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acknowledgment on the part of USDA that equity and fairness really do matter in
national dairy policy.

USDA has explicitly expressed its preference for “1B.” However, my optimism is
guarded, given the fact that “the status quo option” is being seriously considered as a
measure of reform.

it's all too likely that they may move us a step backward and call it reform. There is
every reason to believe that USDA will succumb to the pressure of maintaining the
unjustifiable status quo. So, in addition to the objective of shaping the policy debate
beyond short-term fixes, | believe that we in the Upper Midwest must now proceed with
progressive dairy reform in the event we once again, find ourselves standing alone in
the name of justifiable, equitable, dairy policy.

The Dairy Reform Act of 1998 establishes a uniform Class | price differential of $1.80
for each marketing area subject to an order. The newly proposed 11 Federal Milk
Marketing Orders will remain in place to provide necessary over order premiums that
would raise the $1.80 in some areas. This legislation directs us toward market-oriented
reform because it removes the arbitrary, artificial price structure and its resulting
interference with the market.

As far as dairy policy is concerned, we're at a pivotal juncture. The groundwork is being
laid for a national patchwork of regional compacts. Roughly haif the country has either
passed enabling compact legislation, is debating such legislation, or is involved in the
Northeast Interstate Dairy Compact. We must either decide to support a national
system, or regionalize. As I've said, USDA's Option “1B” is a small step in the right
direction for dairy policy. The Dairy Reform Act brings us closer yet to substantive
reform. The compact alternative, on the other hand, is not reform — it is retreat Itis
anti-market and anti-consumer, by definition.

There is no substantive, equity-based justification to support random Class |
differentials. In fact, USDA's current federal marketing order system was deemed ¢

arbitrary and capricious” by a federal district court judge late last year. The case
brought against USDA has been in the courts for seven years, and the judge’s ruling
was no less than the fourth such proceeding in the history of the case. Given the
outrageously drawn-out history of the case, the judge decided not to grant USDA’s
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request to justify the pricing scheme. However, the ruling has been stayed pending the
appeal decision of the 8th Circuit. After the courts have been clear on the marketing
order system, why is USDA appealing — why don't they focus their efforts on changing

the system as the courts require?

Under the current federal order marketing system, the Government is picking winners
and losers. This system of non-uniform differentials is inherently unfair. | welcome
debate of other dairy policy proposals for reform.

The Dairy Reform Act of 1998 is simply a call to fairness in dairy policy. ltis a
statement in no uncertain terms that we who represent Upper Midwest dairy farmers will
fight for equitable reform and market-driven policy. | urge my colleagues to give it their
support.
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PRESS QUESTIONS
THE DAIRY REFORM ACT OF 1998
4/23/98 "

Q: How would the Dairy Fairness Act make the Federal Milk Markeﬁng
Order System more faix?

A: My bill would create a level playing field for dairy farmers. Currently, farmers
receive a Class I milk differential based on their location - the farther they are
from Eau Claire, WI the more money they receive. While this served a purpose at
one time, it is now simply a federal subsidy which discriminates against Upper-
Midwest farmers and works against them in by distorting the market.

Q: What exactly does the Dairy Fairness Act do?

A: It establishes that the minimum Class I price differential will be the same for
each marketing area subject to an order, and that it will be $1.80/hundredweight.
No longer will the Class I differentials vary according to arbitrary geographical
scheming.

Also, USDA’s newly proposed Federal Milk Marketing Orders will remain in
place, to account for marketing purposes, transportation costs, and over-order
premiums that producers may be able to demand.

Q: What about the current proposals from USDA - Options “1A” and “1B”?

A: USDA is currently in the process of reforming its system of Federal Milk
Marketing Orders. Unfortunately, the Class I differentials proposal released
earlier this year was disappointing. Two options have been offered under the
proposal. Option “1A” - the status quo option -- is plainly unacceptable for
Upper-Midwest farmers. Option “1B” does take a small step n the right direction,
but it doesn’t go far enough. However, a small step towards reform is better than a

step backward -~ and that’s just what “1A” would be - a step backward -- because

it’s the status quo, and what we need is REFORM.

Q: Aren’t many Upper-Midwest farmers in support of “1B”? How would
The Dairy Fairness Act impact the USDA proposal?

@oos
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A: Youw’re right, Option “1B” is the only option for any kind of reform that USDA

has provided Upper-Midwest farmers. As short-term progress, I support Option
“1B” because, as Ive said, it’s the only thing USDA is currently considering that
makes a move toward fairness in federal dairy policy. My bill would continue the
reform beyond the small gains for equity that “1B” establishes. We can’t allow
ourselves to become satisfied with anything less than real reform.
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4/20/98 ' |
DAIRY REFORM ACT OF 1998

WHY WE NEED THIS LEGISLATION

* USDA’s FMMO reform proposal is not due to be implemented until April, 1999, We are
cautiously optimistic that the Secretary will endorse Option “1B” which takes a small step
toward market-oriented dairy reform. However, we remain skeptical given the fact that Option
“1A” is even being considered as a measure of “reform.” By introducing the Dairy Reform Act
of 1998, we are sending a clear message to USDA and to Congress that Upper-Midwest dairy
farmers do not concede to being used in a patently unfair federal milk marketing order system.
USDA. needs to remember that they have a duty to provide justifiable dairy policy.

* The groundwork is being laid for a national patchwork of regional compacts. Roughly
half the country has either passed enabling compact legislation, is debating such legislation, or is
involved in the Northeast Interstate Dairy Compact. As far as dairy policy is concerned, we’re at
a pivotal juncture. We must either decide to support a national system or regionalize,. USDA’s
Option “1B”does not go far enough, but it is a beginning for real reform. The compact
alternative on the other hand, is not reform -- it is retreat. It is anti-market and anti-consumer, by
definition,

* There is no substantive, equity-based justification to support non-uniform Class
differentials. Non-uniform differentials drive production incentive in high differential markets
which has the effect of creating over-supply that ultimately spills into low differential markets,
driving prices down in these areas, :

WHAT THIS LEGISLATION DOES

* First, this legislation does NOT interfere with support for Option “1B” as an initial step
toward reform. It is complementary by showing that “1B” is not enough in the way of reform --
“1B” cannot be thought of as a final goal. We haven’t won much if “1B” is implemented. But
we lose a lot if “1A” is. The Dairy Reform Act sets the stage for pursuing more reform by means
of national pooling. .

