 
minorities than is given to our CCH>peratives. 

These resolutions were presented to a large group of 
senators and congressmen, mostly Democrats, including 
many from the South, at a special open meeting at the old 
House Office Building on March 23. 

7. The Feisingc:r bill (H. R. 8988), which would have 
required the Secretary to fix retail prices, to delegate impor­
tant powers to local industry control committees with per­
sonnel locally chosen in large measure, and to give such 
local industry committees control over new shippers 
through issuance of permits with right of appeal to the 
Secretary of Agriculture. 
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The Administration argued before the House Commit­
tee on May 3 that the resale price-fixing provisions, if the. 
bill were enacted, should be expanded to give the Secretary 
the necessary public utility powers to go with it: 

Without such safeguards, the proposed bill (H. R. 8988) proposes 
to apply public utility practice to the milk distribution business as 
to retail prices, but to omit all the corollary requirements which 
invariably accompany the use of governmental authority in this 
country to guarantee to public service enterprises the collection of 
definite charges upon consumers. 

Although possibly we may ultimately work toward such a system 
of regulation of milk distribution, it should be recognized that 
experimentation along this line has only begun. Large forces would 
be required for the accounting work alone. The extensive ma~ 
chinery to undertake such an operation in the milksheds of the 
country does not now exist in the Adjustment Administration, 
which has numerically small forces. Assuming that profits and 
service must be regulated if retail prices are regulated, Congress 
should be prepared for a much more expansive governmental under­
taking than any now contemplated by the Administration if the 
proposal of this bill is adopted •.. Our experience indicates that 
enforcement of resale priees in all milksheds would require a staJf 
of several hundred lawyers, and that the cases would swamp the 
dockets of the courts. 

The Administration also opposed the shipping permit 
proposal, on the ground. that: 

... Use of governmental powers to discriminate as between dif­
ferent groups of farmers has seemed to this Administration undemo­
cratic and unjustifiable. 

The erection of "tariff walls" around milksheds, creation of 
monopoly for farmers within, and exclusion by law of those out­
side, has the same unfortunate effects inside this country as erection 
of international trade barriers has upon world commerce. It leads 
to retaliatory action, which is injurious to the farmers and the public 
because it interrupts the economic llow of commerce. 
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The provision for local control committees was approved 
as in line with existing policy: 

In all the Iicmses that have been issued provision is made for the 
establishment of a local control committee. On account of the 
emergency eDsting in many of the milksheds, Ii= have been 
rushed through without taking time to establish local committees. 
In all Ii= issued in the last few months, the market adminis­
trator with the help of those in the industry in his area has managed 
the operation of the license without a committee. It is the intention 
of the Adjustment Administration to inunediatdy commcoa: setting 
up industry control committees with the a><>peration of those in­
terested in the area covered by the license. It is also the intention 
of the Adjustment Administration to give some thought to estab­
lishing rq:ional boards to help oontrol the fluid milk markets. In 
delegating power and authority to industry bnards or committees, it 
must at all times be understood that these boards are under the 
supervision of-the Secretary of Agriculture, as he must control their 
aetions, espeeially when such aetions interfere with other sales areas. 
At DO time should the industry committee or bnard be allowed to 
build harriers against eoonomic flow of dairy products into their 
sales area. 

Pressure for passage of this bill was relieved following 
conferences between its supporters and Mr. Lauterbach and 
other administrative officials, at which certain general 
understandings were reached, the most important being 
with respect to a plan of collaboration between the AAA 
and California under which the AAA would establish the 
producer prices and the state the resale prices. This col­
laboration was later ruled against by the Attorney General 
of California on the ground that the California act author­
ized state enforcement only of federal regulations. Later 
in the year, however, such collaboration was arranged with 
Rhode Island. 

8. The underpayment of its producers in August by a 
major distributor in the Boston market, accompanied by a 



134 THE DAIRY INDUSTRY AND THE AAA 

demand upon the AAA, strongly supported by New Eng­
land Milk Producers' Association officials, that resale prices 
be fixed in that market. The Secretary of Agriculture re­
fused to grant resale prices and ordered the Legal Section 
to take immediate steps to enforce the license. The Legal 
Section and Department of Justice believed the case a good 
one to test the constitutionality of the price-fixing power 
of the act. The New England Milk Producers' Association 
ordered all milk shipments to the distributor to cease after 
a few days. The distributor agreed to. cease its violations 
and make up the deficiencies in past payments to producers. 

9. A series of court decisions dUring the year pointiog 
increasingly toward denying the AAA power to fix pro­
ducer prices on intrastate milk; and possibly toward defin­
ing the term interstate more narrowly than had been hoped 
earlier. (The United States Supreme Court has not yet 
passed upon any of these cases.) Also a New York case 
restricting stale control of interstate shipment of milk. 

10. The resumption late in the year of conferences be­
tween the AAA and state milk control boards relative to 
joint action. At these conferellces, a general agreement 
was reached looking toward federal enforcement of prices 
paid for interstate milk, the AAA not being responsible for 
enforcing any resale prices. A joint federal-state advisory 
committee was proposed for purposes of consultation on 
matters of common interest. 

THE LEGAL STATUS 01' THE PROGRAM 

The most serious aspect of the license program at the end 
of 1934 was the failure of enforcement in large measure. 
Adverse court decisions were responsible for this in part 
and also the considerable caution with which the Legal 
Section and the Department of Justice proceeded. It seemed 
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wise administrative policy not to carry enforcement diorts 
beyond what stood a reasonable chance of being sustained 
in the courts. The Legal Section considered the act seri­
ously defective in its marketing agreement and licensing 
provisions, and had now £oncluded that much of the early 
procedure under these provisions was of dubious validity. 
Nevertheless, licenses had been revoked in seven markets, 
including some of those where court cases were pending. 
Additional enforcement cases were in 'progress in 14 addi­
tional markets, but would move to ultimate decision only 
as fast as court procedure would allow. 

It is difficult, however, to give the full picture merely by 
an analysis of cases which had been formally entered on the 
docket of either the administrative Enforcement or the 
Litigation Section. Few of the violations reached the stage 
'of actual legal attack. The market administrator, after 
exhausting his resources in securing enforcement, had re­
ported the violations to the regional field investigation 
office, and there most of them remained. Increasing sums 
were due to the market administrators or to the equaliza­
tion pools, amounting to over $150,000 in one instance. 
There was an increasing lag in the reports to the adminis­
trators, or much open refusal to report further. 

The following summary of the enforcement situation 
in selected markets in September is included to show con­
cretely the situation that had developed. This date is se­
lected for the inventory because it marks a turning point 
in the Administration's fluid milk policy, as will appear 
presently. However, the situation has changed very little 
since. 

Bono,,: Two cases pending (U. S. v. Duty"" and U. S. v. 
Cftal_). Efforts being made in two mo", cases (So.,m Oaks 
and Wesrwoot/ FtINtJS) to get a stipulation of facu both for the 
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purpose of administrative hearings and for court hearings, in order 
·to expedite trial. No additional cases being pushed pending the 
outcome of the above. (Since decided against the AAA in the 
lower federal court. See p. 150. 

Chicago: Three cases pending in circuit court (Edgewater 
Dairy v. Wallace, U. S. v. Shissler, and Columbus Milk Producers). 
No action as yet. Two other cases reported for compliance in 
September. but no action taken by the Legal Section. 

Indianapoiis: One case (U. S. v. Greenwood). This had received 
an adverse decision from the district court. Eight other cases pend­
ing in the Enforcement Section. The market·in a serious condi!ion. 
(License since cancelled.) 

Louisville. Kentucfty: One case (Melwood v. Sparks). This had 
received an adverse decision, but the license was being carried on 
th,ough co-operation between remaining distributors and pro­
ducers. No other cases pending because of the foregoing restrain­
ing order. 

Oklahoma City: One case (Douglas v. Wall"",). This had re­
sulted in a general restraining order completely tying the hands of 
the market administrator. Motion to dismiss denied at a hearing 
September 10-n. Disposition of the petition for permanent i.njune­
tion before Judge Vaught. No enforcement of license. (License 
since cancelled.) . 

Los Angeles: Two cases (Kurtz v"·B.,.die and Hill v. Darg.,.). 
These had received adverse decisions. in the former case the court 
required that the money alleged to be due the market administrator 
be placed in the hands of the court, pending final decision as to the 
disposition of the same. Eight dairies involved. All other violations 
on which some action had been taken by Washington linked to the 
old licenses and being held up pending the outcome of the above. 
(Earlier adverse decision on these cases has since been sustained.) 

Baltimore: The Royal Farms case, arising under the old license, 
still pending. A counter injunction against Wall"", in enforcement 
of the new licenses was threatened. Five other cases under the new 
license had been reported to the Legal Section. Immediar.: enforce­
ment needed to sustain the license. (Licenses since cancelled.) 

Des Maines: One case (U. S. v. HilJ=sl Drliry). Three other 
enforcement cases had been reported and one more not yet officially 
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repork<! owing to doubt as to the three. Two of these three viola· 
tions were of the minimum price schedule. The Litigation Section . 
recommended efforts to get a hearing on the minimum price sched· 
ule rather than proceeding with a "show cause" order .. Final de­
cision not yet made. 

Flint, Bay City, .nd Sagi ... "" Michigan: One case (Black v. 
LUtk). Approximatdy 60 distributors involved. An agreement 
had been made by Department of Justia: that further enforcement 
against the plaintiffs would cease pending decision of the cast. 

Hena:, enforcement virtually at a srandstill. 
Lincoln, NebrtlSka: Five enforcement cases in various stages of 

enforcement proceeding with the license nf one defendant revoked, 
three other revocations recommended, and one pending reCom· 
mendation of the presiding officer. Probable that only one case 
would be taken into court. None presented a strong interstate 
case. 

EvtmSfliHe, Indiana: Two cases (Re: American Dairy Co. and 
B_"y Heights Dairy). These would come up before the same 
judge who was to hear the Greenwood case (Indianapolis); hena: 
action suspended pending outcome of that case. 

Omahfl-C""ncil Bluffs: (Pine Crest Dairy). This case would be 
heard before the same judge as the Hi/lcrest case (Des Maines); 
hena: action suspended pending decision.' 

The Department of Justice began to take an active part in 
the presentation of these cases in July 1934 (with the Dwy~ 
case in Boston) ;' and at once set about developing a policy 
with respect to the number and types of cases it would pre­
sent. The policy then adopted was about as follows: 

With respect to the original agreements and licenses, 
• As a result of c:anc:dlation of licenses the cases in several of these markets 

an: now (June 1935) moot" and probably will be: dismissed unless their licenses 
an: .,..,...,dy ... tom!. The petition for rohcaring has Ix<n de!U<d in the Los 
Angeles case, but further action may still be taken. The Providence and New 
York decisions also affect the legal status of the licenses in several markets. 
See Chap. XI for detail.. . 

• It has worked with the Legol Division fiom the beginning, and ;. more 
... ponsible for the conduct of the legal phase of the milk program than is 
commonly realiD:d. 
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apparently little if anything could be expected through 
. court action, as was indicated by the refusal by the IXpart­
ment of Justice to proceed with the United Farmerl case 
in Boston on the ground that the computations determin­
!ng the amount due the pool had not been made according 
to the terms of the license; and with the Kress case in Balti­
more because of doubt whether a cause of action existed 
for the collection of moneys due under the old license as 
well as because a case was pending which raised the ques­
tion of the constitutionality of that license (Royal Farms 
case). This had led in at least two instances to an attempt 
to dissociate violations under the old license from those 

. under the new for the purpose of a test case, irrespective of 
a clause in the present license designed to link the two 
together. 

As to cases under existing licenses, the IXpartment of 
Justice apparently has restricted its activities as follows: 

I. Ooly n:presen12tive suits under any one lia:nse will be prose­
cuted. All others and subsequent violations must waiL 

2. The following must be dearly shown: (a) in_te com­
meroe in the market as a whole and/or (b) intastate bwincss 
mnducted by the individual violator. 

3. Favmable decision must be obtained in a lower court, or 
n:versa! « an adverse decision in lower mort by bigher court, 
befon: further suits will be 6led under any liceuse. 

4. Suits under difIen:nt lia:nses scheduled to be beard by a judge 
before whom another suit is pending, or who has given an adverse 
decision, will be held up for ~ stated above. 

These conditions meant that methods of enforcement 
through court procedure were virtually exhausted for the 
time being until judicial opinion had so reinforced the 
licenses that subsequent proceedings in the lower courts 
would carry greater force. While the markets with court 
cases pending comprised only about one-third of those 
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under federal license, the effects of the enforcement delay 
resulting extended in varying degrees to all markets under 
federal license. Distributors in Port Huron, Lansing, Kala­
mazoo, Battle Creek, Grand Rapids, Muskegon, Ann AI­
bor, and Pontiac were keenly aware of the conditions in 
each of the other markets. The success or failure of the 
Indianapolis license had its repercussion in Fort Wayne, 
Louisville, and Lexington. 

The effect of the foregoing enforcement situation upon 
the AAA officers was to drive them in the direction of de­
pending less upon legal force and more upon collaboration 
with producer associations and distributor agencies in the 
markets. This fell in with an increasing tendency in the 
AAA to workmore closely with the c().()peratives and with 
processors and handlers. 

DIVERGENT OPINIONS 

These tendencies, and the growing departures from the 
policy announced in January, did not develop without a 
great deal of discussion within the AAA. This discussion 
soon revealed the fact that even those who largely formu­
lated that policy were by no means in complete agree­
ment. One line of cleavage related to local control and 
responsibility. Whatever they may have had in mind 
when they approved the announcement in January relative 
to more representation of local interests in the local author­
ity set-up, in practice the Consumers' Counsel and a minor­
ity element in the overhead group in the AAA, supported 
in general by the Legal Section and by some elements in 
the overhead group in the Department of Agriculture, 
inclined increasingly, as spring and summer wore along, 
toward federal administration of the local markets and 
the exercise of a considerable measure of control by the 
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local milk administrator, whose every act was subject to 
approval in Washington. Several in this group eventually 
came to look upon a license federally administered as the 
only workable instrument of control in local milk markets. 
Another group, consisting of the Dairy Section for the 
most part, and the dominant element in the AAA over­
head group, interpreted the January announcement to 
mean that the local interests really should run their own 
markets, subject only to certain requirements from Wash­
ington as to representation of minority interests and the 
public in the local set-ups, and to the exercise of veto power 
by the Secretary when necessary to keep local price and 
production control policies in line with the general AAA 
policy. This group continued to look upon licenses as 
devices to be retained only until marketing agreements 
could be restored. 

