
Expanding Dairy Enterprises in North Dakota: TC \l1 "Expanding Dairy Enterprises in North Dakota:
General Information About the Dairy Industry

Why is the dairy industry in North Dakota undergoing change?  TC \l3 "Why is the dairy industry in North Dakota undergoing change? 
Less than 39% of the dairy herds in North Dakota 10 years ago remain (Figure 1), and the number of farms continues to decline. The number of dairy cows in the state decreased by 54% 
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from the highest numbers in the last 20-year period from 1980 to 2001 (Figure 2). Estimates from the North Dakota Ag Statistics Service (May 2002) indicate there are approximately 41,000 dairy 
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cows in the state. The average number of cows per farm has been increasing, but in 2001 North Dakota was recorded as the state losing the greatest percentage of its dairy farms (19.2%) in the United States. In the same one-year period (2001), U.S. average milk production per cow was 18,133 pounds per year, while North Dakota averaged 14,000 pounds annually. Since 1980, annual milk yield per cow has increased nearly 2% in North Dakota because of genetic selection, advancements in feeding practices, availability of new technology, and changes in management and housing practices that have resulted in better animal health and comfort. However, a reduction in the number of cows has caused a decline in total milk production by almost 2% per year, resulting in 42% less milk produced annually than in 1985.

These trends are similar in almost all Midwest dairy states. The number of farms is decreasing because of increasing job opportunities for young people, the level of physical labor and long hours associated with farming, increasing cost of operation for smaller dairy farms, and the lower family income often associated with small farms. The limited capacity of smaller farms to provide an acceptable standard of living gives rise to the increasing size of farms in general. To be profitable and provide for at least a moderate standard of living, dairy farm size (cows per herd) has been increasing, much as crop farms have done over the years; to remain profitable, an increasing number of acres are needed per farm.  In North Dakota, dairy farms were traditionally widespread excluding the Red River Valley as well as many western and several northern counties. These larger dairy farms have been locating in areas of lower population density that are close to feed sources and processing and have favorable natural resources for dairy farming.  

Why do we need more milk anyway?  TC \l3 "Why do we need more milk anyway? 
Consumption of milk used in all dairy products grows about 1.5% every year. In the United States, we have maintained a similar rate of growth in milk production to meet supply which has affected consumer prices for milk and dairy products. However, if the U.S. dairy industry does not meet supply, more imports would likely come into the United States to correct this demand-supply imbalance.  Therefore, the current tendency in the U.S. is to increase milk production. Although not regarded as a leading producer of milk, North Dakota has four milk processing facilities that employ approximately 180 people. The average wage of the employee in the milk processing industry ranges from $9 to $15 per hour, not including benefits. Nonetheless, North Dakota continues to lose the opportunity for new jobs because expansion projects are not occurring. 

To retain and utilize the capacity of the milk manufacturing industry in North Dakota, more raw milk is needed. Current processing capacity could support approximately 100,000 cows.  Processors need milk to run their plants efficiently in order to provide a price that is profitable to producers, or the number of producers will decline.  However, wholesale prices are set according to market competition.  Furthermore, the jobs provided by the state’s infrastructure, i.e. dairy veterinarians, equipment supply firms, feed manufacturers and dealers, consulting nutritionists, agricultural lenders, etc., which serve dairy farms of all sizes, will be lost unless the trend in milk production is reversed.  

Why has the government tried at different times to decrease milk supply?  TC \l3 "Why has the government tried at different times to decrease milk supply? 
The U.S. government has attempted to directly reduce the production of milk on farms with two major programs, both occurring in the 1980s. The first was the Dairy Diversion Program, enacted with the 1983 farm legislation, and the second was with the Dairy Herd Buyout Program, enacted with the 1985 farm legislation. The first program attempted a temporary diversion, charging producers an assessment per cwt. of milk marketed to offset the cost of the program. The second program attempted a complete termination of production with the government purchasing entire dairy herds and sending these animals to slaughter. 

These two programs were enacted to reduce the amount of milk produced on U.S. dairy farms. Reducing the growth in milk production and letting demand catch up would reduce the quantity of dairy commodities (butter, cheese, and nonfat dry milk) that the government would have to purchase to maintain the minimum price support level in effect at that time. In essence, these milk production programs were enacted to reduce the burden on the U.S. taxpayer by lessening the quantity of dairy products that had to be purchased by the Commodity Credit Corporation (CCC) and placed in storage. 