* The Dairy Reform Act establishes that the minimum Class I price differential will be the
same for each marketing area subject to an order, and that it will be $1.8 O/hundredweight, No
longer will the Class I differentials vary according to arbitrary geographical scheming.

* The newly proposed 11 Federal Milk Marketing Orders (FMMOs) will remain in place,
to account for marketing purposes, transportation costs, and over-order premiums that producers
may be able to demand.
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* The Dairy Reform Act will move us toward market-oriented reform because it removes
the unfair, artificial price structure and its resulting interference with the market.

* The justification for endorsing a $1.80 differential: the main justification is that it
provides adequate incentive to reserve supply plants (cheese makers) to participate in the Federal
Order system. In terms of the government’s role in regulating dairy policy, it’s important to
ensure that supply plants supply fluid milk to bottlers during those short supply months (every
summer) when Class I milk is in short supply. Basically, as long as the government is interfering
with the market - even with a flat differential, their role is to call forth adequate ﬂu1d supply for
donking consumption.



FEDERAL MILK MARKETING ORDER REFORM
8-3-98

-USDA is currenlty in the process of reforming the Federal Milk Marketing System.
They have narrowed it down to two proposals, 1A or 1B.

-Option 1A is essentially the status quo and is not supported by the Upper Mid-West
Dairy Coalition. Unfortunately, most other areas of the country do not want the system
changed, so they support this option.

-Option 1B is not true reform, but it is a step in the right direction. This option would
flatten out present price differentials.

-The USDA is supposed to make a recommendation for either 1A or 1B this fall, most
likely after elections, and be voted on by the farmers early in 1999.

-However, the House of Representatives passed a provision in an appropriation bill that
would delay any USDA recommendation for 6 additional months. The Senate did not
include the provision. So, the issue of a possible delay will likely go to a conference
committee when Congress goes back into session in September.
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Gov.. Tommy G. Thompson
called the  ruling “reprehensi-
ble” and urged that it be appeal-
ed.

In the ruling Thursday, the
three judges of the 8th Circuit
US. Court of Appeals in St
Louis reversed a district court’s
ruling that held a 60-year-old
provision of the federal milk
pricing system, which de-
termines the minimum  price
farmers are paid for beverage
grade milk, was arbitrary and
capricious and, therefore, illegal.

Under that system, often
called the “Eau Claire system,”
the minimum milk price is de-
termined based on a farm’s dis-
tance from Eau Claire — the far-
ther the distance, the higher the
price.

That means dairy farmers in
Wisconsin, Minnesota and other
parts of the Upper Midwest are

" Dairy/Milk pricing system upheld

Qemichen said the ruling
could remove the idea that re-
gional price differentials are un-
lawful  from consideration in
crafting a new federal milk pric-
ing system. :

“Now we don’t have the pres-
sure of Judge Doty looking over
their shoulders at USDA and
watching what they're doing”
he said. .

A spokesman for Glickman,
Tom Amontree, said the depart-
ment welcomed Thursday’s rul-
ing.

“It allows USDA to turn its
full attention to fixing the na-
tional dairy program and re-
forming milk market orders,” he
said.

But Thompson blasted the de-~
cision.

support for a_more market-ori=
ented approach to milk pricing....

Glickman s expected to an-
nounce this fall what form the
new milk pricing system will
take. USDA was ordered by
Congress in 1996 to change the
current system.

Two options have been pror
posed, one that essentiall
maintains the current systes
The other option establishes
fewer regional price differentials
and flattens them out so there is
not so great a gap between the
highest and the lowest mi
imum prices.

Wisconsin officials have re-
luctantly endorsed the latter op-
tion.

"It is reprehensible that the
courts would protect a system
that gives farmers higher milk
prices the further they live from
Eau Claire,” Thompson said in a

paid a lower mi price for
their milk than farmers in Flori-
da.

“For le, the mini

tat t. “The sy couldn’t
be more blatantly and inherent-
ly unfair. The judges basically
washed their hands of the whole

price, or &mmnmﬂmnamr for bever-
age-quality milk paid to Wis-
consin dairy producers is $1.20
per 100 pounds of milk, while
farmers in southern Florida are
paid a minimum of $4.18 per 100
pounds of milk.

ta filed a lawsuit in
1989 challenging the system.
Wisconsin, Towa, North Dakota
and South Dakota joined the le-
gal action.

In November 1997, U.S. Dis-
trict Judge David S. Doty in
Minneapolis ruled that over the
eight years the lawsuit dragged
on, the U.S. Department of Agri-
culture had failed to adequately
justify using Eau Claire as the
base point for setting milk price
differentials.

Doty found the system “arbi-
trary “and = capricious” and
therefore unlawful, and he or-
dered U.S. Agriculture Secretary
Dan Glickman to stop adminis-
tering it. 'The USDA appealed
that ruling and won a delay of
the the judge’s order to cease
administration of the system.

In its ruling Thursday, the ap-
peals court acknowledged there
were problems with the current
pricing system. The court said
“the record supports Glickman'’s

decision to continue the Eau

Claire system and that doing so

was not arbitrary and capri-
| cious,

The decision gives the USDA
secretary wide discretion in de-
termining and' impl ting
the milk pricing system. The
panel of judges said the current
milk pricing system is imperfect
but said it was not so bad that
Glickman has to change it.

ystem and turned it back to a
USDA secretary who supports
this biased system.”

Thompson encouraged an ap-
peal of the ruling to the U.S. Su-
preme Court. :
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dealt a blow

Court upholds
regional milk

pricing system

By Amy Rinarp
of the Journal Seritinel staff

Madison — A federal appeals
court Thursday ruled it is legal
to set a lower minimum milk
price for the Upper Midwest, a
setback for  Wisconsin  dairy
farmers who say they are short-
changed under the federal milk
pricing system.

The ruling could weaken the

state’s position as the U.S. De-
partment of Agriculture devel-
ops a new milk pricing system
and Midwest dairy interests try
to discredit the use of regional
price differentials in setting milk
prices.

“I don’t think you can put a
happy face on this,” said Bill
Oemichen, administrator of the
Division of Consumer Protec~
tion of the Wisconsin Depart-
ment of Agriculture, Trade and
Consumer Protection. “We lost
this round.”

Oemichen, the state’s top milk
pricing expert, said he expects
the ruling to be appealed to the
U.S. Supreme Court.