The first group in general came to believe that restoring 
local control in these markets would be equivalent to giving 
a majority group, consisting of the largest dealers and the 
producer association, power to fix prices and control pro­
duction, as had been done in many of the NRA codes. 
This AAA group, in common with a growing element in 
the populace at large, was opposed to such a policy. It did 
not believe that either the minority producer and dealer 
interests or the public interest would be sufficiently pro­
tected in any local set-up dominated by the milk producer 
associations and their contracting distributors. Some of its 
members came perhaps unconsciously to look upon the 
local milk administrator as serving largely to protect the 
market against the aggressive tactics of the milk producer 
associations. The issue between the two groups in the 
AAA therefore in some measure became one of attitude 
toward the producer associations and their contracting 
distributors. 
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In the local milk markets, the minority groups among 
producers, and the consuming public so far as it was 
aware of the situation, favored a program of federal con­
trol under licenses.. The minority group among the deal­
ers generally opposed the. existing program because it set 
out to make them pay as much for their milk as the large 
dealers, and did not protect their margins by guaranteeing 
resale prices; but no doubt the group would have preferred 
federal control to local control if both provided the same 
price structure. The producer associations and dealers con­
tracting with them not only objected strenuously to control 
by licenses, but in many cases refused or covertly neglected 
to carry out the terms of the license, or the requests or 
orders of the milk administrator, and this prevented an 
effective working of the licenses. They not only demanded 
a return to local control, but they wanted it pretty much as 
under the original marketing agreements, with little or no 
interference from minority interests and from representa­
tives of the local public. In other words, they wanted 
about what the industries set out to get under the NRA 
codes. Officials of a number of the associations publicly 
expressed themselves in £avor of a system of having the 
majority interests in the local markets given control over 
these markets, subject only to the Secretary's veto power 
on price changes and a number of matters covered in the 
license. 

Another line of cleavage related to price policy. The 
Consumers' Counsel and those holding similar views urged 
prices to fluid milk producers as near to a competitive basis 
as possible. The milk producer associations were unable 
to understand why an agency set up to get the farmers 
higher prices, as was the AAA, should maintain a group 
in Washington which constandy opposed such price in­
creases. The Administration could say to them that their 
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own continuing interests demanded that some one other 
than themselves consider price proposals from the con­
sumers' point of view; but they were not really convinced. 
The Dairy Section and the AAA officials in general felt 
the necessity of denying the extreme demands of the as­
sociation officials, realizing that the very nature of their 
positions in their organizations, and the set-up of the 
organizations themselves, led upon occasion to such de­
mands; but these officials more and more took the position 
that the competitive price policy was largely without basis 
since the general dairy production control program had 
been abandoned. They became increasingly willing to 
consider milk as in some degree separate from other dairy 
products, as a commodity whose price could properly be 
raised -even though prices of other dairy products could 
not be, provided means could be found of separating the 
source of supply. 

This led to a third line of cleavage between the two 
groups, namely, to two different sets of attitudes toward 
production control for fluid mil~. The same group that 
wanted competitive prices natUrally wanted wide-open 
markets. The other group became increasingly willing 
to consider various types of restriction on supply as a means 
of supporting the higher than competitive prices that had 
been granted. 

LATER DEVELOPMENTS IN POLICY 

Late in the summer of 1934, Secretary Wallace, aware of 
these diverging opinions, asked the Dairy Section to formu­
late a careful statement of a wOIkable program for fluid 
milk markets, which the Administration could consider 
and revise if necessary in the interest of the general AAA 
undertaking. This program when developed was expected 
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to serve as a plan for conduct of the affairs of the Dairy 
Section. The statement finally submitted early in October 
analyzed the experience of the AAA in undertaking to 
carry out the January policy, reviewed the current situation, 
and offered three possible lines of action for consideration, 
defined as follows: (I) open markets, with no restriction 
on milk receipts, and prices on a basis comparable with 
those of competing users of milk; (2) restricted markets, 
with receipts limited, and prices set somewhat above the 
competitive level; (3) "legalistic procedure," involving an 
attempt to hold prices above the competitive level with no 
restriction on receipts. The third of these was taken as 
describing the -policy then being unsuccessfully followed. 
The recommendation was that any milk market be given 
a choice between the first two. The details of the procedure 
for restriction of receipts were left indefinite. Other recom­
mendations were for closer working with the producer 
associations, and more local responsibility in milk markets. 

Several general staff conferences were held on this report, 
which had the effect of bringing to a head the two conflict­
ing lines of thinking above outlined. No public statement 
of a change in policy was announced, but the approval of 
changes in the Chicago license early in December, giving 
the Pure Milk Association control of the base ratings of its 
members and limiting the receipts of cream from non­
members, can be taken as indicating that a decision had 
been reached to adopt the general outline of the program 
recommended by the Dairy Section. 

No conspicuous moves immediately followed, however; 
the strong advance in butter prices late in 1934 when cattle 
went onto wipter feed put the prices of Class I milk much 
more nearly on a competitive basis, making restriction of 
receipts unnecessary. Butter production in December was 
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12 per cent below that of December 1933. Faxmers received 
30.5 cents per pound for butterfat in January, as compaxed 
with a 33.1 cent paxity price. A review of prices in 42 li­
censes in September 1934 had shoired that neaxly all were 
above a competitive level, although some only by small 
amounts. The average for the 42 maxkets was at least 30 
cents above: and possibly as much as 45 cents.d But butterfat 
prices rose 10.5 cents per pound, equal to about 38 cents per 
hundredweight of milk, between September and January. 
Merely holding prices of Class I milk at existing levels 
would put the maxkets in line with the open-maxket policy 
above outlined. Price advances were in fact granted in but 
few licenses, five in all, between January 1 and the follow­
ing May, and the increases ranged from 20 to 25 cents per 
hundredweight. 

When occasion has axisen for amending any of the 
licenses in this period since December, the provision open­
ing inarkets to new shippers, introduced into many licenses 
in the preceding summer and fall, has been removed. 
Other changes have been the increasing substitution of 
the provision for producer -distributors, now called the 
"standaxd," under which they axe required to equalize: 
returns only on fluid milk sales in excess of their base 
ratings; and the inclusion of a provision permitting the 
maxket administrator to disclose information about viola­
tors. Minimum resale prices have been omitted from the 
few new licenses written and dropped by amendment in 
a few others. 

The outstanding character of the activity in the period 
since December 1934 has been its limited extent. The Ad­
ministration decided in the late summer not to encourage 
the prepaxation of any new licenses until their legal status 

• Such caIcuI.tions caD. DC'VCt be more than approzimalions. 
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was settled in the courts and effective enforcement pro­
cedures could be developed. Only two new licenses were 
issued after December I, 1934 and one of these took the 
place of an old one. Several other licenses have been con­
siderably overhauled-those for Boston,· Richmond, and 
Detroit-but the changes introduced were mostly in the 
nature of improving their form. 

Licenses have been cancelled in nine markets since J an­
uary, principally because court decisions had made them 
inoperative. The cancellation of the Chicago license on 
March 2. was at the request of the Pure Milk Association. 
The reason announced was that satisfactory contractual 
relations had been worked out with the dealers. Dissatis­
faction with the local milk administration was also an im­
portant factor. The Providence license was suspended on 
April 4 because of Judge Letts' decision against federal 
fixing of producers' prices on intrastate milk. 

This action in the Providence case, and the cancellation 
of other licenses, indicated a definite intent of the AAA 
not to continue with its program of control of milk markets 
unless it could have satisfactory support in court decisions, 
or amendments to the act that would make favorable court 
decisions possible. For the same reason, efforts to convict 
license violators have largely been suspended except in a 
few markets where "show cause" orders still have some 
restraining effect. The Department of Justice is proceed­
ing with caution and little court action is now in progress. 

In keeping with this intent, the final decision was to ask 
Congress for amendments that· would clarify and 
strengthen the marketing agreement features of the act as 
needed to make possible its effective execution, even though 
the request for such power would be sure to arouse vigor­
ous opposition from processor and dealer interests. The 
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amendments offered coiitained a clause that pn:scndy came 
to be called "the reserve clause" which would enable the 
AAA to compel any distributor to accept a licensing ar­
rangement that a two-thirds· majority of the producers 
wanted. The processors and handlers of the country at 
once launched a vigorous attack upon this proposal and 
at one stage appeared about to win the argument. Then 
came the Schechter decision which imposed such severe 
restrictions on the NRA procedures that they were largely 
abandoned. Many believed at rust that the marketing 
agreement and licensing features of the Adjustment Act 
were similarly affected; but the AAA refused to accept 
such a conclusion and set about revising the amendments 
to meet the Supreme Court's pronouncements against 
undue delegation of powers and against extension of fed­
eral control under the commerce clause to include trans­
actions only indirectly affecting interstate commerce. The 
"reserve clause" was retained. The revised amendments 
were shordy passed by the House, with only a few changes, 
by the Senate with several significant changes three weeks 
later, and were signed by the President late in August. 

The major changes in the amendments affecting milk 
and other dairy products are as follows:' 

I. Substitution of "onIen" by the Sec:mary for the licensing 
provisions of the original act. 

:a. Provision rhol such orders sbaIl nOl be issued un1ess handlen 
of half the volume of the commodiry have signed a marketing agree­
menl; or IWO-thirds of the produeers YOb: for iI in case handlen of 
more than half the volume ~ or fail 10 sigu, and the Seaerary 
and Presidenl after a b.:aring conclude lbal an agreemenl is nea:s-­
sary 10 efleetuate the purposes of lbe act. The latter "reserve dowen 

provision met with much oppositiou hom the handlers. A two­
thirds majoriry of produeers is required for approval of any "order." 

• See Appendix G for 1hc exact fonn of 1hc ...". signiliant ...... of 1hcse 
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3. Specification of fixing prices to milk producers, not including 
n:sale prices, as necessary to effectuate the purposes of the act. 
The AAA apparendy hopes that the courts will accept price fixing 
in intentate commerce if CongtesS authorizes it. 

+ Provision for use<lass and location price differentials. The' 
differentials could, of course, in practice be of sueh a nature as to 
amount to a Bat-price arrangement. Authorization of equalization 
of all sales within a market unless producers of three-fourths of 
the volume favor individual dealer pools. Authorization of base 
ratiogs and of a 6o-day period during which new shippers will re­
ceive Class n or Class rn prices. These provisions are stated speci­
fically in order to meet the pronouncement of the court in the 
Schechtcr case that CongtesS can delegate' its powers only under 
specific rules of aetion. 

5. Provision that the orders in any marketing agreement shall 
instruct the Secretary of Agriculture to select an agency or agencies 
to make the rules and regulations needed to effectuate the terms 
of the agreement; or prescribe some other method of selecting the 
agency or agencies. This also is intended to meet court objections 
to undue delegation of powers. 

6. Definition of interSklk in terms of "directly" affecting inter­
state.business. The intent of this change is to compel the court to 
define this term in future decisions. 

7. Provision for using income &om processing taxes and other 
sources for surplus purchases and the like; also for acquiring com­
modities upon which loans bave been made. 

8. Provision for payments of benefits in commodities that have 
been acquired "subject to the consent of the producers." This is 
part of the implementation for the "ever normal granary" that 
Secretary Wallace has been advocating. 

9. Prohibition of market exclusinn in milk markets. 

A provision for the use of 30 per cent of the customs 
receipts for encouraging exports of dairy and most other 
farm products, or for diverting them from the normal' 
channels of domestic trade, was again in the conference 
committee report on the bill after being voted out in the 
Senate, and appeared certain of acceptance on the floor 
of the Senate. The dairy interests supported this provision. 
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These amendments were worked out more or less in 
co-operation with the milk producer association group, 
and contain provisions defining more clearly the status of 
co-operatives under a marketing agreement. They did not 
go to the extreme in this and some other matters that this 
group outlined in its own list of proposed amendments. 
They represent a consolidation of the conclusions of the 
Adjustment Administration and of various outside groups 
as to the changes needed to make the act more affective. 
Many of the statements represent compromises between 
conflicting points of view worked out before the amend­
ments were submitted to Congress or in sessions of the 
committees of Congress. As an illustration of such com­
promising may be mentioned the provision for a three­
fourths vote before individual dealer pools can be included 
in agreements. The co-operatives wanted prohibition of 
such pools; the AAA insisted that agreements could not 
be arranged on any other basis in some markets! 

The pressure for liberalizing the loan provisions of the 
Adjustment Act, and inclusion by the House of authoriza­
tion and support for measures facilitating export and diver­
sion of "surpluses," were considerably strengthened by pro­
duction and price developments in May and June. Milk 
production on June 1 was 4 per cent more than on the 
same date in 1934. Net into-storage movement of butter in 
May was the second largest on record. Wholesale New 
York butter prices fell from 29 cents in early May to 23 
cents in mid-June. Production in most of the larger milk­
sheds has not increased as much as elsewhere because prices 
of grain are still very high; but it is expected that the new 
crop will change this situation greatly. Pasture conditions 

'These amendments an: analyud in their ..!anon to specific probl ..... in 
severallatu chapters. 
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had improved to within four points of the ten-yru average 
by June I. Fluid milk prices have recendy been lowered 
in a dozen or more markets to meet falling butter prices; 
but producer associations in several important markets are 
still trying to hold the high prices sustained by the low 
production and higher butter prices of the fall and winter. 

Other developments of major signiJicance since January 
are the establishing of co-operative arrangements with 
Massachusetts relative to the Boston market, discussed in 
Chapter XI; the renewal of negotiations with the states 
supplying the New York market, discussed in Chapter X; 
the Supreme Court decision in the oil case; the Supreme 
Court decision against fixing of prices on out~f-state milk 
by the New York Milk. Control Board; the reorganization 
of the AAA. which included the transfer of Dr. Howe 
from the Consumers' Counsel to other duties in the Depart­
ment of Agriculture and the dismissal of General Counsel 
Jemme Frank and several of his associates; the decision 
against federal price fixing in interstate milk markets in 
the St:tIm Oaks and Westwoo4 Farms cases in Boston; and 
the resignation, to take effect July I, of Mr. Lauterbach as 
chief of the Dairy Section, to become general manager of 
the Interstate Milk. Producers' Association of Philadelphia. 
His post was filled by promoting Dr. E. W. Gaumnitz from 
assistant chief to chief. 

The Supreme Court decision in the hot oil cases 8 was in 
a sense a rebuke to the Department of Justice for bringing 
a case to court before examining it adequately. Its signiJi­
cance for the fluid milk program is that it led to a re-exami­
nation of the whole program and the preparation of a 
careful statement of the general grounds for action under 

• A ..... Pdrolnn. c .. ,.aio. aDd P ..... Oil eOM',.., cases. dccisioo. 
handed down OIl lan. 7 •• 935. 
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it, in Dairy Memorandum No. 2, copies of which were sup­
plied to all milk markets. It is expected that it will need to 
be supplemented by information special to each market. 
Judge Brewster's decision in the Boston case also declared 
the system of base ratings in use as a form of control of 
production, and hence not comprehended under the com­
merce clause; and equalization of sales as taking of prop­
erty without due process of law. Its principal effect was 
to place the responsibility of keeping the license in opera­
tion, for the time being, upon the organized producers, the 
dealers, and the New England state control boards." 

Plans for reorganizing the AAA had been imder con­
sideration for some months, and were brought to a head 
by the decision to make the changes in personnel at this 
time. The major feature of the change in organization 
was the overhead combination of the various commodity 
sections under five heads: grain, cotton, livestock, tobacco 
and other special crops, and marketing agreements. The 
milk marketing agreements, along with the other market­
ing agreements, were placed \Inder the overhead adminis­
tration of Mr. J. W. Tapp, formerly assistant to Mr. Davis. 
The heads of these five sections, plus the heads of the 
Finance and Legal divisions, the Consumers' Counsel, the 
Administrator, and the Assistant Administrator (Mr. H. R. 
Tolley, also chief of the Program Planning Division), were 
constituted as an Operating Council, whose function is to 
determine the major AAA policies. The Dairy Section 
and the other commodity sections retain their former 
identity but are not all separately represented on the Op­
erating Council. The office of Director of Commodities 
was abolished; and the Solicitor of the Department of Agri­
culture, a joint official with the Department of Justice, was 

• For further discwsion. tee p. :lg6. 
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given charge of the legal functions of the AAA. in accord­
ance with the usual practice, which had been departed 
from when the Office of the General Counsel in the AAA 
was created. 

