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Q1: Do We Need New Dairy Policy?

“...for generations no one has been able to 
maintain any plausible economic reason to 
support prices, subsidize business 
insurance, or distribute government 
payments, mainly to farmers of grains, 
oilseeds and cotton, while perpetuating

convoluted regulations for milk marketing and trade barriers to 
subsidize sugar producers. Rationales that might have sounded 
credible in 1950 - e.g.: farmers tend to be poor; the free market 
just doesn't work - were shown over the decades to be weak 
rationalizations for transfers to the wealthy. My proposal is 
simple. This next farm bill should be the shortest in history. It 
should also be the last.”

Prof. Dan Sumner, UC-Davis in The Atlantic, Apr 25, 2013



Q2: Who Benefits from the New Policy? 
“We find that expected outlays favor large farm operations 
and are an order of magnitude higher than those under 
existing programs. Under the current policy framework 
(MILC), farms with less than 100 cows (76% of farms) account 
for 42% of net payments and farms over 1000 cows (2% of 
farms) account for 6% of net payments. Under the new policy 
regime farms with fewer than 100 cows will get 17-21% of net 
program benefits, and farms over 1000 cows will get 36-43% 
of benefits.”
John Newton, PhD Candidate, The Ohio State University

“A close analysis reveals that crop insurance as it is 
currently structured and marketed is a bloated, 
taxpayer-funded income support program that in many 
cases allows growers, particularly the industrial-scale 
operations that have been enjoying record profits, to 
make more money from insurance payouts than they 
would from a healthy harvest.”
Bruce Babcock, Professor, Iowa State University



Q3: Will New Policy Cause Excess Supply?

Some still involved in the dairy business today will 
recall the history lesson that I’m imparting. In the late 
1970s, Congress and the U.S. Department of 
Agriculture boosted the level of the price support 
program significantly. By 1980, it was hard to lose 
money milking cows. Production exploded in 
response. Absent any means to mitigate milk output, 
a white sea spilled forth, for which there was no 
commercial market. By the mid-1980s, the USDA was 
buying 14% of the nation’s milk output. Thus, the 
debate this summer over whether to use market 
stabilization to disincentivize milk production when 
margins are poor, as featured in the Senate’s Dairy 
Security Act, is not merely an academic exercise. 
We’ve seen this show before. The wrong market 
signals – or in the case of the House bill’s Goodlatte-
Scott program, no signals at all – will have costly and 
far-reaching consequences

Jerry Kozak, CEO
National Milk 
Producers Federation

Text from 
August 2013, CEO Corner
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For example, on Oct 15 2012, Dec 2012 was 7.3725, Jul 13 was 7.2525. Carry was -12 cents.



Q4: The Effects of the Supply Management? 
“By taxing growth, this policy would 
penalize innovative and dynamic farms 
with potential for growth. Supply 
management also raises milk prices—
benefiting producers but harming 
consumers and causing the standard 
deadweight loss. 

One of the most important long-term implications of supply 
management is to reduce the global competitiveness of the U.S. 
industry and encourage expansion by foreign suppliers. Thus, 
while supply management has been proposed as a solution to
short-term volatility in milk markets, in practice it would have 
long-run impacts on milk production and dairy markets.”

Balagtas & Sumner, AJAE 2012



Q5: Alternative Policy Instruments: LGM-Dairy?

Insurance 
Year

Policies 
Sold

Milk 
Insured

Gross 
Margin 

Guarantee

Premium
Paid In

Indemnities 
Paid Out

08-09 40 401,680 4,715,858 287,201 718,035

09-10 134 1,872,499 24,914,997 781,589 280,566

10-11 1,224 46,172,815 769,644,504 25,012,757 64,738

11-12 898 40,504,408 704,520,655 19,153,150 1,317,954



Q6: Crowding Out?
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Q7: Milk Pricing Reform?

Recommendation 2: REVIEW FEDERAL 
MILK MARKETING ORDERS (FMMOs). The 
Secretary should appoint a committee to 
review implications of FMMOs, including, 
but not limited to, end-product pricing’s 
impact on milk price volatility and impact 
of classified pricing and pooling on 
processing investment, competition and 
dairy product innovation. 

Recommendation 7: STRONGLY CONSIDER THE ELIMINATION OF 
END PRODUCT PRICING. Explore alternative measures to the 
current end product pricing system, such as competitive pricing 
and mandatory price reporting. 



Q8: Feed Prices in the next Decade?

“The mandate increases corn 
prices by about 25c per bushel,” 
Babcock says. He spoke July 17 at 
the Federal Reserve Bank of Kansas 
City’s Agricultural Symposium. His 
outlook assumes favorable 
weather now through 2014/14, 
thus big crops and much lower

prices than this year, potentially reaching sub-$4 levels for 2014/15. 
“Without a 2014 drop in acreage, stocks could grow to 2.5 billion 
bushels,” he says. That would represent a tripling in stocks from the 
current 2012/13 marketing year. 

AgWeb, “What Happens to Corn Prices without the Ethanol 
Mandate?” July 23, 2013



Q9: Whither Dairy Policy?
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