Please see DAIRY page 11

Sen. Russ Feingold (D-Wis.)

also urged an appeal.

“In the meantime; I hope that
the appellate’ court’s “acknowl-
edgment of the flaws in the cur-
rent system will spur Secretary
Glickman to pursue reform op-
tions that will end the current
inequalities . faced - by Upper
Midwest dairy farmers,” he said.

Sen. Herb Kohl (D-Wis.) said
he also was disappointed in
Thursday’s decision “because it
is saying USDA. does not need
to replace our milk pricing laws
to reflect market conditions.”
Kohl said while the ruling re-
moves any immediate require-
ment that Glickman change the
milk-pricing system, the secre-
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Reviews mixed on judge’s ruling

By Jim Massey
Editor

EAU CLAIRE — Opinions
continue to flow on a federal
judge’s ruling regarding the fed-
eral milk-pricing system, but
there seems to be little consen-
sus as to whether the decision
will be good or bad for Midwest
dairy farmers.

Wis. Gov. Tommy Thompson
called the ruling a “watershed
event in the history of federal
milk marketing orders,” while

five members of Wisconsin’s’

congressional delegation urged
U.S. Agriculture Secretary Dan
Glickman to “use this opportuni-
ty to eliminate the artificial com-
petitive disadvantage our dairy
farmers face under the current
system and allow them to com-
pete on a level playing field.”

Meanwhile, most dairy coop-
eratives have proclaimed their
opposition to the ruling. Bill
Blakeslee, corporate vice presi-
dent of Mid-America Dairymen
Inc., said “all dairy farmers will
be hurt by the loss of Class I dif-
ferentials,” including those in
Minnesota and Wisconsin..

‘The National Milk Producers
Federation, the trade group made
up of the nation’s dairy co-ops,
voted Nov.. 11 to ask Mr.

David Doty’s ruling. Judge
Doty’s decision blocks the
USDA from enforcing Class I
price differentials, which vary
depending on the area of the
country in which the milk order
is located. NMPF members said
unless a stay is granted, produc-
ers already severely stressed
from low milk prices “will
receive even less in their

‘November milk checks,” which

will be issued in December.

“We must let the USDA
know that the elimination of
Class 1 differentials would create
chaos in the nation’s milk mar-
keting system,” said Jerry
Kozak, NMPF chief executive
officer. “NMPF supports the
reform ‘of federal milk marketing
orders, but such reforms must be
orderly and methodical. To sud-
denly eliminate Class I differen-
tials would create enormous dis-

-Tuptions in milk pricing and sup-

ply, and be detrimental to the

“interests of dairy producers,

processors, retailers and con-
sumers.” 2

Mr. Kozak acknowledged
that the current differential pric-
ing system is nof uniformly sup-
ported by all dairy producers,

especially those in the Upper -

Midwest, However, he said the
NMPF board believes that as an

&

"next 6 months, “a consensus

“Furthermore, a reformed feder-
al order system should more
fairly reflect the national dairy
marketplace and the new global
market realities.”

not let our differences on thi:
issue define us, or prevent u:
from recognizing that no one
benefits from the complete and
sudden elimination of the cur-
rent system.” The governor told Mr.

Mr. Kozak said that if the rul-  Glickman that the health of the
ing stands, it will reduce dairy  Wisconsin dairy industry
producer income “by over $1. “depends on you taking bold
billion annually.” action.” He urged the agriculture

The NMPF board approved a secretary to “move federal dairy

A L policy into the 21st century,” and
resolution to develop, within the said reform of the “antiquated

system is long overdue.”

-U.S. Reps. Jay Johnson, Ron
Kind and Dave Obey signed a
etter along with U.S. Sens. Russ
eingold and Herb Kohl, all
Wisconsin Democrats, urging
Mr. Glickman “to finally end the
clear discrimination against
Upper Midwest milk producers.”

- “USDA's insistence on main-
taining artificially high Class I
differentials has been devastat-
ing to our state and to the health
~of our state’s dairy econemy,”
they said in their letter. “Judge
Doty’s ruling necessitates that
the (USDA) set Class I milk
prices in a more equitable and
«economically defensible manner.
The court’s ruling provides you
with an opportunity to revise
Class I prices to reflect current
economic realities during the
upcoming rule-making on feder-

position among producers about
equitable reform of the Class I
differential system.” i

In a letter to Mr. Glickman,
Gov. Thompson said the current

industry: The distance produce
are from Eau Claire, Wis. shoul
not matter in this day and age.”

Gov. Thompson urged M
Glickman to accept Judg
Doty’s decisions and to no
appeal the case. -~

3

s pricing provi

»
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Glickman to seek a stay of Judge industry association, “we must. sions,” the governor said

Wisconsin officials disa

MADISON — A government move to
retain the nation’s milk pricing system
= despite a judge’s ruling against it drew
heated complaints in Wisconsin, where
farmers have protested for years that the
system is outdated and unfair. ,
Politicians and a major farm group
blasted the decision of the U.S.
Department of Agriculture to appeal the
judge’s ruling and seek a stay to prevent
the pricing system from being dismantled.
“We are disappointed that the USDA
decided to appeal the federal judge’s deci-
sion, but we’re not surprised,” said Dan
Poulson, president o onsin Farm

He noted that the current system
amounts to subsidizing milk production in
oftier regions of the nation.

“We had hoped the federal judge’s
decision two weeks ago would have sent a
strong signal to the USDA that it’s time to
make reforms to the federal milk pricing
system,” Mr. Poulson said.

Wisconsin Agriculture Secretary Ben
Brancel said he believed the decision
stemmed from “political pressure, particu-
larly from the larger populated states.”

U.S. Rep. Jay Johnson, U-ﬁmm& a
member of the House Agriculture

Secretary Dan Glickman to “stop stalling
the implementation of a (court) ruling that
is critical to our farmers.

“The USDA has dragged out this case
for almost 8 years without providing any
sound reason or justification for giving
different farmers different prices,” he said.

The decision Nov. 3 by U.S. District
Judge David Doty of Minneapolis invali-
dated the nation’s Depression-era milk dis-
tribution system.

The marketing orders were designed to
promote dairy production in regions other
than the upper Midwest, which leads the

al milk marketing order reform.”

for trartsportation costs when milk is
shipped across country.