The decision to make these changes in personnel de­
veloped in some measure out of the above noted diver­
gencies in opinion with respect to milk marketing control. 
The objection was not so much to the opposition of the 
group dismissed to the recommended changes in policy, as 
to the tactics employed in their opposition. 

The change with respect to the Consumers' Counsel was 
primarily a change in the role to be performed by it. One 
group conceived of the Consumers' Counsel as an agency 
to analyze in a scientific manner the etlect of the proposed 
and existing price increases and processing taxes upon 
domestic and foreign consumption, and likewise of other 
provisions of production and marketing. controls; and to 
report these to the administrative chiefs so that they might 
be fully aware of them in making their decisions and thus 
be prevented from going contrary to the provisions of the 
act with respect to etlects upon consumption. Others con­
ceived of the Consumers' Counsel function as that of de­
fending the consumer against price increases and develop­
ing consumer resistance to price increases, a role neces­
sarily inconsistent with the declared purposes of the Adjust­
ment Act. Still others took a position somewhere between 
these extremes. Some in the Consumers' Counsel group 
became much interested in marketing reform, and ap­
praised the terms of agreements and licenses largely from 
this point of view. The role which this group is now per­
forming is more nearly the first described than the second, 
but includes consideration of whatever marketing reform 
can be achieved as an incident to control of marketing. 
practices. 



CHAPTER VI 

PRICE RELATIONS WITHIN MILKSHEDS 

The two preceding chapters have briefly sketched the 
experience of the AAA in dealing with the fluid milk 
situation. In the five succeeding chapters, an effort will 
be made to analyze the issues and problems that have come 
to the fore out of this experience. The objective sought will 
be a well-balanced discussion of these issues and problems 
with all the important differing points of view placed in 
proper perspective and relation to one another. Final COD­

clusions on some of these issues will be reserved until after 
another year's experience in dealing with these problems. 
It is felt that what is most needed at this time is a clear 
statement and analysis of the issues. 

The problems of fluid milk marketing are themselves 
intricate; and the conduct of affairs in this sphere of action 
has proved particularly vexatious. Let us first seek an 
understanding of the rather complicated set of price rela­
tionships that has arisen in fluid milk markets, then con­
sider the operating plans and practices that have developed 
out of these relationships, and finally present the problem 
of public control that is involved. A major complication 
arises from the seasonal variation in milk supply. This, 
however, is not introduced until the following chapter. 

HOW CLASS PIUCES A1USE 

The most fundamental of all problems in milk market­
ing is that of the price differential between milk consumed 
in the forms of fluid milk, cream, and other manufactured 
products. In an increasing number of milksheds, inill-

152 
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vidual producers actually receive two or more different 
prices, f.o.b. city plants, for different parts of the milk 
which they deliver to dealers: a so-called Class I price for 
one portion of their milk which in theory finds its way to 
consumers as fluid milk; "a so-called Class 11 price for an­
other portion which theoretieally reaches the consumers as 
fluid cream; and probably a Class III price for the re­
mainder, which theoretically is made into butter or some 
other product before it is sold! Actually, of course, all the 
milk of all the producers may be thrown together in one 
lot, and what is not needed each day for fluid sales is con­
verted to cream or butter; or the milk of some producers • 
may be used in one way and that of others in another. But " 
it is all paid for as if used according to the theoretical plan 
outlined above. In other markets, the producers get a Bat 
or average price, which, however, may be actually com­
puted by combining the amounts and prices according to 
the aforesaid three uses, a procedure which gives results 
about equivalent to the above, or which may be arranged 
by bargaining that takes account of the proportions going 
into different uses. All of this seems unnecessary and fool­
ishly involved to those who have not given thought to the 
matter; but most of it has a sound explanation which we 
need to examine and understand. 

The fundamental reason for the foregoing system of 
price differentials according to use is the difference in cost 
of transportating milk, cream, and butter. The railway 
tariff on a hundredweight of milk shipped in a carlot from 
200 miles out to New York City is 52.2 cents;' on the 
same amount of milk converted into 40 per cent cream, 

I In some markets. still other classes of milk'~re "defined and separately priced.: 
for example, milk. used in ice-aeam plub, bakeries, ctc. 

a Paueagcr service rates. 
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6.0 cents; on the same amount of milk converted into 
butter, only 2.3 cents. Under these circumstances, if for no 
other reason, any city tends to get its supply of milk for 
fluid consumption from territory as close in as possible; 
and its cream from territory just beyond its milk supply 
territory. Thus around any city three zones tend to be 
located, a fluid milk zone, a cream zone, and a butter, 
cheese, or evaporated milk zone. If the city were seated 
in the midst of a perfectly level and uniform plain, and all 
dairY farms and dairy farmers were exactly alike, with all . 
points at the same distance equally accessible to market, 
a system of zones would be found such as in No. 1 in the 
accompanying diagram. 

IDEAL AND MODIFIED SCHEMES OF Mu.x, CREAM, AND BuTI'I!R 
ZoNES ABOUT A CITY 

NO. 1 
BUTTER ZONe • 

• 

In practice, the railway lines run nearer to some parts of 
the area than to others; also, territory nearer to market 
may ship by truck and that farthest away in glass-lined 
tank cars. The actual zone pattern may therefore be some­
thing like No. 2 in the diagram. . 

If the area is irregular in topography, as is much of the 
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North Atlantic region, the boundary of zones may be still 
more erratic. Because of long local hauls to a county milk 
receiving station, a cheese factory or a creamery may· be 
found nestled in some valley 50 miles from market, though 
some milk is being shipped from a concentrated dairy sec­
tion near a railroad 200 miles away. 

Furthermore, individual farmers in Zone I may choose 
to separate their cream on the farm and ship it by rail to a 
centralizer creamery at A; or some one in Zone II to haul 
or ship cream into Zone Ill. Commonly these shippers are 
farmers who do not depend upon milk cows as a major 
source of income. 

HOW PRODUCTION AND CONSUMPTION BALANCE 
WITHIN A MILB:SHED 

The price of fluid milk delivered at A depends in large 
measure upon how far the city must reach out to get its 
milk supply; and this depends primarily upon how large 
the city is, how much Ini1k and cream it c;onsumes, and 
the density of milk production in the surrounding area. 
The volume of consumption in turn depends upon the 
income of the population, its established consumption 
habits with respect to milk and cream, and its response to 
changing prices of these foods. Density of production in 
turn depends upon the productivity of the land and its 
adaptability to dairying. 

Many writers on agricultural topics speak of the "con­
sumption requirements" of a population for a given food. 
There are no definite requirements for any food. The 
amount that will be consumed varies at any given time 
with the price; or, even if the price (emains the same, with 
changes in the. weather from day to day, with the season 
of the year, between holidays, Sundays, and week days, 
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with changes in income, and with changes in consuming 
habits over a period of years. A1l explained in Chapter III, 
the amount of milk consumed decreases or increases rela­
tively little with a given change in price. Nevertheless, it 
does change, particularly in periods of reduced income 
and unemployment. 

Similarly, there is no definite quantity of milk which a 
milkshed will produce regardless of price; and the quantity 
that will be produced at the same price varies from month 
to month and year to year according to the time of fresh­
ening of the cows, the condition' of pasture, yield of feed 
crops, price of feed, availability of labor and wage of hired 
labor, and income from other products sold from the same 
farms. The changes in amount produced with changes in 
price are commonly referred to as the "elasticity of supply." 
Given time enough to make the adjustments, dairy farm­
ers will increase their output of milk considerably as the 
price rises, by feediqg more heavily in the first instance, in 
some areas by milking a larger proportion of their dual­
purpose herds, by postponing the selling of old and less 
productive cows, and finally, by buying additional cows. 
Given more time, they will rear additional heifers and 
enlarge their herds in this way. If prices fall, these pro­
cesses go into reverse, although not at the same rate or 
exactly in the same order. The elasticity of expansion of 
production is probably greater than the elasticity of con­
traction. All in all, the elasticity of expansion of produc­
tion is probably greater than the elasticity of expansion of 
consumption; but the elasticity of the cpntraction of pro­
duction is probably less than that of the contraction of con­
sumption-at least, in most mi1ksheds in recent years, the 
dairymen have not reduced their outputs with declining 
prices as much as consumers have reduced their purchases. 
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The nature and cause of the changes in amount supplied 
at the same price that come with the days and seasons, and 
with -change in weather and pasture and crop conditions, 
need no explanation. The changes that come with a rise 
or fall in the price of purchased dairy feeds are real and 
significant-they involve -balancing cash income agamst 
cash outgo. If farmers err either way in such balancing, 
it is generally in the direction of being too sparing in the 
outgo, with the result that a large majority of the dairy 
cows in the United States are commonly fed less than the 
most profitable ration. Changes in wage rates are much 
less significant, since much of the labor on dairy herds is 
performed by the proprietor and members of his family 
with wages ordinarily not involved. Of most importance 
in the Mid-West are the effects of changes in prices of com­
peting farm products. With a rise in the price of beef, or 
a relative decline in the price of dairy products, hundreds of 
thousands of farmers in this section, particularly west of the 
Mississippi, turn to raising more steers and heifers, to let­
ting the calves suckle the cows, to fattening some cows for 
market instead of milking them. In the areas practicing a 
corn-hog-dairy system of farming, as in the northern part 
of the Corn Belt, a shift may develop in a year to rwo toward 
feeding more of the corn to hogs and less of it to milk cows. 

It follows that production and consumption of milk and 
other dairy products at any time stand in a sort of balance 
with each other. If production increases for any reason, 
prices fall and consumption increases; and the reverse if 
production declines. The sequence of change may of 
course start from the consumption side; for example, a 
decline of income may be the initial force. The relative 
elasticities of consumption and production determine how 
much the change in price will be. If the elasticity of ex-
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, pansion of milk production is ircater than that of milk 
consumption, thc price declines a good deal, with con­
sumption and production keeping in balance. 

Some agricultural folks talk incessandy about the need 
of "reducing production to meet consumption," or of "ad­
juSting production to effective consumption." Such langu­
age is inaccurate and confusing. Consumption and pro­
duction always or almost always do attain some sort of 
balance. A price is reached which "clears the market" 
except in the few cases that some produce is offered that 
nobody wants at any price. One of the common ways in 
which markets are cleared of large supplies is that some­
one buys part of them and stores them in 'anticipation of 
shorter supplies and higher prices later. Another is that 
the producers themselves hold back their offerings until 
prices are better. In the case of fluid milk, part of a large 
supply in a market is sure to be converted into cream and 
sold in this form, and if this does not suflice, into butter, 
cheese, or evaporated milk, which can be stored for some 
time. It should be evident, therefore, that all talk of con­
sciously adjusting production to consumption, or to "effec­
tive demand," or of increasing consumption to meet 
production, is illogical However, the real idea that these 
persons intend to convey by such language is not unreason­
able, that is, to red,," produaion, or iru:retlSe consumption, 
10 11 point where Ihe m.l{el will de", III whllllhey or 
somebody else considers 10 be 11 fair IIIJd rt:tISOtuZble pria. 
What this price is, of course, is a large subject, lending itself 
to a wide range of opinions. The majority of producers in 
a milkshed may think that it is $2.50 per hundredweight; 
the majority of distributors, $z.oo; and other groups either 
more or less. 

Within any milkshed in any particular period, therefore, 
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at some level of prices a balance is struck between milk 
production and consumption. The same is true for cream. 
This level is definitely related to the boundaries of Zone I 
and Zone H. The farther out a city must go for' its fluid 
milk supply, the higher the price in the city, other condi­
tions being the same. This high price checks consumption, 
but stimulates production per farm near to market and 
increases the number of dairy farmers within the milk­
shed. A balance is struck between these two forces which 
at any given time calls for a certain supply which requires 
reaching out to a certain boundary line for fluid miIk, and 
to a second boundary line for cream.. 

This balance is not without relation to the process of dis­
tribution of milk in the city. If the margins of distributors 
are over large, ordinarily the consumers' priCe is some­
what higher and that of the producers somewhat lower. 
The lower consumption and production resulting will 
decrease the area of the milkshed, unless production per 
farm and number. of dairy farmers within the milkshed 
are enough lower to offest the lower consumption. 

HOW CLASS PRICE DIFFERENTIALS ARE DETERMINED 

The amounts of the differentials between Class I, Class 
H, and Class III milk are dependent upon several factors, 
each of which needs to be analyzed separately. These are 
transportation costs, sanitation standards and the cost of 
meeting them, value of by-products, and local hauling and 
local competition; but the separate effects of these factors 
upon such differentials are difficult if not impossible to 
measure. 

r. Transportation costs. Since differences in transporta­
tion costs are largely responsible for the existence of differ­
entials between Class I, Class H, and Class III prices, it 
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follows that the size of the differentials is closely related to 
the amount of the differences in the transportation costs of 
equivalent amounts of milk shipped in these various forms. 
How this is true is explained by means of the accompany­
ing diagrams, in which A indicates the city market, B the 

STRtJeTVU OF DAIllY POODUcr PUCE< W,THIN A M""SHED • 
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• See p. 160 feU" the afSllmprions made. 

boundary between Zones I and 11, and C the boundary be­
tween Zones 11 and Ill, the distances assumed being 200 

and 264 miles respectively." It is further assumed that the 
rate for transporting a hundredweight of fluid milk is one­
fourth of a cent per mile; of its equivalent in cream, one 
thirty-second of a cent per mile; and of its equivalent in 
butter, one ninety-sixth of a cent per mile.' Thus the cost 

• Tbc width of the cream. mac has bec:a. cnggcrated somewbar so as to 
simplify !he cfia&nm. 

6 Thcx an: approximately the rata in the New York mjlkslyd 
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of transporting butter from C to A is approximatdy 3 
cents per hundredweight of the milk used in its manufac­
ture. 

If the forces of supply and demand as above described 
in market A make a receiver's price of $1.51 for the butter 
in this hundredweight of milk, the producer at C will re­
ceive $1-48 per hundredweight for it ($1.51-$0.°3). Pro­
ducers farther out than C will receive prices according to 
the line CD, so that at D, which is 480 miles from A, the net· 
price will be $1-46 per hundredweight. Inside of C, we 
have assumed that all the milk is needed as fluid milk and 
fluid cream. Any cream shipped from C to A would need 
to net the farmers $1-48 per hundredweight or they would 
convert it to butter and ship it. To bring this $1-48 at C 
cream would need to sell at $1.56 in A, since the transporta­
tion cost at the rate assumed is approximately 8 cents per 
hundredweight of milk equivalent. 