At the time these programs were enacted, the dollar cost of the price support program had become very large and appeared to be growing. However, with the inability of these two programs to significantly reduce the growth in milk production, the final action was to initiate a reduction in the milk support price. The national scene has now changed in that the milk price support is lower, and the amount of milk available relative to demand is more in balance.  Dairy is a national market because cheese, butter and non-fat dried milk are storable and easily transported. 

Is the government presently subsidizing milk production? 

The primary form of government involvement at the farm level is the price support program. This program is designed to place a floor under the milk price by authorizing the Secretary of Agriculture, through the CCC, to purchase cheddar cheese, butter, or nonfat dry milk powder for the purpose of supporting the milk price received by dairy farms. The CCC does not purchase milk directly but instead purchases these products at prices determined to keep the milk price at the stipulated price floor. The current support price floor is set at $9.90 per hundredweight of milk.

There is a subsidy to the extent that a number of provisions within U.S. federal agricultural policy place a lower limit on market prices for milk or encourage large crop production which lowers market feed prices. These are indirect subsidies to dairy farmers. Formerly, in 1999, 2000, and 2001, dairy farmers received emergency Dairy Market Loss Assistance payments to offset the negative impacts of adverse weather and market conditions.  With the advent of the 2002 Farm Bill, direct payments will be made to dairy operators.  Unique to this bill is the use of a target price of $16.94 per hundredweight (cwt), and USDA will pay 45% of the difference between the $16.94 and the Boston Class I price.  Payments will be capped with 2.4 million pounds of milk production per year, which is equal to 133 head of cows each milking 18,000 pounds per year.  Capped at $20,000 maximum per year per producer, any production above this does not receive payments.  The direct payment will be for the period of December 1, 2001 through September 30, 2005.  TC \l3 "There is a subsidy to the extent that a number of provisions within U.S. federal agricultural policy place a lower limit on market prices for milk or encourage large crop production which lowers market feed prices. These are indirect subsidies to dairy farmers. Formerly, in 1999, 2000, and 2001, dairy farmers received emergency Dairy Market Loss Assistance payments to offset the negative impacts of adverse weather and market conditions.  With the advent of the 2002 Farm Bill, direct payments will be made to dairy operators.  Unique to this bill is the use of a target price of $16.94 per hundredweight (cwt), and USDA will pay 45% of the difference between the $16.94 and the Boston Class I price.  Payments will be capped with 2.4 million pounds of milk production per year, which is equal to 133 head of cows each milking 18,000 pounds per year.  Capped at $20,000 maximum per year per producer, any production above this does not receive payments.  The direct payment will be for the period of December 1, 2001 through September 30, 2005. 
Why are some of the new farms choosing 650 cow numbers as the ideal size? 

Many livestock facilities—just like any manufacturing or business operation—are being designed on an integrated basis, taking into consideration all aspects of the production flow of materials. It is more efficient for a processor to fill an entire semi tanker with milk from a single farm, and this further result in less hauling cost being charged to the dairy farmer. A farm with 650 cows will provide about enough milk to fill a tanker every day.  

Farmers also must spread the fixed costs of an operation most efficiently. For example, a modern milking center designed for one operator has the capacity to milk 100 cows per hour. A parlor of this design costs in excess of $500,000. This large fixed cost must be spread over as many hours of operation as possible (20 to 21 hours per day to allow for cleaning and repair time). Thus, a modern milking center will allow 650 cows to be milked three times per day with only one operator at any one time in the center. 

All animal operations with 1000 or more animal units must file for a permit to install (PTI) and a permit to operate (PTO) from the North Dakota Environmental Protection Agency (NDEPA). This animal unit designation is equivalent to 700 mature dairy cows. Therefore, some farms have 650 cows or less so that filing for these permits is not required. 

Why might a large farm operator choose to relocate to a new community?  TC \l3 "Why might a large farm operator choose to relocate to a new community? 
There are many personal and business factors that are involved in a decision to relocate. Frequently, the farm must expand to make room for additional family members to join the business. In instances where local conditions preclude an expansion at the current site, such as land availability, the family must look at other areas for establishing a new dairy. Urban encroachment also can force farms to relocate. 
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