At the direction of Congress, Mr.
Glickman is to propose a new dairy pric-
ing system by the end of the year. Last
week, he said that the clear will of
Congress is to deregulate the system and
that Doty’s ruling makes the status quo
more difficult to defend.

U.S. Rep. Ron Kind, D-Wis., said the
decision to seek a stay of the ruling pend-
ing the appeal was a big disappointment
for Wisconsin farmers.

“Instead, the secretary should have

ppointed with USDA’s decision

pushed the economists at the (USDA’s)
Agricultural Marketing Service to
announce, as soon as possible, the pro-
posed new federal order reform rule,”
Rep. Kind said. “
“Secretary Glickman and USDA
could have used the proposed rule ag
the tool in bringing all sectors of the
diverse dairy industry together;
Unfortunately, instead of leading the
debate, the secretary has chosen to cons—"
tinue the status quo. As a result,
Wisconsin dairy farmers will continue
to suffer under an antiquated USDA
pricing system.” :




A 25::&:3&. by x&.,g_&?ﬁ of
Chilton, corr ndent of the Wisc
State Farmer.
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Jiidging from what his appeared in the

general media, economic bliss has
descended on dairy farmers in Wisconsin
- in the wake of a ruling by U.S. district
court judge David Doty in ZS:QQE on
November 3. Doty ordered U.S.
Secretary of Agriculture Daniel
Glickman to stop the payment of
differentials (or premiums) for milk
bottled for fluid consumption because

those differentials vary mamnw across the -

country. ;

In news siories, analyses and editorials,
writers for daily newspapers in
Wisconsin printed claims promising
everything from a $5 per hundred .~
increase-in milk prices for dairy farmers -
in Wisconsin and Minnesota to decreases
of 10 percent, or 20 cents per gallon, on
milk prices in supermarkets, minimarkets
and other outlets.

This sounds great - a tremendous
increase in milk prices for dairy E‘Bn_‘m.
lower retail prices for milk, anda .
measure of Saawmzi for upper
Midwest polit ians who have been
charging since 1985 that the a.mma.as:&w
set by Congress that year were an

Hoopla about .,_ca

public by writers for many of the state's
daily :nivva_un; and the sources,
:..a.ca.:m vor:r_»:m, ._,_3 used for the-

Doty’s ruling would ,,Scn out the Class [
fluid milk differentials across the

~and the $1 40 for order 30 (Chicago) now
“being paid to.dairy farmers for the
portion of milk that is bottled. The state
-average for that is only about 15 percent
while most of the remainder of the state’s
“milk supply is used to make r:namm“
;g:nq, and Ermn dairy products.

; ,i_s::%ng;sw the Eama s order to
:.m USDA have not Srcm:_Ng :

the differentials would lower. not raise.
the price for all dairy farmers according
8,:.0 Cc

economic bonanza for dairy fi in:
other parts of the country at the expense
of those in the upper Midwest.

How much of this is true? The quick
answer is “very little. if any of it,”
Unfortunately, much false, uninformed
and poorly analyzed information has
again been foisted on the Wisconsin

ily, some 2 50 %:_v~
newspaper accounts referred to the
differential as “a mzvu.&. " By anmz.:c?
a subsidyis “a tof money from a
government to a v:éﬁ enterprise.” The
fluid milk differentials are not a subsidy:
They are payments that the fluid milk
bottlers make to the cooperatives and
dairy farmers mcvaSm the milk.

-$1.03 for southeast Florida, $1 for

WISCONSIN STATE FARMER

Bliched

ly. Ecu.
aceounts in-the wake i _cm.ma Doty’s
- ruling have treated the differentials as the
actual milk prices. That ignores the dairy
plant premiums, the pickup of hauling
costs. and over-order fluid milk
premiums. -
:?.nrsci_&aaa in the accounts is
that,in addition 1o the $}1.40 differential,
.the Central Milk Producers Co-op
obtains an over-order premium of up {0
$2.10.per hundred for milk sent to,

manufacturing plants. The survey obtains
the prices those plants receive for 46:‘ =
B?E?EE Eﬁ_cﬁ

Those i..ax_w prices are EEEE& to
set a minimum price for'all milk. A
minimum price is calculated for each
month. It has fluctuated by $4.67 per
hundred in the past 14 months. The fluid
milk differential is added to the
minimum. or basic fi

Of course,
sthose premiums are diluted-to the portion

.:?Bmm.. :
- .-Except for. w__n ne: 20::@5. UEQ
. .Compact in New: England. over-order
premium hat magnitude aren’t
common in.the restof the country. It’s an
unknown at.the moment, but rescinding.
the differential could also.put En stn
cﬁu....ziwn in
private coz_oq is already :«a=3<o===m
the CMPC to.0btain-milk and paying less
for it.

Yet the promise of “a level playing .
field” (removing the differentials) has -
been welcomed in the upper Midwest.
The field might be level, but it would

.;n controversy. is al

That formula was generally vqnag&_a

for a long time. But in 1985, B:a: tothe | premiums that raise the "mailbox price”

for individual farmers by more than $1

set thie differentials. Congress added Wisconsin dairy plants also assume a
large portion c» the : uling ¢ costs, which
To The Editor:

Our governor is in favor of sulfide
mining in Wisconsin and has appointed
George Meyer as head of our Department
of Natural Resources (DNR). There
'seems 10 be widespread distrust in our
DNR. And, it’ s the DNR ig ann_%m if

Louisiana and Mississippi, 67 to 83 cents
for ‘parts of the mid and deep South, 14
cents for the Chicago region; 8 cents for
Minneapolis, and nothing for the Rocky
Mountains, the Southwest and the =
Northwest (the three places, along with

$1 per hundred in other areas. Despite
sumerous printed claims to the contrary,
the net result is that Wisconsin “mailbox
prices” are usually in-the top five, not

“some of the lowest in the country.”
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also be _cir- - _csﬂ milk prices
everywhere. The only shert-term relief it
offers is removing the bitter political
taste that.upper Midwest Jegisiators have
been enduring since 1985.

lly. mil ?cn:r:c_wrﬁ J«n:

many that
costs of pr
:,:n ‘:__séma i

There’s no guarantee' that judge Doty’s
ruling will stand. It has changed the
dynamics but does not add on farm milk
dollars. As the ruling stands, those
dollars would dwindle:

What’s happened to cgwbzww

3. As a matter of general policy and
practice, the Natural Resources Board -
does not take positions. regarding pro-
posed legislative initiatives:

At three different. Sulfide Mining
Moratorium Bill (SMMB) hearings,
DINR  senresentatives have testified .