Cream shippers between C and B would receive net 
prices ranging above $1-48 according to the line BC, rising 
to $1.50 at B. This rate of increase is more rapid than 
beyond C, due to the higher transportation costs. Fluid 
milk shipped from B must net the producers at least $1.50 
per hundredweight or they will prefer to ship cream. To 
do this milk must sell for $2.00 at A, since the transporta­
tion cost from B to A at the rates assumed is 50 cents per 
hundredweight. Between B and A, the net prices received 
by producers will rise still more rapidly according to the 
line AB, reaching $2.00 at A. In fact, any producer who 
hauls his own milk in Zone I will receive $2.00 for it deliv­
ered at the plant. If he hires it hauled, he will still receive 
the $2.00, but will have to deduct the hauling charges. 
Thus arises the schedule of Class I, Class n, and Class III 
prices running at market A in the order $2.00, $1.56, and 
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$1.51 .per hundredweight of milk and milk equivalent. 
The line ABCD gives the profile of the prices received by 
producers at varying distances from market, shipping re­
spectively milk, cream, and butter. 

Milk prices are also sometimes quoted at country re­
ceiving stations at a specified distance from marker, such 
as 100 miles out, or in the 90 to 100 mile zone. The milk 
price quoted 100 miles out in the assumed case illustrated 
by the diagram would be $1.75; at 160 miles out, $1.60. 

This diagram and explanation may seem to be some­
what complicated; but actual conditions are still more so. 
The discussion following will undertake to relate these con­
ditions to the diagram and bring the analysis as near as 
possible to actuality. As it stands the diagram brings out 
very clearly one important circumstance; namely, that no 
producer in Zone 11, unless he had some speCial arrange­
ment with buyers in the market, could afford to ship milk 
instead of cream, since if he did his net price would be less­
ened to the extent indicated by the dotted extension of line 
AB. The higher transportation cost he would pay on his 
fluid milk would more than ·offset the higher price he 
would receive for it after it reached the market. Simi­
larly, no butter producer in Zone III could afford to ship 
cream; if he did his net returns would be lessened accord­
ing to the dotted extension of line BC. Here also the higher 
transportation cost would more than offset the higher price 
for his product in the market. 

It is also evident that the dairymen close in to the city 
normally receive a clearly higher price for their fluid milk 
than those near the outer boundary of Zone I. This is not 
a monopoly advantage. It is merely the normal form of 
economic advantage that comes with superior location. 
The nearby producers get this advantage because those 
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farther out cannot ship whole milk this distance from 
market without sacrificing a better paying alternative. . 

2. Sanitation requirements. A second reason for differ­
entials between Class I and Class 11 prices, and frequently 
also between Class 11 and Class III prices, is that standards 
of quality are set up for. milk and cream which involve 
some actual cash outlay and, what is probably more import­
ant, extra care and attention to the health and cleanliness 
of the cows, to the condition of the stables and equipment, 
and to the care of the milk on the farm and en route to 
market. 

Whatever extra outlay is required, and whatever in 
addition is needed, as demonstrated by experience, to in­
duce a suflicient number of dairymen to make the necessary 
extra effort to meet the sanitation requirements setup by a 
city, must be added to Class I and Class 11 price differen­
tials. To illustrate, if experience proves that 10 cents per 
hundredweight is needed to induce a farmer selling cream 
to meet the city's cream standards, and another 20 cents to 
induce a cream shipper to meet the city's fluid milk stand­
ards, then the differentia1s of $2.00, $1.56, and $1.51 used 
in the diagram on page 160 will be raised to h.30, $1.66, 
and $1.51 respectively; and the prices received at boundary 
A. and boundary B will be $1.']0 and $1.58 for fluid milk 
and cream respectively. 

The amounts of the differentials will be determined at 
the boundary line. At these points different producers will 
have different reactions to the job of meeting the standards, 
determined by the kind of herd and. equipment they have, 
their available capital for making the improvements called 
for, the supply of family labor available, the degree of de­
pendence upon dairying as a source of income, and, perhaps 
more important than all else, upon their equipment of 
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aptitudes and psychological traits and attitudes. The 
amount of this diifaential will need to be just high enough 
to meet the resistance of enough producas to supply the 
city's demand for milk and cream of these standards at the 
higher prices resulting. The so-called supply and demand 
forces work out an equilibrium in tams of quality and 

. prices as well as of quantity and prices. The location of 
boundary B may be either closer in or farther out as a 
result of setting up sanitation standards. On the consump­
tion side, the higher quality of the milk may induce more 
consumption, but the higher price may more than offset 
this tendency. On the production side, the higher prices 
may induce more production within the 2OO-mile limit, 
but the extra care and expense involved may more than 
offset this increase. 

The boundaries berween the zones will not be hard and 
fast lines. Because of special circumstances of the sort 
named above, some producers five miles nearer the market 
may not attempt to meet the sanitation standards at the 
diiferentials that market forces establish; and some five 
miles farther out may consider. the diiferentials well worth 
the effort, even after allowing for the freight diiferential 
in each case. The boundary is therefore a band or zone 
within which part of the dairymen dispose of their dairy 
output one way and some in another. If a line had to be 
drawn, it would be at the point of the average where half 
of them choose each method of disposal. 

,Before proceding further, we should stop and examine 
the nature of the sanitation requirements actually in force. 
These can usually be classed under two heads: those which 
are designed to guarantee the production of clean milk 
from healthy cows, and those designed to protect the milk 
after it leaves the cow. Under the rust category must be 
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listed health and cleanliness of the cows, specifications re­
garding the construction of barns and layout of barnyards, 
protection of water supplies, and cleanliness of stables. 
Under the second head are included the health and milk­
ing habits of the farm I?ersonnel, the type of milking uten­
sils, the construction and care of a milk house and the 
sterilization of utensils, the cooling and storing of milk, 
and its delivery to the receiving station or plant. 

Two general methods of control of the foregoing have· 
been developed: periodical inspection of herds and equip­
ment, and examination of the milk for sediment and bac­
teria. These two methods of control are today commonly 
practiced in the same market, as supplements of each other. 
Experience has demonstrated that inspection of herds and 
equipment is not sufficient in itself; superficial appearance 
may cover up much day-to-day carelessness in handling the 
milk. It does, however, help in securing the conditions 
necessary for the production of clean milk. Bacterial ex­
aminations are useful in detecting carelessness,Dut they are 
not made at intervals frequent enough to disclose promptly 
certain practices or conditions that may run the bacteria 
count into millions for several days at a stretch. Sediment 
tests are of great value if made regularly. 

Regulations controlling milk supply vary greatly from 
city to city. Thus one of two cities as close together as 
Washington and Baltimore places the bacterial limit for 
raw milk at 20,000 per cubic centimeter, and the other at 
50,000; one the limit on pasteurized milk at 40,000, and the 
other at IOO,OOO. Many cities have higher limits than the 
higher of these. Supporting the more rigid of these stand­
ards ordinarily will be found exacting requirements as to 
lighting, ventilation, and whitewashing of barns, and 
frequent and thorough inspection. 
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The costs of meeting these standards can be considered 
under the head of capital outlays and current day-to-day 
costs. In extreme cases the capital outlays may be very 
large. Thus a farmer desiring to become a fluid milk 
shipper may find when his herd is examined that many of 
his cows react to the tuberculin test, and that his barns are 
not planned so as to provide satisfactory floors, lighting, 
and ventilation. He may even have to build a new barn 
and a milkhouse. The outlays necessary to meet the stand­
ards, reduced to an annual cost basis, including interest, 
depreciation, and upkeep, and divided by the hundred­
weights of milk produced, will in some cases give a start­
lingly high figure. But one must not take such figures at 
their face value. In the first place, much of this capital out­
lay would have been needed if the dairyman was to remain 
a creamery patron and would presently have been made. 
On a going<oncern basis, only the additional capital out­
lay made necessary to meet fluid milk requirements ean 
properly be charged to fluid I!lilk production. In the 
second place, on the ordinary farm, the capital expenditures 
required are limited to cooling and storage facilities and a 

. small amount of remodeling of 'the dairy stable. 
The special current. outlays include inspection costs, 

special utensils (like cover-top pails), strainer cloths and 
towels, refrigerants, and sterilization solutions. Additional 
labor may be involved in kcepingthe barns cleaner than 
they otherwise would be, in washing the cows' Hanks and 
udders before milking, in cleaning utensils, and in more 
frequent delivery of milk. If this labor is hired, the extra 

. cash outlay may be appreciable over a year. 
The costs of meeting sanitation requirements vary much 

between areas and markets, depending upon the type of 
ordinance and enforcement. The practice in some markets 
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is tending toward special emphasis upon inspections and 
formal specifications that may be expensive to meet; in 
others, toward more frequent examination of the milk and 
greater cleanliness and care in handling the milk. Ex­
perience and experimentation have both demonstrated that 
clean milk can be produced in very humble surroundings 
provided they are kept clean. Some of the differences be­
tween market requirements, 'howCYcr, are of fundamental 
importance. Thus one market may require milk to be 
oooled to below SO degrees before delivery; which requires 
either the mnstant use of ice O£ a mechanical refrigeration 
plant- Another ordinance may require the milk to be 
oooled to 60 degrees only, which the farmer may be able 
to meet easily if he has a supply of cold water available. 

The differentials required £0£ meeting sanitation stand­
ards will vary from time to time as well as from market to 
market- In a period of rapidly increasing consumption, 
such as has accompanied the growth of most of our eities 
in the past, the producers in fluid milk territory may not 
make the changes in their herds, equipment, and dairy 
practices, and in their attitudes with respect to these 
changes, fast enough to meet the growing demand £or 
milk. & a result the sanitation differentials will tend 
to be large. Once consumption starts declining, those who 
have already made the necessary adjustments, both physi­
cal and psychological, will mmmonly take rather small 
premiums before letting their milk depreciate in quality 
to its former levels. In fact, there is evidence that a ma­
jority of dairy farmers, once having made the necessary 
investments, and once having formed the habit of produc­
ing good milk, will keep on producing it at little or no 
premium, at least for some time. Reports from health 
departments of several cities indicate that the quality of 
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milk received has declined in the last three years. The 
reasons they assign for this do include low prices, but they 
make special mention of reduced budgets for inspections 
and analyses, and the addition of many new shippers. 
There can be no doubt that the period from 1921 to 1930 
was one of abnormally high differentials for the reasons 
given; that since 1931 the necessary differentials have been 
much lower; and that this change has been a disturbing 
factor in markets. 

It should be apparent from the foregoing that the neces­
sary differentials to meet sanitation requirements can be 
determined only by the cut-and-try method, and will need 
to be changed from time to time. 

3. By-product differentials. The farmer who changes 
from shipping cream to shipping fluid milk loses his supply 
of skim milk, which makes it more difficult and expensive 
for him to replace his old cows with heifers of his own 
raising." In fact, a majority of fluid milk producers close 
to large cities where fluid milk prices are high do not at­
tempt to raise their own heifefs. . In consequence, they are 
not able to build up their herd!> by breeding, as are the 
cream and buner producers. This is indeed a serious dis­
advantage, which goes far toward offsetting the advantage 
of their 100tion. Farther out from the city, most milk 
shippers raise their own replacements by feeding some 

e. Milk is the: only foodstuff that supplies all the essential food factors in a 
form adapted to the needs of me young calf. Where whole milk is sold at 
$2.00 to $3.00 a hundn:d pounds. a calf could consume more than its worth 
in a few weeks. Feeding skim milk: is also imp.ractical where whole milk is 
sold because of the inconvenience of scpar:atiog the milk and marketing both 
milk and cream. Eck.lcs and Gulickson (M;.~IOIIJ ~grindtlUYd Ezpnimntl 
SUti08 B"llni" ;"5) found the minimum annual requirements for calves to 
be &om 43:1 10 879 pounds of whole milk fed alone. and from. 16. to 506 
pounds when fed with skim milk. Milk substitutes found on the market make 
good supplementary feeds, and lower the milk requirements of the calf, but they 
too Im rather expensive. 
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whole milk for a while and finally substituting powdered 
skim milk and prepared calf foods. 

In areas in the Mid-West, the cream shippers and butter 
producers feed much of their skim milk to pigs, and the 
corn-and-hog enterprise is an important source of farm 
income. Bacon and hams from hogs fed partly on· skim 
milk diet are of superior quality and sell at a premium 
in markets affording special outlets for them. 

Actually a hundredweight of skim milk has about the 
same number of total digestible nutrients as 10.6 pounds 
of corn selling on Mid-West farms (between 1925 and 
19JO) at from 60 to 'J2 cents per bushd; on North Atlantic 
farms, from 83 cents to $1.02; and on Southern farms 
from 68 cents to $1.01. Feeding experiments have even 
roughly verified the old assertion that 100 pounds of skim 
milk when fed along with corn to fatten hogs is worth 
half the market price of corn per bushel. In practice, 
however, dairy farmers either fail to realize these values 
from feeding skim milk, or fail to recognize that they 
do realize them, as is clearly demonstrated by the small 
differentials which they are willing to accept between 
butterfat ddivered to creameries and whole milk ddivered. 
to cheese factories or condenseries." In the last analysis 
the net value of the skim milk to the farmer and to the 
dealer will be determined by the same sort of market 
valuation process as is the sanitary differential: It will 
vary greatly by ~eas according to the feeding use of the 
product and the other factors mentioned. 

• Some recognition must also be giveB to c:ert3in other factors, such as the 
apenle of sepantiog the cream. from the milk OD the farm or at country 
m:eiving plants, the trouble and expense of getting the skim. milk back to the 
farm &om. the ~iviDg plant. and certain by·product values salvaged by milk 
dealers in the form of cottage cheese. dried milk powder I and casein. These 
latter, in 10 fat as a net profit is obtained, enable "the dealer to bid a little 
higher for the 8uid milk, and the aecessary differential is J<duced in this way. 



170 THE DAIRY INDUSTRY AND THE AAA 

4- Local ""u/ing fllCtors. Whether or not a given farmer 
will ship milk or cream or deliver his milk to a local butter 
factory, cheese factory, or condcnsery, may be determined 
more by the nature of the local haul required than by 
any of the foregoing. Milk for shipment to the city as 
fluid milk must be delivered in good condition to some 
receiving station once each day; likewise milk to be con­
verted into cream at a country receiving plant, and in 
most cases cream separated on the farm intended for city 
use in fluid form. Condcnsery and cheese factory milk 
must also be delivered daily. Cream for butter manufac­
ture in local plants is frequently delivered only at intcrvals 
of two or three days, cspeciaIly during cool or cold weather. 
Country milk receiving plants cannot be operated ec0-

nomically except with large volume, which r~ that 
the milk be hauled long distances. This is also true of 
condcnscries. Local butter factories tend to be much 
smaller, and cheese factories still smaller than butter fac­
tories. These two phases of local hauling, frequency of 
delivery and length of haul, are probably more determina­
tive where the hauling is hired than where the farmer does 
it himself; and the distances are so great for the majority 
of farmers supplying city milk and cream that only haul­
ing in large commercial trucks is possible. 

