




- . 

�~ �' �~�: �" �:� 

. . 

TABLE 3. Deri ved Maximum Profi table Investment Levels for Two 

Milk Prices and Three Interest Rates when Facilities 

are Already Fully Utilized on the Simulated Farm 

Milk Price ($/cwt): 

Interest 

Cow Type Rate (%) 12.50 11.50 

14,0fJ0 lb. 8 1,439 1,024 

12 1,122 751 

16 866 532 

16,000 lb. 8 1,955 1,486 

12 1,581 1,164 

16 1,280 904 

18,000 lb. 8 2,439 1,911 

12 2,014 1,542 

16 1,671 1,245 

20,000 lb. 8 3,076 2,476 

12 2,581 2,046 

16 2,183 1,700 

22,000 lb. 8 3,712 2,727 

12 3,149 2,270 

16 2,695 1,902 
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size. An income or cash flow squeeze could cause them to seek more 

efficiency. A larger operation wi 11 be required to maintain absolute 

amounts of owners' returns. Judging from the considerable noise made 

about the milk tax and the low response to the diversion program, there 

must be a number of producers who will be squeezed into a more efficient 

size for their dairy. They may find it impossible to make sufficient 

returns, but our analysis suggests a possibility for greater returns 

than they now have if they add good cows. No suggestion is made that 

dairy farmers in the aggregate will increase production in response to a 

price decrease. To do so is to assume, as Secretary Block (1983) says 

that "we could have a system under which if we needed more mi lk, we 

could just lower price." Large dairies (dairies where most labor is 

hired) and any other situation where overcapacity in part of the facili-

ties does not exist likely would conform to the traditional and 'expected 

supply response. But, our analysis suggests that lack of downward 

f lexibi 1 i ty may make the aggregate supply elastici ty be very low in 

response to lower prices. 
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