Class I Differentials Thrown Out

By Dave Natzke
Dairy Editor
The USDA Agriculture wants time to review a
federal court decision eliminating Class I milk
price differentials. The USDA last Friday asked
the Department of Justice to seek a stay of the
Nov. 3 ruling by U.S. District Judge David Doty.
Doty, ruling on “Minnesota Milk Producers vs.
Q:nwEme said that the milk pricing rules were

“‘arbitrary and capricious,” and ordered the USDA

to eliminate them,

He said the current system is “ynlawful” due
to the secretary’s failure to consider the factors
mandated by the Agricultural Marketing Agree-
ment Act. That law requires Class I differentials to
be based on national economic grounds.

As of early this week there was still confusion
on when the order was effective, and what other
steps the USDA would take.

Tom O’Brien, acting administrator of the
USDA’s guoc_gg Marketing Service, said the
USDA was asking the court to clarify that the deci--
sion is not applicable to October milk. If the court

grants this request, October payments would be

made based on existing Class I differentials.
Tom Amontree, spokesman for Agriculture

“Secretary Dan Glickman, said an appeal is also

under consideration.

“Our attorneys are still reviewing the decision.
However, that being said, we believe the court’s
ruling could have a profound effect on how USDA
responds to the congressional mandate to reform
milk marketing orders,” Amontree said.

The federal order system, which dictates the
premium a farmer gets for Class I (fluid) milk, was
established in the 1930s as a means to encourage
milk production outside the Midwest. It set a cen-
tral basing point and paid premiums to dairy

farmers the farther away they were from that
point.

‘Under the single basing point system, min-
imum Class I prices are set according to the dis-
tance from Eau Claire, Wisconsin at two-tenths
cent per mile. For Emgun@ plants 1,000 miles
from Eau Claire would pay Mwm more per hundred-
weight for Class I milk than those in Eau Claire.

Most people in the dairy industry agree that
the system worked, with most areas of the country
now meeting their mza milk needs. However, crit-
ics of the program now say the program is out-
dated.

Growth in production outside the Midwest,
along with technology and transportation im-
provements, have made it unnecessary to encour-

age milk production outside the region, they
charge. In addition, milk and products produced
outside the area are coming back into the Mid-
west, in the form of cheese and zoa.mﬁ dry milk,
E:ébm prices here.

Farmers and dairy leaders in the Upper Mid-
west have complained for years that the differen-
tials are unfair because they gave farmers higher
prices for milk the farther they live from Eau
Claire.

- “The differentials have contributed to expan-
sion in those areas,” said dairy economist Robert
Cropp. “From a logical sense, those differentials
don’t make sense based on how milk is produced
today. It was once a sound system, but it hasn’t
kept up with the changes in the industry.”

Victory for Upper Midwest?

Wisconsin dairy representatives were quick to
call the decision a victory for the area’s dairy
farmers.

“For years this policy has dunked Wisconsin
farmers in a sea of low milk prices, compared to
farmers in California, Texas and Florida,” said
State Rep. Gene Hahn, (R-Springvale), a longtime
dairy farmer. “This ruling is a life saver that will

See MILK PRICE, on Page 3




“’I‘ins 15 a ma;or vxctery

10 have contended for years
at the current system of
ng farmers for their fluid

laire, Wisconsin is com-
etely discriminatory and
f'ustxﬁable Fmally, after

n our favor.”

- Rod Nilsestuen, presi-
ent and CEO, Wisconsin
'ederation of Cooperatwes

“Federal orders must be
implified and made more
quitable so all dairy farmers
Cross the cou lay by he

- The federal order system
 lictates the premium a farmer
~ sets for Class I (fluid) milk. It
i set a central basing point and
_>ays premiums to dairy farmers
‘he farther away they were
rom that point.

- Under the single basing
pomt system, minimum Class I
yrices are set according to the

jistance from Eau Claire, at

Ewo-tenths cent per mile. For
instance, plants 1,000 miles
from Eau Claire would pay $2

more per hundredweight of

Class I milk than those in Eau

Claire.
The differentials listed

below are for 100 pounds of

milk per hundredweight in the

respectwe federal milk market-

ing orders. California has its
own state milk marketing
order, and different control fac-
tors pertain in other regions

west of the Rockies.
New England .......ccccooeernennn 3.24

New York-New Jersey......... 3.14

k the farther away from

rm. And 1 thmk that’s a shxft :

ad of using I

Reglonal leferentlals Examlned |

Ruling Prompts Comments

Eau Claire as a basmg pcmt
for fluid milk prices, Class I
differentials should be as un-
iform as possxble across the
nation.”

.- David szmgston, claa;r:~
marx, Farmers Milk
Marketing Ceoperatwe board .
of directors

“1 h’@ %

umform pmce for mi
the U S - and a 1evei pl, ymg

Hahn (R«Sprmgvaie)

“it’s nat a good ruling, in
my opinion. Our dairy mem-
bers in the Northeast and
South will take a blood bath.

"It only pits farmers against

farmers, and it could hurt
midwestern states such as’

Ohio and Indiana.”

50,9, Fa

Middle AtlanticC........coeeeeeees .03
Caroling.........c.oovveevvrcenenenne 3.08
Tennessee Valley............... 2.77
Upper Florida .......cc.ccoooens .58
Tampa Bay ...ccocccevvereveviinennns 3.88
Southeast Florida ............... 4.18
Upper Michigan ................. 1.35
Southern Michigan ............. 1.75
Eastern Ohio-Western Pennsyl-
VANIA..ceeeeeeeciieerirrrreaeeeeeeianeees 2.00
Ohio Valley.....ccocovevvenenne. 2.04
INAiana coooeeveeriiieiieeeeeee 1.90
ChiCago....cocoveiiirieeeiiiinenn 1.40
Central Illmoxs ..................... 1.61
Southern Illinois-Eastern Mis-
SOUTT evvviiiiiiiieieeeieeiiereee e 1.92
Louisville-Lexington ........... 2.11
Upper Midwest.................... 1.20
Eastern South Dakota ......... 1.50
TOWa . oieeeeeiiiieeieeirerecereerereeeens 1.55
Nebraska-Western Iowa...... 1.75
Kansas City......ccoooveeieeenen. 1.92
Southwest Plains........cco...... 2.77
TOXAS eeveeeeeereiieieeeeeeiarirereeeenss 3.16
Eastern Colorado................. 2.73
Western Colorado ................ 2.00
Southwest Idaho-Eastern Ore-