S. Local compaitirm for mill(. Clearly the diIIcrcntials 
bctwccn Class I, Class n, and Class m prices will depend 
upon the nature of the other uses available in the area. 
The competition which is most nearly on the same base as 
fluid milk use in the matter of length and frequency of 
haul, and condition of milk upon delivery, is that of con­
dcnscries. For this reason condcnscries are commonly 
located not far outside the boundaries of Zone I of some 
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milkshed. If they go out into butter territory, they find 
that too many of the fanners want to keep their skim 
milk at home. The prices they pay compare with those 
which fanners receive at the outer edge of Zone I or in 
Zone 11, except that they may not contain very much of 
the premiu.m in Class I prices required by sanitation stand­
ards. This probably accounts in part for the fact that two 
large national organizations combine fluid milk distribu­
tion with condensed and evaporated milk on an exten­
sive scale; and that the same combination is made on a 
lesser Scale by local enterprise in a number of markets. 
A large condensing plant near a city can take on the 
May-July flood of milk, and turn milk over to fluid use 
in the fal~ without having its unit costs of operation 
seriously increased. 

Competition between fluid use of milk and cheese fac­
tory use has always been close in some areas. Cheese 
factory patronS commonly need only to improve the 
quality of their milk and haul it further to turn it to fluid 
use. Always some of the fanners have been able to meet 
these standards with little or no change in dairy practice. 
The change can also be made without much disturbing 
the organization of the rest of the farm business. In times 
past, dealers in certain cities' have followed the practice of 
taking over the whole milk supply of cheese factories 
when their usual silpplies have been inadequate. Inspec­
tion requirements have now niade this more difficult. 

The easiest change for a butter factory patron to make 
is to shipping cream for fluid use. Many farmers whose 
dairy practice producesi:ream that meets city standards 
can make it in a day. More often, however, the change 
is made by the butter factory as a unit rather than the in-
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dividual patron, and this may involve some form of grad­
ing and selecting the cream. This development has 
gone far in some territory, many butter factories having 
found outlets for cream a little more profitable than con­
verting it into butter. This is clear from the fact that in 
recent years Boston has obtained cream from butter fac­
tories, producer association's plants, and other plants in 
the following states: New York, Ohio, Indiana, Michigan, 
Wisconsin, Illinois, Kentucky, Minnesota, Tennessee, 
Iowa, Missouri, and Kansas. A similar report could be 
made for almost any other large· Eastern city. Much of 
this cream compares favorably in quality with that from 
nearby sources. 

6. The combined differentials. The foregoing discus­
sion has outlined five factors that contribute to or offset 
differential~ between the prices of the three classes of milk: 
difference in transportation costs, difference in sanitation 
requirements, value of by-products, local bauling costs, 
and local competition for milk. Other minor factors might 
be named. If these could be measured and totals taken 
for any market, we would theit h;lve an accurate indicator 
of the differentials needed. Unfortunately scarcely one of 
them can really be m~ed: The transportation differ­
entials could be measured if One could exact! y locate the 
boundary of Zone I. Later discussion will show even more 
clearly that this is an uncertain band of territory instead of 
a line. However, it can in many cases be located with 
enough precision for the purpose in hand. The discussion 
of costs of meeting sanitation requirements pointed out that 
part of these might be expressed roughly in terms of an­
nual costs, but that these would not fit in a period of either 
rising or falling consumption. The actual test of the cost 
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of meeting these requirements at any time is to be found 
in the producers' responses. At what price differential will 
they shift to or keep on producing fluid milk, meeting the 
sanitation standards set up? This can be determined only 
by observation of their reactions. Something about the 
prospective reaction can be judged by past reactions; but 
the periods compared must be similar as to trends in con­
sumption, production, income, and related factors. 

A similar statement can be made for the two other 
factors: certain elements in each can be expressed in 
figures, but the figures will not always fit the particular 
situation. The best test is again the producers' responses. 
But how separate the producers' responses to these sepa­
rate factors? This cannot ordinarily be done. They must 
in most practical situations be treated as·a unit. Taking 
the producers as they are, with all of these factors intrud­
ing themselves at once, how do they respond-that is, shift 
to, or away from, fluid milk production as the total differ­
ential changes? The transportation differential is ordi­
narily best treated separately and measured as definitely 
as possible. • 

THE EFFECT ON PRICES OF DAILY RESERVE SUPPLIES 

The structure of prices within a milkshed as above out­
lined must be modified in several important particulars 
because of additional complicating circumstances. The 
most obvious of these is that milk distributors must buy 
more milk than they are likely to sell in anyone day. 
They can forecast only roughly the variations from day 
to day and from week day to Saturday, Sunday, and holi­
days, and must carry a reserve supply to be safe on this 
score. One reason for this is that changes in temperature 
and humidity from day to day affect milk consumption 
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apprttiably. The acmmp:myingchart fw New York City, 
prcpaml by H A. Ross, illustralcs these variations ftrJ 
dlcctiYCly. On the supply sick, a spclI of. hot, dry days in 
summer, or severe mid and stonn in winter, may rcdua: 
production scriously so that it becomes nca:ssary ID sell the 
milk of man: fanners than avnrnooIy. The milk of. 
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enough fanners must be bought regularly ID provide 
enough Em bad days. Fmally, the salcs vary in an UDCCI'­

tain way from wagon ID wagon so that small.csu fCS must 
be loadcd on each wagon ID play safe. Il is cbcapcr ID do 
this than ID make a ..,.."".J nip. 

Some distributors O£ prodoca associarions haw: solval 
this difIicullJ in :::onsidcrabk meMncc by maiDtaining a 
planl OUI: on the edge of. Zone I which normaIly produces 
cream, cvapontul milk. chttsr, O£ butttr, bul which can 
diwn some O£ all of. ifs supply ID the city on a day's IIOliIx 
O£ lcss. The major variatioos indicatul by the chart can 
be anricipatul, and impending shorbgcs due ID special 
factors usually giw: a day O£ [wo of. warning. The diflicnlry 
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of wagon-to-wagon variation in sales has been met in 
SQ.me measure by exchange between wagons OI by sending 
out. special wagons to senre as local traveling reserve depots 
for given sections of the city. But in spite of what has been 
done, dealers still find it necessary to buy considerable 
reserve milk to meet the foregoing contingencies. For 
Milwaukee, for example, this resenre ranged from 13 to 
19 per cent of the daily average consumption for the years 
IfPI'>-JO: The distributors commonly convert to cream 
whatever of this reserve is not used on any day, this being 
one of the principal sources of their cream supply. 

The point most to be noted about this reserve supply of 
fluid milk is that it is transported at fluid milk rates, but 
sold to consumers as a Class IT or Class m product. This 
has the effect of extending Zone I far enough to provide 
this extra· supply, which increases the maximum freight 
cost and the differential between Class I and Class IT 
prices. If a 15 per cent reserve supply were allowed in 
the situation presented in the diagrams above, Zone I 
would be extended about twdve miles, the transportation 
cost to the margin of Zone I would be increased from 
50 to 53 cents, and the price of fluid milk at A from 
$:z.oo to $2.03. To insure the market of having enough 
cream when the milk zone is at its widest, the cream zone 
would need to be extended about ten miles, thus adding 
only 0.3 cents to the delivered cream price in the city. The 
differential between Class I and Class 11 prices at A would 
therefore be increased from $0+1 to $0467. It is to be noted 
that except for the difference in costs of transporting milk 
and cream, this increase in differential due to the need for 
daily reserves would not arise. It is therefore not an m-

·w. P. -. Wu-..;. ~ Ezpni __ Re...,.j 

lbJkti. "J. P. 56. 
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dependent cause of class-price differentials. Perhaps it 
should be added that more producers need, for the same 
reason, to be prepared for inspection, and that this adds to 
the total cost of Class I milk to the city; but it does not 
widen the class-price differentials except as indicated. 

The distributors buying on a _Hat-price basis make up 
what they lose from selling this reserve as cream instead 
of milk out of wider margins on their fluid milk, part of 
which is ordinarily added to the retail-price of fluid milk, 
and part of which comes out of the producers' prices. 
Under a classified price system, the distributors usually 
pay the Class I price for only the fluid milk which is 
actually retailed as fluid milk as determined by their sales 
at the end of the month. Retail distributors, however, 
commonly take much wider margins upon cream than 
upon milk, probably enQugh to offset considerably the 
fluid milk price paid for part of it, although of course the 
expenses of retailing cream may -be such as to leave little 
or no profit even at the high ·m¥gins. 

All the producers in the twdve.-mile eXtension of Zone I 
would be shipping fluiq milk regularly and hence would 
be subject to the additional differentials due to sanitation 
requirements, loss of skim milk, additional local hauling 
charges, and the like. 

If, in place of the regular 15 per cent reserve, some of 
the distributors maintain emergency plants, as above noted, 
lit certain points in the milkshed (normally near the 
boundary between Zone I and Zone II), the effects are 
somewhat different. If, as in practice in some markets, 
the health authorities consider that emergency conditions 
warrant relaxing inspection standards for the time being, 
the only additional costs involved are for a slightly longer 
haul. But if the farms are equipped to meet the city's 
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sanitation standards when the emergency arises and are 
able to stand inspection at any time, certain additional 
fixed expenses, borne the year around, will be involved. 
Somehow or other, sometime during the year, the pro­
ducer in question will need to be compensated for these 
expenses. The same must be said for certain other items, 
such as the extra attention given to the cows and to the 
milk while it is actually being shipped as fluid milk; per­
haps also for some extra local hauling. Normally, all the 
fixed and the special emergency expenses are met by 
higher payments to the producers delivering to such 
plants, these being passed on· to the consumers in higher 
margins. This is surely better hom both a producer's and 
a consumer's point of view than having the plant ship 
fluid milk the year round and sell it as cream except dur­
ing the emergency period. Two types of expenses are 
saved thereby, the extra height hom haulingilie product 
as fluid milk during other than emergency periods, and 
the extra daily care of cows and milk necessary to meet 
city standards during other than emergency periods. This 
latter may not be very important once the dairy farmers 

. in the community have formed the habit of producing 
good milk. . 

THE EFFECT OF ARBITRARY DIFFERENTIALS 

At this point in the analysis, it will be well to introduce 
a discussion of the effect on the price and structure rela­
tions outlined earlier of imposing differentials between 
Class I, Class 11, and Class III prices, by arbitrary means 
or otherwise, greater than those accounted for by difference 
in transportation costs and the other four factors named 
above, or the producers' prevailing combined estimate of 
these factors. Let us suppose for illustration that the Class 1 
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price was raised to $2.08, the Class II price remaining the 
same. Then, a producer 240 miles out who shipped 
milk would get $14\ per hundredweight ($2.~$o.60) 
lit the assumed transportation rates. Then, all the cream 
shippers within this distance would appear to profit by 
shipping milk, and if the 12.08 price were to stand for 
a little while, much of the dairy output inside the 200 to 
240 mile zone would presently be shipped as fluid milk. 

Now if population growth or increased per capita use 
of milk had brought about the price increase to $2.08, then 
all the extra milk in the 200 to 240 mile zone would find 
consumers and all the producers inside the 24o-mile zone 
would g;rin at this price. Or if the increase to 12.08 had 
accompanied an equal increase of this amount in the costs 
borne by the shipper, such as might be due to an increase 
in transportation rates, or to imposing additional sanitary 
requirements on the city milk supply, then also the new 
price would stand and the boundaries of Zone I would 
not be affected. 

One must remember in this -connection that the area 
represented by a ten-mile zone gets rapidly larger outward 
from the market. The 200 to 2io mile zone, assuming 
the same density of production as in Zone A, would in­
crease the fluid milk supply by II per cent; the 200 to 240 
mile zone, by 44 per cent. 

Suppose, on the contrary, that the price has been raised 
to $2.08 simply by agreement between milk shippers and 
dealers, without an increase in consumption or costs to 
support. it. Then if all the cream shippers shift to fluid 
milk, there will be much fluid milk loose in the market, 
worth only what it will sell for as cream, that is, 11.56 per 
hundredweight. The usual outcome will be that some of 
the dealers will sell their surplus of fluid milk at less than 
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$2.08 and thus restore the price to $2.00, and the supply to 
its former amount. 

H, however, the agreement of qealers and producers 
is held firm by imposing some pooling arrangement upon 
the market, and all ar~ mad~ to shar~ equally in fluid 
milk sa/es, nearby producers along with the 200 to 240 
mile zone shippers, the net returns to fluid milk shippers 
will consist of two parts, about two-thirds paid for at 
$2.08 less fluid milk transportation costs, and about onc­
third at $1.56, also less fluid milk transportatio.n costs. 
They will gain 8 cents per hundredweight on the two-' 
thirds, but lose more heavily on the one-third. The dia­
grams on page ISo compare the prices and returns by 
4o-mile zones on the $2.00 basis, with all milk within the 
2OO-mile radius shipped and sold as fluid milk and that 
in the 200 to 240 mile zone shipped and sold as cream 
(Case No. I), with the prices and returns under the $2.08 
price and all milk within the 24o-mile radius shipped as 
fluid milk, but one-third of it sold as cream (Case No. 2). 
It is obvious that the producers in Zone I would not be 
satisfied with these lower prices. But as soon as enough 
producers in the 200 to 240 mile zone got to shipping milk 
to bring the blended price below what they could get by 
shipping cream, some of them would normally begin 
shipping cream again and reduce the supply of fluid milk 
to a point where it would pay the rest to keep on shipping 
fluid milk. A surplus of about 12 pez: cent sold after reach­
ing the market at $1.56 as fluid cream would give all the 
fluid milk shipped an average or blended price of $2.025, 
which is enough to offset the added freight for the nearest 
ten miles of the 200 to 240 mile zone, which would pro­
duce approximately this. amount of milk. Thus a new 
equilibrium would be established, as a result of the artificial 
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CoMPARISON OF FLUID M" .... PUCES AND RETuaNs UND ... 
Two SED OP CoNDmONS· 

Case I 

(Volume, price, and income by 4o-mi1e ZODes with 8uid milk at 
$2.00 supplied within the 2oo-mi1e zone, aeam at $',56 supplied 
within the 200-240 mile ZODe, and butteI at $',5' supplied outside 
the 24o-mile zone) 

(Volume, blended prices, and income by 4o-mi1e ZODes with 8uid 
milk at $2.08, DO incrrase in 8uid milk consumption, and 8uid 
milk shipped from the 24o-mi1e boundary, 3' pet ceDt of it--+4 
out of '44 pet cent ........ roughly one-tbinI, being sold as aeam) 

• 'J'he TOlumcs may be coosidcrcd as bUDdn:dwcighb in thOllsands. me iD­
coma .. 1Il00 ....... of dollars. The baulliJg diotaoccs are !he ..... bee-Iioe 
disw>oco to .-y poiDt iD !he 4o-milc...... \0 .... scamcI cIiagQm, .... 
$>.08 price is woighlal 100 aod .... S'.56 price 44. 
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price increase for fluid milk, with the boundary of Zone I 
at 250 miles. The extra 2.5 cents would be added to the 
price of all shippers within the 200-mile boundary, and net 
prices starting at 2.5 cents and declining to zero at 250 miles 
would be added to the income of those just outside the 
zoo-mile boundary.· 

This analysis assumes that the rise in price would not 
decrease consumption or increase production. If it did, 
the new equilibrium point would be something under 
$2.025 and 250 miles. Whatever was left above the original 
$2.00 would be monopoly gain to the producers resulting 
from their agreement with the dealers, which would cost 
the consumers the full 8 cents per hundredweight, except 
as this amount might be shaded by the effects of decr~ed 
consumption and increased production. From the stand­
point of the community as a whole, this procedure would 
be wasteful since it would involve paying extra freight 
upon 12 per cent more fluid milk than was consumed. 

The monopolistic effort might not stop with merely 
raising prices. It might extend, by means of various devices 
which will be discussed later, to preventing any producers 
outside of Zone I from shipping their product as fluid milk. 
In this case, the producers in Zone I would get the full 
8-cent gain, except as it was cut down by lessened con­
sumption and increased production within the zone, which 
effects might presently amount to as much as 2 or 3 cents. 
In this case, there would be no wasteful shipping of fluid 
milk from Zone 11. We shall see later how in practice such 
control of supply was achieved in noticeable degree in 
important milk markets, especially in the East, and did 
have such effects on prices. 

8 In practice. many of the new milk. shippers would continue shipping milk 
at a loss, waiting for othen to change back. and the 8uid milk market would 
be disturbed for a long period. 



CHAPTER. vu 

SEM!ONAL VARIATIONS AND ADJUSTMENTS 

The majo£ adapcorioos cl the systaD cl price ~ 
ships ckscribcd in the last chapter arise &om seasonal varia­
tion in the supply clBuid milk and a ksscr vasooal varia­
tion in CDD.SIIIDptioo. as a n:sult cl which many IIl(ft dairy 
£arms an: needed to furnish a city's Buid milk supply in 
the hll and winter than in the spring and SUIJ1IIIa". The 
city's lqlUI.ar milkslw:d tc:nds toinclnde all the: dairy herds 
which an: needed at the sc:ason of bn:st produaioo. The: 
acc:ss milk from thac: hc:rds at other vasons cl the year is 
popularly c:alkd -surplus.. - This term, how CiU, is gm­
c:raIly awidc:d in the discussion following bo::rusc: it oon­
aaIs much cooEusioo cl ideas. 

TJIB PIIOlILEI OF SJtASOIIAL V AlUATIO. 

The: va!Oll!lJ nriatioo in milk production arises &om 
the fact that cows invariably iom:asc: their milk flow whm 
turned out to grass in May and June: in the N<nhun sblCS 

and at a ...... what c:arlic:r date in the middle: slates. The: 
milk flow cm be: brgdy Je.dcd down during thac: _rh. by baYing a ... fIiCimt &action cl the had dry, m 
almost dry, at IhD ....... and freshming in July, Augost, 
and Sc:ptc:mbc:r; bot IhD is a ...... wbat msdy practicr, the 
gains from the large spring flow OIl grass being £aegooc:.. 
Also, DO time: muld be: man: unfawnble: fur f=hc:ning 
milk ann than during the heat and By-timc: of July and 
August, and cl ScWmbc:r bnbc:r south.. Cows Eu:sbwcd 
in the fall, faI grain and pvrnlc:or ~ -=la as w.,lage 
during winter and c:arly spring, and turned out to grass in 

IBz 
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May, will produce more milk in a year than those freshen­
ing in early spring and getting most of their production 
ration from pasture; but their feed will cost more and call 
for more labor, although at a time of year when farm 
work is not pressing. 

The extent of the variation, from 36 to :rJ per cent above 
the average in June-July to 20 per cent below it in Decem­
ber for the United States as a whole, is indicated in the ac­
companying table.1 The three lowest months are Decem--

INDEXIIS OP AVEaAGB SEASONAL V AUA110N IN UNITED STATES Mn.1r. 
PaoUCT1ON, 1925-29 

(Average of 1925'29 = 100) 

Productioo Number 
Month c:.. 01 Co ... 

Milked 

~anuary_ •..••.••.••••••••••• 86 94 
ebruary .....•.............. 89 93 

March ...................... 94 94 tJ:il ........................ 101 97 
y- .•.......•.•...•••.... -. 110 103 

June ........................ 125 108 
July. _ ....•...........•..... 125 110 
August .. .................... 109 107 
September ................... 98 103 
October ...............•..... 91 lOO 
November ................... 87 97 
December ........•.......••• 85 95 

• Tho product of the two ind ..... 

Production-

80 - 83 
89 
98 

113 
136 
137 
116 
101 
91 
84 
80 

ber-February; the six lowest months, October-March. The 
low month in production per cow is December; in num­
ber of cows milked, February. PrOduction per cow is a 
much larger factor in seasonal variation than is number of 

t These data. on seasonal variations are based OD the Bweau of Agricultural 
Economics (Dairy Statistics Committee) S"","'tIIY 01 D";,, SHIIistin. The dara 
OD number of cows milked aod production per cow are for • sample consisting: 
of the fanns of the CI'Op co~ ... which ..., larger and be ... dim .... 
average farms. 
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cows milked. Production per cow increases more rapidly 
in the spring and falls off much more rapidly in August 
than does the number of cows milked. With the dry pas­
tures, the heat, and the flies of late summer, even the cows 
freshening in the spring shrink in milk flow rapidly. 

The advantages of spring freshening differ by areas. In 
the extreme Northern states where little grain of any kind, 
especially corn, is grown, and most of the forage is hay, 
fall freshening imd winter production are considerably 
more expensive. Pastures here are 31so Ilkely to be at least 
fair in July and August, especially in the East. As one 
goes south, grain is more readily grown, especially corn for 
silage, and summer pastures become poorer; hence the 
advantage of spring freshening is less! Apparently, in the 
South the most favorable time is when the annual pasture 
crops first become available. 

The variations in consumption by seasons indicated on 
the chart on page 174 for New.York may be taken as 
typical of most markets. For 1919-24, the range was from 
97.5 per cent of the average in January to 102.7 per cent 

J Attempts to compare the costs of milk production by scasGns commonly 
produce results that exaggerate the differences. To charge the expenditurCl of 
each month to me milk produced in that month. as is frequently done in such 
computations, makes the winter production in mostly spring freshening herds 
stand the maintenance of the cows which an:: dry or nearly dry in the winter, 
gives the pasture feeding the benefit of a high ratio of production ration ID 

maintenance ration in spring and summer. and hence greatly overstates the 
differences. If Jabor costs arc included, these arc frequently charged at the same 
rate iD winter as in summer, even though this labar might be largely idle OD 

many farm. if it did not have a herd of cattle to care for. One propel' basis of 
such comparisons is the average annual expenditure: upon whole herds of cows 
freshening wholly or mostly in the spring as against herds freshening JnOJtly 
or wholly at other seasons, this being expressed on a hundredweight of milk basis. 
Another valid procedure is to separate the production from the main~DaDCe 
ration. charging the former to the milk produced in the same month .nd the 
latter u an annual average rate per hundredweight of milk. The summer milk 
COlts thus. obtained will include a proper share of the carrying of the dry or 
nearly dry cows during winter. 



SEASONAL VARIATIONS 185 

in March. The high summer consumption of many mar­
kets is reduced conspicuously in July and August by vaca­
tions and summer camping. 

With fluid milk consumption ranging only 5 per cent 
and production 57 per cent, a large seasonal surplus is left 
for use in butter, cheese, and evaporated milk. The sea­
sonal range in production of. creamery butter in 1921-29 
was 'JO per cent; of cheese, 14 per cent; and of evaporated 
milk, 88 per cent. February is low month for butter pro­
duction, December for cheese, and November for evapo­
rated milk. The accompanying seasonal ranges in prices 
were as follows: butter (New Yark 92 score), 17.3 per 
cent; cheese (Wisconsin Cheese Exchange, Twins), 18.0 
per cent; milk bought by condenseries, 16.6 per cent. 
The range in price of milk retailed by distributors was 
3.0 per cent in the same period. 

The effect of these seasonal changes on fluid milk mar­
keting is obvious. If a city needing a 50-mile- zone for its 
fluid milk supply were set down in the midst of an average 
butter producing area, all the milk needed would be pro­
duced within a radius of 60 miles of the city in November 
and of 41 miles in June. In an average cheese area, the 
range would be £ro~ 64 miles in December to 40 miles 
in June. 

Granted fully competitive conditions and an easily shift­
ing supply, the price of milk would rise in the fall and 
winter for two reasons: one the greater transportation 
cost to the more distant boundary, and the other the higher 
price of butter and cheese in these months. The trans­
portation factor alone would change the price in the illus­
tration by about 5 cents per hundredweight in the butter 
area, and about 6 cents in the cheese area." The accom-

'Based OD nilroad rates in these areas. 
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panying t:aDge in butter priers cquaIs about 25 ants pa 
hundmlwcigbt wiIh bOna about 30-35 cmts pa pound. 
MOiwia. assuming the same sanirariou sI:mdards £or an 
milk. a mosidcrably Jarga nomba of barns and herds 
would need to be kept ~y £0.- insprcrioo. and the: miI1 
would need c:m:a hauling and spccial care while: being 
shipped to the city. Undc:r full mmpc' i. ion. the: c:ma ex­
pcusa thuscausal would laid mostly to be anributtd to the: 
period of short production. Dairy wmos would CCISOD 

that if it wae not £0.- shipping miI1 to the: city dwing 
these kw months they cooId save: this c:ma apcnse and 
IrOubL; and would insist upon gdling mough c:ma £or 
their miI1 dwing this period to compm.satc them cutirdy. 
'The: sum total of c:m:a apcnsrs and aItcmarivc: msts built 
up out of the: fOi~ iIans is RHDLwbat fonnidable:; and 
in an carIiI:r period was in comidc:rable: pan .e8J • tcd in 
scasooaI variations in wholesale miI1 prias. 'The: average 
wholc:sale: pUtt in New York dwing 1914 nric:d from 
2.7 ants pa quart in May to 4-2 ants in Novmilicr and 
Dnnnbcr. w a change: of ova 35 pa anL 

W"1Ih n:Iail pricrs varying only s1igbdy and buying 
priers varying IIlIICh. dUtributors took losses OD their miI1 
in the: months of short supply. and made: up the: dilIamtt 
in other months "They did not 1i1C to dcd wiIh a fR­
qucntly changing rmiI price:. and also c:arly came: to the: 
mncIusion that frcquc:ot pUtt chaoga distmbcd OlD­

puoprinn unwidy. But nc:itha did they like: taking losses 
31 times. and Jama, they stnm: to pm the: unifonn pricrs 
back OD to the prodUCCIS. To the: c:Dml that they PIC­

ccakd. they took away the: price: incmriw: to more CftIl 

production. 
Certain olhming trndc,. in, howciu, appear 00 the 

produaioo side:. 'The: signifiantly higher priers .u:civaJ 
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close in to cities commonly lead to a higher degree of 
specialization in milk production in a belt just outside 
the fresh vegetable and small fruit belt, and frcquendy 
overlapping it in part. These farms rdy on purchased 
feeds in large part, which are as cheap in winter as .in 
summer. Also, many of these large producers, especially 
in the South and East, and around the smaller cities, under· 
take to distribute their own milk, if not at retail, then at 
wholesale to hotels, restaurants, stores, de. Such distribu. 
tion calls for nearly uniform production over the year. 
These producers can buy from their neighbors or arrange 
other temporary sources during some of the time; but 
cannot be sure of quality if they d()-9D.d many producer. 
distributors make quality a special sdling point. In fact, 
many of them are producers of certified or Grade A milk, 
or of Jersey, Guernsey, or other high-testing milk. 

The combined effect of the foregoing devdopments has 
been a considerable modification of the structure of dairy 
production in Zone L Production practices have come 
to differ considerably at various distances from the city; 
also the amount of seasonal variation has been appreciably 
reduced, especially near in to the city-and with it the 
radius of Zone I in the season of slack production.. 

A further devdopment, most intensive since the World 
War, contributed the next step in dealing with the sea.­
sonal problem; namdy, the rise of co-operative associations 
of milk producers. These found it very hard to deal widI 
members whose milk was shipped to the city only part 
of die year. Some associations tried to exclude die irregular . 
shippers from membership. but in die end always took 
diem in to stop dIeir undersdling. The associations dIus 
found dIemsdves during most of die year widI a consider· 
ably larger supply of milk dIan dIey could sdi as 8uid 
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herds and equipment that mm: inspection. This changes 
somewhat the diIIcrcntials between the two zones since 
producas in both must meet the same in.spcction, and 
since the fixed cosu involved arc distributed over a shorter 
period in Zone l-b. In dfeer. it brings within Zone l-a 
a fringe of producers &om just outside, these being the 
producers who can lower their sanitation cosu per hun­
dredweight by shipping twdve months instead of less, by 
more than enough to offset the transportation rosn.' In 
practice, however, many of the producas in l-b wbo have 
equipped their farms to meet inspection and have learned 
the habit of producing good miIk, have wanted to ship 
milk the year round and have been inclined to ignore the 
spmaI cosu involved, and the dealers have been 
always n:ady to take advantage of such opportunities. & 
a rault the imposition of sanitation mpIimDatts has in 
dfca furnished an additional incmrive to the nearby pr0-
ducers to c.-ganizc a . 

The m-opcrarive which is set up in such a situation needs 
mady as a matter of good management to work out a 
plan of paJIDCIII: for milk that Ioton:s, in large measure 
if not aItogtthcr, the price idarionships that existed bcfc.-c 
the dealers began using outside milk as a tmlporary dub to 
beat down prices of nearby milk. Such would 
produa: a price patlan like that indicated by the diagram 
OD pagt: J6o, IOOdi6cd to include Zones l-a and I-b. Instad, 
most of the m-opcrarivcs have been mainly concerned with 

'n.. if 6..t =. . CDIIIIi WItR 12 cam pcI' ... a .......... _...,........ • ,cil ............ ___ ci ... 
,.... ...... __ ............ _ ......... ' ...... CD<d, 
q ""w .. ' £ - eDIt of a.e ..... af a CIIS pe!' __ • --m _ 
a..p.W,if ............. __ ci .... ,.... • 

• 'I1IIe .aI far I*.U" [ c a day ID tbr n::ICI'W! ...., of .. _ Zc.:s .... "'I .. ......... __ ... -.,;, __ 
- , _ ... -eeI 
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the level of the general price negotiated with the dealers, 
and have not troubled to adjust returns carefully as be­
tween members. In fact, in the smaller markets, a simple 
pool has usually been set up in which nearby and outlying 
producers have shared equally in the seasonal surplus. If 
part of the nearby producers have not received as much as 
before, as has actually happened at times, in spite of a 
general price increase obtained, they have been comforted 
with the thought that a further price increase would pres­
ently be obtained. But the usual outcome has been an 
increasing amount of outlying milk to shut out competing 
sources of supply, and still greater sharing of the surplus. 
Base-rating systems can be worked out in such a way as to 
differentiate equitably between near and distant producers; 
but seldom has this been done. 

In allocating returns to producers in a milksbed, it now 
appears that three principles of differentiation are involved 
which must in some way be reconciled in application. One 
is the zoning or distance principle just discussed, which 
gives fust position in the fluid milk market to the nearby 
producers, and position to others in proportion to distance 
and according to the varying needs of the market for their 
milk. The second is the seasonal differential principle 
discussed in the last chapter, which gives higher average 
returns to the producer with the more regular milk sup­
ply, since he is furnishing a higher proportion of his milk 
in the seasons when prices are normally higher. The 
third principle recognizes the fixed nature of part of the 
costs involved in producing acceptable fluid milk, and the 
need for compensating a producer for this factor, even 
though his milk may not be needed at all seasons. 