(s ¢ DUVPIUTRETRROU U TURURRIUPIOp 1.50

reat Basin ........cocoeeevieinn 1.90
Central Arizona.................... 2.52
New Mexico-West Texas..... 2.35
Pacific Northwest ............... 1.90
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ncrease in butter might pull
BFP lower, due to a higher
srfat differential being used to
st the base price down to a
percent butterfat basis.
‘ection, the October butterfat
rential will be used to calcu-
the October 3.5 base month
e and therefore won’t affect
3FP until November. ,
\dding more downward pres-
. is the fact that fat tests are
ling up, seasonally, at the same
: the differential is going up.

n response to a Sept. 3 hear-
the California Department of
" dand Agriculture says it will
te no changes in its powder

ing formula and only minor

nges in cheese pricing. The
ision was called a “victory for
cessors and a blow to
ifornia producer groups and
eral order organizations,’
srts Dairy Profit Weekly.

University of Wisconsin-
dison’s Robert Cropp says the .

ision “increases the likelihood
: USDA’s replacement for the
P will be more closely aligned
h California’s system by using
duct price formulas or possi-
component pricing.” That
ans milk prices will be no
her for federal order produc-
. and possibly lower, he said.
The decision may incite
ifornia producers to join the fed-
| order, he said, but to do so now

The Country Today - Wednesday, Nov. 12, 1997

MARKETS

Clarificati on of federal E_.:u needed

By Lee Mielke
In a stunning move that’s
become THE topic of the week, a
U.S. District Court judge has
declared illegal a 60-year-old pro-

vision of the federal order milk ‘

pricing system.
The decision stems from a

1989 challenge by the Minnesota

Milk Producers Association, who
charged that USDA’s Class I pric-
ing differentials discriminate
against Midwest milk producers
by basing the amount of the dif-
ferential on the distance from Eau
Claire, Wis.

U.S. District Judge David Doty
ruled that Agriculture Secretary
Dan Glickman failed to adequately
justify using Eau Claire as the base
point. The judgment is not against

all orders, only those with a Class I

utilization below 60 percent.
There’s only about eight of them,
according to Ed Coughlin of the
National Milk  Producers
Federation, and the ruling says they
have to rely on supplemental milk
supplies from the Upper Midwest.
Dairy Profit Weekly’s Ed
Clark says we don’t know what
the ruling means. Does it mean

Judge Doty will stop USDA from

operating the congressionally
mandated market orders? Is HE
going to collect the monies, or
will he wait to see what USDA
has in its reform proposal?

Mr. Coughlin warns that the
agriculture secretary could throw
out the entire federal order pro-

gram. As we write.-we-could not

DAIRYLINE

would be “buying a pig in a poke.”

“You don’t know what the
federal system is going to turn out
to be,” said Jim Tillison, execu-
tive director of the alliance of
Western Milk Producers. USDA’s
BFP committee said there was a
lot of interest in California’s sys-
tem, according to Mr. Tillison,
and “I think we could see a feder-
al system that mirrors how
California calculates prices.”

One of the cooperatives that
has to compete with California’s
system is Seattle-based Darigold
Farms. Darigold’s Dan McBride
testified at the CDFA hearing and
said California processors pay
more than a dollar per hundred-
weight less for milk than
Darigold, equating to 7 to 15
cents on a pound of cheese.

In yet another industry issue,
the International Dairy Foods
Association’s Susan Ruland took
up the topic of forward contract-
ing of milk in her monthly radio
broadcast. She said while price

volatility is a new reality in the
dairy business, we can learn to
manage it as other agricultural
commodities do.

“By its very nature, price
volatility allows for higher prices
as well as lower prices, depending
on the market,” Ms. Ruland said.

“We’re not talking about lower

prices, we’re talking about the
need for better management.”

She said processors seek a vol-

.untary system to contract with

producers, as a way to “manage
that volatility better.”

“I can’t really see any justifica-
tion for why the co-ops would be
opposed to forward contracting,
other than the fact that they them-
selves are exempt from paying the
minimum price and perhaps they

~don’t want proprietary dairy com--
“panies to have that same flexibili-

ty,” Ms. Ruland said.

A good example of how this
works, she said, is Dean Foods, a
fluid processor that also markets
frozen vegetables. The prices

Dean Foods pays for vegetables
are not set by the government, she
said, and Dean pays suppliers,
based on competitive factors. It

- forward contracts its purchases sc

growers know what and how
much to plant and harvest, anc
what prices they’ll be receiving,
Processors know what their costs
will be and how competitive they
can be on the finished product.

But NMPF’s Ed Coughlir
counters “the whole concept of
minimum prices is the foundatior
that undergirds the whole federa
order system.” Cooperatives are
owned by producers, he said, sc
“it’s the producers themselves tha
aren’t paying themselves” if prices
are below federal minimums. A
proprietary _u_ma that doesn’t pay a
least the minimum price, is “
whole different ball game,” he mwa

NMPF is concerned producers
might “undercut the price in orde;
to gain a market,” he said. “If the
forward contracts were tied ir
some way to the futures contracts
the trade on the market would pro
vide some degree of protection.”

We want something that “does
n’t cut totally loose and say a pro
ducer can abdicate away, or throug}
a contract, give away the right fo
minimum pricing,” he said.




i Hegn

-
.




THE POST-CRESCENT

B-2
MONDAY, DECEMBER 8, 1997

=

¥ HEE R

'November dair

‘MADISON (AP) - November
was a good month for Wisconsin
dairy farmers, a state agency says. ’

The price Wisconsin farmers get
for their milk climbed for Novem-
ber and is significantly higher than
a year ago, the Wisconsin Agricul-
tural Statistics Service reported.

The Basic Formula Price for
November milk is $12.96 per hun-
dred pounds, up 13 cents from
October and $1.35 above Novem-
ber 1996.

Higher block cheddar cheese
prices on the Chicago Mercantile
Exchange is one reason for the
increase, experts said.

“There is a lot more positive

‘State farmers get %meéﬁm,@mwrgﬁmn pounds than a year wmo

news than negative news in this

basic formula price,” said Ed Jesse,
a UW-Madison dairy specialist. .