The base-rating plan can be made to fit all three of these 
principles. An extreme form of meeting the fust principle 
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would consist of leaving the producers in Zone l-a out of 
the rating plan, accepting all their milk at Class I prices 
except that needed for daily reserves, and giving bases 
in Zone l-b in the form of percentages of average produc­
tion declining outward from the market. This would, 
however, fail to recognize adequately that seasonal regu­
larity has economic value.in the market within I-a as well 
as within l-b. Some compromise of this faet with the 
seasonal principle therefore seems necessary and is surely 
feasible. This may take the form of decreasing the per­
centages of the base period production outward beginning 
at the market, or perhaps 10 or 15 miles out, in determin­
ing the individual producer ratings. At the outer bound­
ary of l-b these percentages need to be just high enough to 
induce a suflicient number of producers to meet the san­
itation standards-in a period of expanding consumption 
to bring them into the market; in a stationary period, to 
keep them in but to attract no new ones. 

The principal plan in present use for recognizing the 
distance principle is that of laying out the mjlksbed in 
zones &om the city outward and giving those in the 
inner zones relatively higher bases, or C1ass I prices higher 
by more than the transportation differential Also in some 
of the milk markets under license. the nearby producers 
are given somewhat higher bases. There has been, how­
eves, no clear recognition of the principles involved, and 
hence no real solution of the problem. Instead the price 
zones have been set up, or the special ratings granted, 
bceause the nearby producers have foreed the issue by 
breaking away &om the associations and making special 
arrangements with dealers that restored to them in part at 
least a return for their advantage of location. There has 
also been a tendency for small rival co-operatives to spring 
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up in the nearby texritory as well as farther out. The extent 
of the competition from non-membexs and independent 
dealexs, the extent to which special sources of supply are 
drawn upon in the fall and wintex, and the location of 
these sources, whethex near to market or well out in Zone 
I-b, will be important immediate considerations in adjust­
ing ratings to distance from market. Over a pexiod of years 
the objective should be a systematic rating plan aimed at 
securing the most economical distribution of production 
within the milkshed. 

The zone system, especially if the differentials between 
zones are in texms of base ratings, closely approximat~ a 
systematic treatment of the problem. Anothex such treat­
ment would be to give. the producexs in Zone I-a ratings 
equal to say 85 per cent of their avexage monthly produc­
tion (the 15 pex cent being for reserves against daily fluc­
tuations); the producexs at the outex ~dge of I-b ratings 
equal to 50 pex cent of their low-month production (this 
50 pex cent being estimated as compensation for keeping 
hexd and equipment ready for inspection);" and the pro­
ducexs between, various combinations of intexmediate 
percentages of avexage and low-month production. Thus 
producexs half-way out in Zone I-b might be given bases 
equal to 35 pex cent of their avexage production plus 35 
pe! cent of their low-month production. Of course, the 
differentials according to distance could also be handled 
as a discount from transportation charges, this becoming 
more nearer the city. This advantage of location, after all, 
really varies according to transportation costs. 

The method to be followed in any market will depend 
upon the special conditions prevailing. If some producexs 
well out in Zone I-a have a considexable range in seasonal 

• The peruntages needed would have to be delCrmincd by experience. 
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production, establishing ratings on low-month produc­
tion but. varying the percentages with distance might be 
preferable. In other situations, shading off the percent­
ages clear from the market outward, ignoring the distinc­
tion between Zones l-a and l-b, might work most satisfac­
torily. Producers whose shipments are nearly uniform 
throughout the year obtain about the same bases whether 
they are figured on average or low-month production. 
Those not fitting into this description are penalized by any 
system that uses low-month production as a base either in 
whole or in part within Zone l-a or beyond. 

The foregoing statement needs to be somewhat modified 
with arbitrarily high differentials between Class I and 
Class 11 prices. The increased supply of surplus milk thus 
attracted lowers the blended price, but not as much at the 
outset as the monopoly premium. As long as a net gain 
remains, the I-a producers share in it and can properly be 
asked to take some decrease in their ratings along with 
those inl-b; but not after their net gain vanishes. In prac­
tice, also, the new shippers from outside l-b frequendy will 
not give up selling to independent dealers unless given 
more favorable ratings than those of their neighbors just 
inside. Once these new shippers get this favorable rating, 
those just inside the old boundary demand higher ratings. 
After a very short time 'indeed, supplies of fluid milk are 
expanded to a point where the nearby producers are robbed 
of much if not all of their natural advantage of location. 

Thus does a co-operative movement undertaken to pre­
serve the interest of the nearby producers in their market 
eventuate in a scheme of prorating returns to members 
that takes away from them what they set out to get. It 
must be said, however, that with the co-operative wdl 
established,: they can get higher returns as non-members 
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than they were able to obtain before; but they must become 
non-members in order to get these returns. An important 
reason for this outcome is of course-that the outlying pro­
ducers are always the more numerous and outvote the 
near-in producers on matters of policy. 

Obviously a price policy which underpays the near-m 
producer and overpays the outlying producer has the effect 
of thinning out production near the market and hence of 
spreading out the milkshed, when concentration of pro­
duction near the market is highly to be desired from all 
points of view. Accordingly, a shift toward more equi­
table ratings is certain to be followed by expansion of 
'near-in production, which in turn will call for further 
enlargement of the bases in this territory. 

THE PRODVCER-DIS1;RIBVTOR PROBLEM 

The co-operatives and dealers in nearly all markets have 
always had to compete with the producer wp-o distributes 
his own milk. Compulsory pasteurization has been an 
effective weapon against them; but it is rapidly losing its 
efficacy because of the recent developments in small-unit 
pasteurizing machinery, and the disseminating of knowl­
edge of how to produce arid care for good milk. Today 
many of the producer-distributors are among the most 
skilled dairymen in their communities. Intensive dairy 
farming also lends itself to a rather large scale of produc­
tion. Since 1930, as explained in Chapter Ill, milk prices 
and wages have been such as to bring out many new 
producer-distributors. 

The early marketing agreements generally attempted to 
put the producer-distributors into equalization schemes 
that failed to allow adequately for any regularity in their 
production or for their location near the city. A vigorous 
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and proper protest followed. and large numbers have not 
yet made any payments into the equalization funds. Any 
producer-distributor who has leveled out his production to 
meet the demands of his customers cannot properly be 
asked to pay into an equalization fund, and this fact is now 
coming to be accepted. 

The case is not so simple for producer-distributors who 
have a seasonal surplus or deficit. On the principle of 
proximity to markets it may be aflinned that they have a 
right to Class I prices for whatever they produce at any 
time. Upon the seasonal principle they can be asked either 
to level out their production or to equalize returns on any 
seasonal surplus milk of their own producing or on any 
milk they buy which they sell at Class I prices. Some 
compromise between these two applications is likely to be 
most equitable. It might take the form of exempting them 
from equalization on everything up to their average pro­
duction for the year. This would make it impossible for a 
producer -ilistributor to gain during the first year by ex­
panding his Class I sales or 'production, since all sales 
above the delivered base would bC. equalized, and all new 
production would be allowed only the Class n or Class 
ill price. Any increase in sales or production during the 
year or base period would, however, help him to build up 
his base for the year following. This plan would there­
fore serve as a partial check on expansion. The present 
policy in federal milk licenses is in keeping with this 
analysis. 

Dealers in these markets, and likewise producer as­
sociations, generally refuse to take such a liberal attitude 
toward producer-distributors. They look upon them as a 
group that stands in the way of their raising prices to 
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proper levels. If the objective in milk marketing organi­
zation is solely that of raising prices, the position is well 
taken; but such an objective is valid only for the duration 
of the emergency, and any arrangement developed to sup­
port such an emergency objective must be abandoned when 
the emergency is over. Proposals to give producer-dis­
tributors fixed bases to prevent their further expansion of 
sales should be scrutinized carefully. In ordinary times 
any such expansion fairly attained is socially desirable and 
should not be checked, even though it may have been 
stimulated by raising Class I prices in a license. 

TRANSPORTATION PROBLEMS 

The evil effects of the system of pooling transportation 
costs followed in many smaller milksheds should now be 
apparent. Nothing could be devised better calculated to 
draw additional milk from outlying producers, to increase 
the excess over Class I sales, and to lower the blended price 
to producers. The same general effect is achieved in many 
larger markets by a system of hauling charges that favors 
the outlying producers. If private operators do the truck­
ing, they are interested in getting a full load without travel­
ing too far for it. They tend in general to contract addi­
tional milk from farther out at about the same rates as 
milk near to the market. To anyone of them, it is a matter 
of indifference whether he travels 60 miles radially out­
ward from a market and back, or the same distance cir­
cumferentially in large measure. 'Th,us producers 30 miles 
out may get as good rates as those 15 miles out. When the 
trucking is done by the distributors, Or controlled by them, 
the system of charges tends to approximate the same re­
sults. Co-operatives have been able to straighten out this 
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situation in some markets, but have commonly met strong 
resistance from non-members and some of the dealers and 
truckers. 

The question constantly arises as to whether dealers or 
producers should enjoy the benefit from reduced costs in 
case milk is shipped in glass-lined tank cars. Since the 
dealers usually take the initiative in the matter, they usu­
ally assume that the savings belong to them. This, 
however, is only in part true, and presumably. there needs 
to be some sharing of savings. In many situations a 
reason for this sharing is that only longer hauls to local 
receiving plants, at the expense of the producers, make 
tank<ar volume possible. 

When not needed as a daily reserve against lluctuations, 
excess milk transported to a city represents a serious ec0-

nomic waste. If the cost of transporting it as milk is 
charged against the outlying producers and they are paid 
Class 11 or Class ill prices for it, their net returns may be 
very low . Yet this is the system followed in many markets. 
In territory where no other outlets are available, frequently 
in the East and South, the producers may keep their Class 
11 and Class ill milk at home or make it into butter or 
even feed it to calves. This is one of the ways in which 
milk receipts are leveled out seasonally. It also tends to 
keep more outlying producers from shipping milk. 

In other markets, milk later converted into cream is 
charged only cream transportation charges. In this case, 
the whole producer group stands the loss on its transpor­
tation, and shipping by outlying producers is somewhat 
subsidized. 

SURPLUS DISPOSAL PLANTS 

Surplus disposal plants located in outer reaches of a 
milksbed may help solve many diflicult problems of base 
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ratings, equalization of returns, and adjustment of trans­
portation charges. But a producer association or a dealer 
can scaredy afford to operate such plants only part of the 
year. They must. have enough volume for economical 
operation after the city is supplied with fresh milk during 
the slack season. Onc or two large plants located near 
the outer edge of the milkshed in a region of intense dairy 
farming will take care of the situation for any middle-: 
sized city; but a system of plants forming more or less of 
a ring around the milkshed, as in the Twin Cities market 
area, has much to be said in its favor. Locating such plants 
within the city itsdf alfords little or no savings in trans­
portation costs, but may be advantageous in very small 
markets. 

Some co-operatives maintain such plants in large 
markets mady as a means of handling the excess milk of 
their members instead of letting the distributors do so. If 
this enables the distributors to dispense entirely with all 
processing except pasteurization, it may wdl offer some of 
the usual advantages of large-scale unified operation. In 
practice, such plants are likdy to duplicate existing facil­
ities, and their record of accomplishment is spotted. 

Operating surplus disposal plants always raises issues of 
allocation of base ratings and equalization of returns. If 
Class I prices are kept in competitive relation to Class II 
and Class III prices, as they have nearly always been in the 
Twin Cities market, the "et prices received by producers 
ddivering to a country creamery, a.cheese factory, or a con­
densery operated by the co-operative should be better than 
the net prices these members would get if they shipped 
milk to the city and paid transportation costs. They will 
not be as good as the net prices obtained by near-in pro­
ducers shipping milk; but there is no way that they· can 
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honestly be made as good beeause of the difference in 
location. The members of the Twin Cities Association 
rather generally understand this situation; but in other 
milksheds those delivering to the surplus plants are likely 
to have certain delusions about the superiority of Class I 
prices, and their right to share in them, which trace to a 
widely held conception of co-operatives as set up for the 
purpose of getting monopoly Class I prices. Where such 
monopoly prices do prevail, the outlying members may 
indeed be warranted in their contentions. But maintain­
ing a system of surplus plants is almost incompatible with 
monopoly milk prices. Finally, arranging bases between 
producers in such a way as to distinguish between them 
according to distance from market, as explained above, 
will entirely take care of this problem. 

BASE ILlTINGS 01' CREAM SHIPPERS 

The sudden institution of base ratings and equalization 
plans in milk markets produced many disruptions in 
established methods of operation. Some of these disrup­
tions were the results of mistakes in the arrangements 
hastily laid down in the licenses .. An excellent example 
is the dc:nial of ratings to cream shippers in some of the 
Eastern markets where; they really are reserve sources of 
supply for fresh milk and may be called upon to supply 
milk instead of cream for a few weeks in occasional 
years. No doubt some of these should have been allowed 
to continue shipping cream except when milk was needed 
instead, and should have been given base ratings of the 
sort appropriate for producers on the outer rim of the 
milkshed. 1 

A more serious disturbance arose from the application 
of the equalization plan to the situation. Dealers with a 
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good many such cream shippers commonly found them­
selves with low total producers' ba~ in proportion to 
their Class I sales, and hence with payments due the 
equalization fund. By converting cream shippers into milk 
shippers the dealers have been able to secure base ratings 
for them and thus greatly reduce if not entirely eliminate 
their payments into the equalization fund. Not only has 
an economic loss from useless hauling of milk ensued, but 
the dairymen have been obliged to change the whole or­
ganization of their farm enterprisci since they no longer 
have skim milk with which to rear heifers for replace­
ments on their own farms or those of neighboring dairy 
areas. Systems of base ratings including Class I and Class 
II milk as now being developed do not meet this situation. 

THE OPERATING CO-O'PERATIVE 

This term is commonly used to designate !he producer 
associations which distrioute the milk of their members. 
Such enterprise has increased a little since 1930, partly 
because of the distorted price and wage relations since 
then, and partly because state control activities have stimu­
lated a good deal of new organization activity which has 
mostly taken the form of small, loosely set up organiza­
tions within milksheds already organized. Some of these 
organizations have stressed distributing milk instead of 
merely bargaining for its sale. 

The conventional point of view among experienced 
producer association managers is that the distributing co­
operative has a small place in the. sun. In most milk 
markets, anyone distributor has great difficulty in ex­
panding his business beyond a third, or at most a half of 
the market. A co-operative would encounter the same 
difficulty-in fact the Cincinnati producers' association has 



27f) THE DAIRY INDUSTRY AND THE AAA 

already encountered it. Most association officials consider 
the control of 90 per cent or more of the milk in a market: 
far more imponant than any gains they might make from 
distributing the milk of one~ of the producers. 