The basic formula price, deter-
mined monthly by the USDA, is
Jjust one measurement of farm milk
prices. Farmers also receive premi-
ums for milk quality and quantity.

The price clearly has peaked for
the year and could fall substantially
in December, Jesse said.

Still, the increase was welcomed
by farmers who have watched
monthly price drops this year.

“It’s good news, and the amount
of the increase is somewhat of a

surprise,” said Carl Theunis, a
Brown County dairy farmer.
. The news comes as a federal
judge delayed implementing a deci-
sion abolishing the current milk
pricing system. ey
The USDA asked for the delay
while it appeals Minneapolis Judge

David Doty’s decision. It contend-

ed Doty’s order would lead to
chaos if it took effect before a new
system was created. =+

Last month Doty sided with
midwest dairy farmers who said the
current milk pricing system was
unfair. :

Dotty on Friday agreed to give
the USDA until Feb. 15 to disman-
tle the 60-year-old system, allowing
time for its defenders to challenge

“his .

The USDA had asked for the
delay while it appeals Doty’s deci-
sion. It contended Doty’s order
would lead to chaos if it took effect
before a new system was created.

But Wisconsin congressmen say
the government shouldn’t use the
delay to avoid creating a new pric-
ing formula.

“The standard operating proce-
dure for USDA on this case has

been to seek delay and after delay,””
Sen. Russell D. Feingold, D-Wis.,”

said, in a statement.

~ Feingold said he hopes the post-
ponement “is simply to- allow the*
USDA time to implement a new
milk-pricing system and to ensure

that farmers are paid in the inter--
im” e

A statement by Sen. Herbert mk
Kohl, D-Wis., said the department
has a responsibility to write a new.-
formula and that he will urge Agri~
culture Secretary Dan Glickman.
“not to delay implementing this:
new system by engaging in legal-
maneuvering.” ‘
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Milk Money

Set Bossie free!

By Brian Doherty

ederal regulation of the milk indus-
F try is a fine example of madly com-

plex modern bureaucracy. It divides
the nation into 32 “marketing areas,” with
prices and subsidies that vary depending
upon the use of the milk (fluid, cheese,
butter) and—believe it or not—the dis-
tance between the cow and Eay Claire,
Wisconsin.

In early November, U.S. District Judge
David Doty struck a blow for dairy sanity
by declaring aspects of the price control
system “arbitrary and capricious.” The rul-
ing came in response to a lawsuit by dairy
farmers from the upper Midwest, who live
close to Eau Claire and resent the Ri her

minimum prices enjoyed by more distant.

farmers.

Milk price controls and marketing or-
ders, which date back to the New Deal,
illustrate what happens when the prag-
matic, reform-minded spirit of progressiv-
ism hits the trading floor where political
favors are exchanged for cash. The logic or
ideology behind federal milk policy is ex-
pressed only in the vague language of “fair
prices.” In this context, that means what-
ever prices keep the greatest number of
cartelized farmers solvent,

This concept of fairness implies that
every American deserves whatever can be
Squeezed out of his fellow citizens via the
government. As tax consumers, most
Americans doubtless beljeve this; as tax-
payers, they don’t. But the cost in terms of
higher milk prices and bureau-
cratic payroll is so diffused that it’s
nobody’s prime political concern.

One interest group that should
care about this program is the
good-government crowd pushing
campaign finance reform. In ad-
dition to its other flaws, federal
milk policy has long been rich
loam for political corruption.

In the newly released White
House tape transcripts, Richard |
Nixon and Treasury Secretary |
John Connally candidly discuss |
expected contributions from dairy

REASON + FEBRUARY 1998

Interests. It’s hard to distinguish these do-
nations from outright bribery: The farmers
gave Nixon big bucks, and Nixon made
sure the federal price subsidy went up.
Post-Watergate reforms have not
changed the situation much. [n 1974, the
vear the Federal Election Campaign Act
passed, dairy interests gave only $100,000
for congressional races; in 1976, they gave
$1.4 million. The dairy lobby overwhelm-
ingly prefers incumbents, who are ajded by
reforms that have made it tougher for chal-
lengers to raise money. A December 1997
Money magazine analysis showed that
dairy interests gave $2 million during the
1995-96 election cycle, getting $1.3 billion
in price supports for their investment.

ln & conversation with dairy lobbyists,

Nixon bluntly spelled out a point that
campaign finance reformers sti]] don’t
grasp. “I know you are a group that are
[sic] politically very conscious,” he said.
“Not in any partisan sense, but that you re-
alize that what happens in Washington,
not only affecting your business, but affect-
ing the economy...affects you....A lot of
businessmen....that | getaround this table,
they’ll yammier and talk a ot but they don’t
do anything about it. And you do, and I
appreciate that.”

Political corruption follows political
power. Dairy interests would be a lot less
civic-minded if lucrative payoffs weren’t
in the offing, because in the long run fed-

- eral controls and subsidies are bad for the

milk market. Government’s market ma-
nipulations can’t hold back the technologi-
cal and systemic changes that make jobs we
get really good at, such as farming, rapidly
dwindle. Government-backed regional
cartels, for example, are senseless in an era
of efficient storage and transportation that
could easily allow one productive dairy
region to supply the whole nation.

Even with federal protections for milk
producers, over the past decade alone their
number has dropped by 44 percent. In the
face of inevitable economic change, dairy
farmers seem unable to cope. Wisconsin’s
senators, Russell Feingold and Herbert
Kohl, recently lamented in the Wisconsin
State Journal that other farmers “have tools
such as crop insurance, high volume fu-
tures markets and, in some cases, revenue
insurance to help them manage price and
production risk. These tools, if they are
available at all to dairy farmers, are still in
a fledgling stage.” Dairy farmers haven’t
developed such tools because they haven’t
had to. Political clout rather than attention
to markets has protected their bottom line.

In the wake of Judge Doty’s decision,
the Department of Agriculture begged for
a stay as it scrambled to meet 3 year-end
deadline to reconfigure the milk pricing
System. Huge milk cooperatives are merg-
ing into even huger ones for economies of
scale. And various multi-state cartels are
forming, trying to emulate the new North-
east Interstate Dairy Compact in locking
out extraregional milk and guaranteeing
that even absent the federal rules, regional
consumers will pay more for milk than is
necessary or sensible. .