This line of reasoning, however, does 1Wt suJIicc £or all 
sitUations. There are groups of producers in some market: 
areas who because of the type and quality of their product 
or of their particular location within the mi1kshed, or 
because of deficiencies in the plan-of operation of existiog 
co-operatives, C!Il benefit themselves by organizing to dis­
tribute their own milk, if they can obIain compCI:CDt 
management. Experience thus far indicates, however, that 
a majority of them will either &il, or just manage to sur­
vive; fur lack Of able personnel 

To the large associations seeking for unified control of 
a market, the pn:scnce of these small operating co-opcra­
tives is likdy to prove annoying; but the milksbed and 
the market: may neverthdess be the better fur having 
them. But whether they are a force for good or evil in 
a market, they constitute a problem fur any price control 
agcn~ problem that has much in common with that 
of the producer~tor. The principal difficulty is that 
such organizations are in a position to undendl in the 
wholesale and retail market: and to pass these lower prices 
on to their members in lower prico-their members being 
willing to accept lower prices in order to increase the pro­
portion of Huid milk sales, at lcut: fur the time being. 
They may, on the other hand, sell at the regular prices but 
return higher prices to their producers as a result of more 
ellicient handling and distribution. One cannot logically 
object to such a devdopment; but neverthdess it proves 
irritating to the big producer associations and contracting 
dealers. The operating co-operatives may also both under-
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sell and make higher returns under such circumstances. 
Here again no legitimate objection can be raised so long 
as one accepts the general principles upon which modern 
competitive economic society is based; but those who 
believe in fixed uniferm prices in place of competition 
can logically object. 

Under most of the present base-rating and equalization 
plans, operating co-operatives may increase their produc­
tion in the base period and hence their rating for the fol­
lowing year, and if they can increase their Class I sales in 
proportion their equalization payments will not be af­
fected. They thus have the possibility of increasing their 
importance in the market just as have producer-distrib­
utors, and if resale prices are not fixed they may be tempted 
to cut prices in order to expand their outlet. The large' 
producer association is likely to ask for fixed bases for the 
operating co-operatives under such circumstances; or some 
other equally restrictive device. The solution of this 
problem depends entirely upon the assumptions and ob­
jective. Restrictions may be warranted if the objective is. 
the emergency one of raising prices of fluid milk toward 
parity, without regard to prices of competing dairy prod- . 
uets, or if it is assumed that competing for business by 
lowering prices is undesirable even in normal times; but 
not otherwise. 

BUTTERFAT DIFFERENTIALS 

Producer price schedules need to provide for differences 
in the percentage of butterfat in milk delivered, ordinarily 
expressed as above or below a standard such as 3·7 per 
cent. At 30 cents per pound of butter, one-tenth of a per 
cent (equal to one-tenth of a pound in a hundredweight) 
of butterfat in milk is worth a little over 3 cents for butter-
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making purposes. Its Yalue in cream would be: a trifle 
more than in butter. The majority of the price scheduIcs 
in licenses assume that it is worth this much O£ slightly 
more in fluid milk. the differentials commonly allowed 
ranging from 3 to 4 cents for each additional tenth. At the 
other tibCJDt> some price schedules have placed its Yalue 
in Huid milk at 5 or 6 cents, obtained by dividing the price 
of the fluid milk by the tenths of pounds of buttofat in it; 
but this method of analysis is specious, since it assumes 
that it is only the butterfat in fresh daily delivered milk 
that has any value. According to a rational analysis. the 
Yalue of butterfat in Iluid milk depends upon the prefer­
ence of the consumers for higber testing milk. and the 
scarcity in the area of butterfat as distinguished from 
milk. which may be: a very red scarcity inarcas wbcrc_ 
of the cattle are low-testing Holstcins and the C05I: of keep­
ing the t~ up to requin:ments is considerable. Probably 
no method of analysis can be: devised that will determine 
this Yalue. It surely will vary greatly by markets.. Cut­
and-try procedures will have to be followed for the _ 
part. With butterfat at 30 cents a pound, a differential of 
4 cents per tenth is a good onc to start with-only if the 
milk coming to market begins to contain more buttc:rfat 
than the consumers arc willing to pay foe at this rate will 
it need to be IowCicd. There arc dc6nite advantaga in 
putting the differential upon a sliding~ basis so that 
it will change with butterfat .prices. 

JIlI.It POR SPECIAl. USES 

Much of the time of local milk adminismators and AAA 
workers has been taken up with adjWbnents foe diffClmt 
types, grades, and classes of milk fO£ different wo. Prias 
for certified milk. "Guernsey" milk. and omer sp«ial 
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types of milk~en for Grade A milk-in many cases 
have been omitted on the assumption ,that they would 
establish by themselves a proper relation to prices of family 
or Grade B milk; and this has usually happened. The 
dilliculties have centered around milk for special com­
mercial uses, and relief milk. 

Milk for such commercial uses as in bakeries and ice­
cream plantS should be sold for enough more than it would 
net the producers in Class II or Class III uses to pay the 
extra cost of transporting it to the city as B.uid milk rather 
than as cream or butter. One should not expect the prO. 
ducers to sacrifice more valuable alternatives in order to 
provide milk for such uses. If, however, the milk is being 
shipped regularly to the market anyway and then con­
verted into cream and butter, anything that can be ob­
tained for it above cream and butter prices" in the city is 
clear gain. Of course no producers' association should be 
in the. position of shipping such milk to market except to 
the extent needed for the day-to-day reserve supply. 

Much controversy haS developed over the price of relief 
milk. Positions taken have ranged all the way from the 
standard retail schedule for consumers to Class 11 prices to 
producers plus out-of-pocket or special costs of city de-. 
livery. As to prices to producers, the answer is the same as 
for milk for commercial uses, except for one important 
further consideration; namely, the relation of the relief 
sale of milk to regular sales. If, as has been observed in 
some markets, consumption of milk by those on relief 
falls off a half or more when milk as such is no longer 
furnished free, then at least half of the relief milk is in 
addition to what otherwise would be sold, and this should 
be furnished to dealers at Class II or Class III prices in the 
city in case such milk is being $hipped regularly to the 
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. city anyway; and at Class III prices in the country if it has 
alternative uses there. In a period of emergency such as 
the present it would seem that distributors should figure 
their margins on such milk in terms of the extra actual 
current outlay upon the relief milk that would not other­
wise be consumed; and this would give a rather small 
margin. It would mean charging no overhead of any kind 
to this business. Unit costs of delivery of such milk should 
be calculated in such a period, not by dividing total do­
livery costs by the units of all milk delivered, but by divid­
ing the extra cost of delivering the extra relief milk by the 
numbers of additional units of such milk. 

COMPETITION IN MILl[ MARUTS 

What the producers' ;J.SSOCiations and the large dealers 
principally sought in the marketing agreements was the 
ending of various forms of competition which were vari­
ously Called "chisding," "bootlegging," "cut-rate compe­
tition," ana the like. 

The usual definition of bootlegged or cut-rate milk was 
milk in excess of their bases which producers were glad to 
sell at anything above Class 11 or Class III prices. This 
statement overlooks the fact that such excess milk, even 
though it might represent over half the output in some 
months, was still commonly shipped to market as fluid 
milk, there to be converted into cream and butter; and 
that by the time the heavy transportation charges had 
been paid it could not be sold at very low prices. No doubt 
sOme of it found fluid outlets in the city at a price some­
what under the supposed Class I prices, but in normal 
times the menace of such milk is not great unless Class I 
prices get too far above Class 11 and Class III prices: It 

. has been shown jn Chapter VI that adding even as' little 
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as 8 cents of monopoly premium to the Class I price will 
significantly increase the flow of such milk; and in Chapter . 
III that premiums of much more than this in dlect pre­
vailed from 1930 to 1932 because of the failure of milk 
prices to fall as rapidly as buner prices.. Probably in most 
markets the larger portion of bootlegged milk did not 
come out of the surplus of regular fluid milk shippers, 
but from cream shippers, condensery patrons, and the like 
who were in a position to break into the fluid market the 
moment that Class I prices a linle more than covered the 
extra transportation charges. 

The co-operative which has taken on a large excess sup­
ply of milk, and has thereby lowered its blended price to 
members, is particularly subject to such competition, since 
the new non-member shippers will ship only what they 
can sell at fluid milk prices.. The deals which they make 
will usually be at prices part way between_the Class I 
price and the blended price-cnough above the latter to 
meet the transportation costs on fluid milk, to compensate 
them for the loss of skim milk, etc. The dealers· may not 
take their milk regularly, but only at certain periods. If 
any cream shippers, condensery patrons, and the like live . 
well within the milkshed and can make a deal with a 
small distributor, a peddler, or a milk depot, there will k 
a rather wide margin to split. Such a distributor or peddler 
can sell such milk under the regular Class I price and 
still pay the farmer well above the blended price plus trans­
portation costs. Within the boundaries of most milksheds 
in the Mid-West are many dairy farmers who did not ship 
fluid milk before 1930, enough of whom became sources 
of bootlegged milk in 1931-32 to help greatly in breaking 
down the artificial price structures that were being main­
tained. 
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1k program RP' $M ",cd by the AAA marhting agree­
mc:ots and licmsrs undertook to include these new shippers 
and me agmcics buying Ihc:ir milk. to give thac shippers 
Class I bases (if thc basc-nting plan was usrd). and to 
nquin: thc ckakrs buying from them to equalize Ihc:ir 
mums. But, as pointed out aIxm:, tbcrc were many in­
justica in thc way in which the ratings and apalizarion 
were arranged. Fill" Ibis ICISOII, and also DKrdy bccauW' 
many of the produan and ckakrs w:mrcd 00 intofama: 
with thc existing arnmgaomt, the program has not been 
carried out dfo:riYdy in most m:uids. MIlI"COiU. thc 
pia: strocton:s that were set up nodu- thc agm 111mb and 
licmsrs IC~ in pan thc YU'f roodirions which 
brought such bootIeggiug into aistcocr The prias that 
had come to prnail in 1932-33 had largdy Icmo.ed thc 
incJnc I OM or to bondcgging in many m:uids, but thc pria: 
schcduks in thc licmsrs IdtlXed this indno I ". ur Con­
scqomdy a new lot of .... mcr acam shippus and othcn 
tmdnJ to bcmme millr. shippers, and to add to thc prob­
Iuns of administering a licmsc 

FoodammtaI to an intdligml opinion OIl this subjca is 
an appll iarion of how.'""I .... i'Moo has failed in this &Id 
of acti.iry. as in DtIIIKrOOS oIbcrs, to attain iIs soppascd 
n1ijtttiiCS. h has 00 doubt IIUYcd as a stimnlns to im­
puted mahods and gtaltt intuuaI cff. im<y; but thc 
gains from thac haft not bttn realized by poduar. dis­
tribo:tm':. 01" OM)91mcr aupt in I;mitrd me aplrt.. Tht:r 
haft been mostly :dlou:bcd in 5UppOIting an i1k:n2Sing 
uumber of millr. ckaIus.. Margins haft tmdnJ to widen 
nIbcr Ibao narrow. 

The IOdhod by which this has dudopcd is a famjJix 
ODe.. EssmtiaDy ir has mnsistcd of thc use by new ckakrs 
of qnnrionabIe Ill" at Icut socialJy undcsirabIc nytJ..;ds to 
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get a foothold in the market by taking business away from 
the established dealers. This loss of business has raised 
unit costs and taken away any gains these dealers may at 
the time have been realizing from recent improvements in 
methods. Once established, the new dealer is as anxious 
as the old dealer to have margins adequate. The net effect 
of this constant intrusion of new dealers into milk markets 
has been rather to raise margins than to lower them. 

Of the questionable methods used by new dealers, the 
following are the more common: bribing milk-wagon 
drivers to shift to them and bring as many of their route 
patrons with them as possible; bribing prospective custo­
mers by special inducements, service, and privileges; local 
price cutting, that is, selling at lower prices in strongly 
competitive territory; temporary local price cutting, that 
is, cutting prices in a c:crtain district long enough to get 
most of the business and then raising prices to the prevail­
ing levd, the temporary loss in one section being bome by 
the profits in all the others; buying milk at reduced prices 
under one camouflage or another; and misrepresenting 
the quality of their product. No doubt the system of pay­
ing wagon drivers bonuses for new customers leads to 
questionable conducr in actual practice. 

With competition thus functioning, one cannot do­
termine by a comparison of margins with costs in any city 
whether or not the margins are too high. In general the 
costs and margins keep pretty wd1 adjusted to each other. 
They are high in some cities because competition has 
worked out so badly as to give them an expensive system 
of milk distribution; low in other cities because competi­
tion has worked less badly. Any attempt at public fixing 
of margins must therefore proceed very carefully. H the 
margins are set too high, the net result shortly will be 
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more dealers and costs pushed up to the new margin. If 
the margins are set too low, some of the less well-estab­
lished dealers will be crowded out prcsendy. The profits 
of the others will be reduced also, but getting back more 
business will shordy raise them again. 

To many of the questionable practices above described, 
the term "chiscling" has come to be applied in recent years. 
But the term has also been loosely applied by many to 
simple price cutting. Anyone who underbids a competitor 
on a deal has been called a chiseler'by same of the worsted 
competitors. Yet without such underbidding there can be 
no real competition. Most outsiders will agree that any 
milk dealer who has lower costs than his rivals not only is 
justified in lowenng his prices and building up his volume, 
but is open to serious public criticism if he does not. Even 
lowering prices as a means of incn:asing volume and thus 
lowering costs is a socially desirable practice. 

Obviously no easy line can be drawn between desirable 
and undesirable competitive practices. The NRA at­
tempted 1<1 use cost as a guide, providing in many of its 
codes that no prices should be made that did not include 
certain specified costs, usually plus a margin of profit. 
Some would argue that all costs should be included, fixed 
as well as prime costs. But realists among industrialists 
and mercIiants know that they must be free at times to 
sell. at prices that include only part of their fixed costs. 
Otherwise they would never be able to reduce overstocked 
inventories or to operate their plants in times of depression. 
The cost basis is therefore likely to prove unworkable. 

In practice, costs are also likely to prove unworkable as 
a basis for defining fair price policy for another very simple 
reason; namely, that they cannot really be determined 
separately for different products manufactured or sold by 
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the same enterprise. For example, a milk dealer selling 
milk and cream both at wholesale and retail, and also re­
tailing skim milk, buttermilk, chocolate milk, butter, and 
other products hom wagons, cannot really determine the 
unit costs of handling any of these. To be sure he may 
make up a system of cost accounts in which rules are laid 
down for allocating wagon delivery costs among milk in 
quarts, milk in pints, cream in different sized bottles; 
skim milk, ete.; but making such rules does not determine 
the costs. The resulting figures are only as. reasonable as 
the rule; and judgments commonly differ widely as to 
what rule is most reasonable in any case. 

The issue is clear in the case of milk and cream. All 
dealers take a wider margin on a bottle of cream than on 
a bottle of milk. No doubt this is warranted by the smaller 
volume of sales. Bllt exactly how much more is war­
ranted? One might proceed by ascertaining as nearly as 
possible what expenses would be saved the business if it 
took cream off the wagons, and by then dividing these by 
the number of bottles of cream handled. This would 
charge all the overhead to milk, and give margins much 
lower than now taken. Again one might proceed by' 
dividing the' overhead or fixed costs in proportion to the 
respective value of the milk and cream handled. But can 
the reasonableness of this be established? In any event, 
the dealer must handle the cream because his customers 
want it; he would handle it if necessary for less even than 
the special costs. 

STORE DIFFERENTIALS 

The problem of' competition takes on a special form in 
the C3$C of competition between two such dissimilar milk 
distributing agencies as dealers and stores. Most inde-_ 
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