Dairy price supports will be phased out
by 2000, thanks to the 1996 farm bill. But
throwing programs that were ill-
conceived and illegitimate to be-

HT-O) END gin with out of the federa] realm
"?EIt\\li‘):\rlm\%:'\'.‘QSWE and into regionalized cartels is no

Improvement. As states and lo-
calities step forward to shoulder
formerly federal burdens, they
need to ask not just who should

manage a given program but
whether it should exist at all. For
now, regional cartels seem pre-
pared to make sure that famous
milk moustache continues to hide
the sly grin of agribusiness as it
milks the public, LR
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Nearly 300 people attend meeting to express how Wisconsin’s
Depression-era milk pricing system is hurting the state’s farmers

By Dan Wiison
Past-Crescent staff writer

GREEN BAY - The Depres-
sion-era system used to price milk
came under almost universal attack
from the nearly 300 people at a lis-
tening session. here Tuesday to
gauge support for proposed chang-
es in the federal milk marketing
order systER”

The orders, used to determine
the price of fluid milk, ﬂ1‘)lay dairy
producers a higher price the farther
they are from Fau Claire.

The system was designed to
encourage production in milk-poor
areas of the South and West. Since
that time those areas have become
milk-rich and the milk order system
has become politically entrenched.

Gov. Tommy Thompson was
among  more
than .70 people
who spoke out
against the milk
marketing order
setup.

“Stop making
empty promises
to these farmers
out here and
start making
some meaningful reform,” he said.

“For the past 61 years the Class
I pricing provisions have paid dairy
farmers more for their milk the far-
ther they live from Eau Claire, Wis-
consin, How stupid. T have often
compared this nonsensical system
to charging higher prices for movie
tickets the farther the theater is
from Hollywood. Perhaps what we JAMES HAHN, left
should do is base salaries in this tir rk’ t '
country bas-ed on the distance one acting marke
lives from Washington, D.C.” administrator for
Farmers, dairy industry experts Chicago Regional
and: processors all spoke of an & Indiana Market-
order system which has created a A fistens t
monster of milk production in the N9 Aréas, listens to
South and West. Dick Lamers of
V\(’jisconsinhhas already lost lﬂ;(s Lamers Dairy Inc.,
standing as the nation’s top milk- . i -
producing state to California, and m(lj(m?berly ;,it Tges
the gap is widening every year. ay's session in

“Excessive milk production in  Green Bay. Above,
the South and West caused by Campbelisport
Class I differentials is threatening dairy farmer Arnold
our economic survival, “ said Ron Gud
Brown, a Marathon County farmer. ~ Udex expresses

his views on a pair

Please see MILK, BACK PAGE of signs.

By Dan Wilson
Post-Crescent staff writer

GREEN BAY - To hear the testi-
mony here on the proposed milk order
system changes, it would appear Wis-
consin farmers are on the verge of going
out of business while watching their
dairy farmer neighbors in the South and
West get rich at their expense.

But what are the realities? Do farmers
in other areas of the country get paid
more for their milk?

Not necessarily.

Please see PRICING, A-7

Post-Crescent photos by Sharon Cekada
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Unper Midwest Dairy Coalition

The Upper Midwest will lose its family dairy farms unless current federal
order rules are fundamentally reformed. The status quo is unacceptable. The
Eau Claire-based pricing system seriously threatens the ability of Midwest
dairy farms to compete and survive. USDA must make the federal order
System more equitable through the following reforms:

O Class I Differentials
 Make Class I differentials much more uniform across the U.S.
Flatten Class I differentials toward the proposal outlined as Option 4.
Eliminate Eau Claire as the single basing point.
Any lesser changes to differentials must include open and equitable pooling of
producer milk across the system.
Option 1A is status quo and is not acceptable.
Class 1 price restructuring ensures price equity across the system.

O Order Consolidation

o Increase Class I utilization in the Upper Midwest by creating the largest possible
Upper Midwest order.

» USDA’s preliminary and revised plans do not go far enough.

 Must include Kansas City, S. Illinois-E. Missouri along with Iowa, Chicago and
Upper Midwest Orders.

* Consolidation ensures that all producers in a natural supply and sales area share
equitably in higher-valued Class 1 sales.

O Open Pooling

» Reduce current restrictions on pooling milk in orders and make rules much more
uniform across the federal order system.

» Current order rules can be used to exclude outside milk from being pooled on an
order.

* Reforms should eliminate restrictions and make pooling uniformly accessible
across the system. _

* Ensures that all producers are not restricted from sharing in pools if economic
conditions warrant it.

0O Basic Formula Price

* Replace the Basic Formula Price with a method that surveys real-world
competitive pay prices, including Grade A milk. ,

* Reforms must include replacing the BFP because of too little Grade B milk.

* Retaining the value of competition for farm milk among dairy plants is critical to
farmers being assured a fair market price.

* Adding prices paid by dairy plants to farmers for Grade A milk used in
manufacturing is the only viable way to retain the competitive value for milk at
the farm level.

» Other alternatives, such as product price formulas, do not provide farmers with
as high of a base price for milk.
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O California

* Bring California into the federal order system.

» California’s state pricing rules give their dairy plants a unique and unfair advantage
relative to federal order dairy plants.

* Because of California’s large milk production, their prices are negatively impacting
dairy farmers elsewhere.

 They need to be strongly encouraged to join the federal order program or to align
their own prices much more closely to federal orders.

Only these reforms can ensure the future economic viability of the 49,000
traditional family dairy farms of the Upper Midwest. These farms represent
39 percent of all U.S. dairy farms.



Talking Points on Class I Differentials Following Minnesota Decision

This is a landmark decision that shows the Upper Midwest is on target in protesting the
~ inequities of the current federal milk marketing order Class I pricing.

Now maybe the Upper Midwest will get the attention it deserves from USDA to implement
an economically sound and fair pricing system for all dairy farmers in the U.S.

There may be an appeal, there may be pressure from other regions, but more importantly,
there has been a shift in the dynamics of federal order reform, and that shift is in the
direction of the Upper Midwest Dairy Coalition’s proposal.

This is not the time for guessing how this may play out in terms of milk prices. The bigger
focus should be in how this can lend merit to our argument that the status quo is
unacceptable.

We need to use this event to our advantage in our ongoing push with USDA for price
restructuring.

We commend the Minnesota Milk Producers Association and the Farmers Legal Action for
their persistence on this effort. Their tireless pursuit has resulted in a benefit to all dairy
farmers in the Upper Midwest.
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