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Project at a Glance 

Dates of project 

Total estimated federal funding 

Total spent 

Contact 

January 1, 1995 -- August 31, 1998 

Rob Nooter 
Land O'LakesIMcLean, VA 
phone 1-703-893- 1492 
e-mad rnoot@landolakes com 

The onginal goal of the project was to facilitate the Lithuanian government-mandated 
pnvatizatton and commercialization of dairy farms and agnbusinesses The project assisted 
agricultural enterpnses to become profit-seelung, self-managing and self-regulating 
Onginally, it was to improve the quantity and quality of the milk in the Birm region Later, 
the project was expanded across all of Lithuania The first phase of the project was 
successfully completed December 3 1, 1997 Dunng the last year of the project, a d a q  policy 
reform component was added The project was granted a no-cost extension, through 
August 31, 1998, in order to more effectively complete its policy work 

This document lncludes a report on the last two months of the project, followed by a final 
report that summartzes the accompl~shments of the entire project The final report is 
composed of two parts 1) the milk quality and farm income improvement, and 2) dary 
policy development 
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Summary of Actzvttzes m the Last Quatter (July - August 1998) 

The activities in the last quarter of the project fall into the following categones 
1 Final activities of the Dary Policy Worlung Group, 
2 Econometric modeling triuning of economists, 
3 Public outreach concerning the dary policy work, and 
4 Project closeout 

I Dazry Polzcy Worktng Group 

The worlung group held ~ t s  final meetmg Most members of the worlung group and several 
special guests including Vice Mnister of Agnculture Natalija Kazlausluenne attended this 
session Dunng the meetmg, the worlng group 

Received a report analyzing the margins in the Lithuanian dary marketing cham which was 
prepared by MAS Consult, a Vilnius-based economic consultmg group Reference 
Attachment B 
Received an updated report from Dr Willi Meyers (Iowa State, CARD) which updated the 
d a q  policy modeling work presented at the Apnl dary policy conference The revised 
version evaluated the Impacts of changes to d a q  policy that were considered and adopted 
subsequent to the Apnl conference Reference Attachment A 
The final meeting afforded an opportunity for the worlung group members to reflect on the 
accomplishments achleved by the group in helping to shape dary policy in Lithuania 
dunng the year In which the group was created and coordinated by Land O'Lakes The 
group discussed the methods of maintaming communication among the vanous interests 
following the conclusion of the Land O'Lakes project 

The final dary policy workshop was a very fitting actlvity for this select group and a few 
guests, like the Vice Minister The case studies and report by MAS consult was an important 
addition to the analysis done earlier Though the marketmg cham analysis does not represent 
the whole industry, it is a very good start on understanding the marketing cham Other studies 
can build upon this foundatron In the future and help to complete the picture as the industry 
also evolves The significant outcome of commissioning a report such as this is that key 
leaders are now more cognizant of the analytical skill that should be tapped and further 
developed so that policy decisions are grounded in sound analysis 

The pnce and income support scenmos analyzed for the final seminar (see Dr Meyers' paper 
added to the conference proceedings, Attachment A) were selected to cover a narrow range of 
options These alternat~ves reflected the convergence to a final dairy pncing and subsidy 
program decision that took effect June 1 The differences among alternatrves were not as great 
as with the original set of scenarios done for the workshop There were, however, significant 
differences between the lowest-cost and highest-cost options It was clear that the government 
could have made transfer payments to the poorest farmers, removed the price subsidies, and 
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still saved a lot of money Here is where the focus needs to be and likely will be in the future 
There is already a proposal to move the support for household farms to the social budget and 
remove it from agnculture programs Therefore, the modeling that was introduced by this 
project is being used in the analysis of alternative programs This clearly shows that the 
impact of the worlung group has been a positwe influence in the determination of dary policy 
in Lithuania over the past year 

It will be hard to predict how much or how well the modeling will be used in the future But 
the approach has been widely exposed and appreciated Several people are being traned, and 
it is expected that analysts in the Ministry of Agriculture and in the research inshtutes are 
likely to make further use of this analytical tool Land O'Lakes has been satisfied with the 
results of these efforts even though the actual policies now in place are not as radical a 
departure from previous policies as we would have liked Nonetheless, steps forward seem to 
be overtalung steps back, so progress is gradual but continuing 

II Econornetnc modehng traanang 

In mid-July, the project conducted a three-day traning session for economists and analysts on 
the use of the dary policy model developed over the past year The ten participants each 
received a copy of the model to Install on the computers and detaded instructions concerning 
how to change vanables, modify assumptions and conditions, update data and interpret results 
that can be obtained from the model 

III Outreach 

Subsequent to the meeting, final copies of the updated dairy policy conference proceedings 
held in April 1998 (with the additions to Dr Meyers' paper) were distributed (Attachment A) 
The marketing chain report was also widely disseminated among leaders of the Lithuanian 
agricultural policy arena (Attachment B) Recipients included members of the Parliament 
Agriculture Committee, the Ministry of Agriculture and other key Ministries including the 
Ministry of Finance 

Dunng project leader Robert Nooter's final tnp to Lithuania, he met with several key 
members of the Seimas and the government to summmze the accomplishments of the project 
These meetings focused on the three m a n  areas in which results were achieved, including the 

price and subsldy policy work, the milk quality standardization achievements atmned by the 
milk Quallty Working Group, as well as the enterprlse and institutional support provided by 
the project in ~ t s  first phase of operation There was broad affirmation that the project had 
successfully and srgnificantly achieved positnve results In lnfluencmg the outcome of policy 
issues and enterprlse development 
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In another outreach effort, Land O'Lakes arranged for the publication of an article that 
appeared in the July-August edition of the magazine Buszness & Exposlhons The artlcle, 
enbtled "U S Assistance to the Lithuanian Datry Sector," gave an overview of the 
Land O'Lakes project and how it fit achieved results consistent with USAID's country strategy 
for Lithuania See Attachment C 

IV Project Closeout 

Finally, in the area of project closeout, the project staff successfully concluded the logisbcs of 
project closeout This included terminabng all leases, contracts and obligabons, and 
distnbuhng remauning non-expendable property to project partners with direct involvement in 
the datry sector and to several agncultural credit unions Recipients of these items included 
the Dary Producers Association, the Dary Processors Association, the Insbtute for Agrman 
Economics and the Ministry of Agriculture's Economic Analysis Department These enbbes 
will use the computers, equipment, office furniture and reference matenal in providing 
meaningful assistance to the dairy sector in Lithuania Finally, all significant files, records 
and paperwork were shipped to Land O'Lakes in the U S for use and mamtenance of a record 
of the project finances, acbvities and results 

final Observahons 

Land O'Lakes and USAID should be pleased with the reception that has been given to the 
policy reform activity within Lithuania There has been extensive attention devoted to this 
activity by the Lithuanian government, the Seimas, and industry organizattons The bming 
was ideal, as the government was struggling with policy choices as the workshop and analyses 
were being conducted The Land O'Lakes policy reform initiabve was largely responsible for 
the development within the Ministry of Agnculture of a proposal to sharply cut supsiaies Tie 
modeling was employed as the analysis upon which this proposal gamed credibility, and the 
Processors Association was a pnme proponent of the concept as a lobbyist for this approach 

This was viewed by some as a revoluhonary change in policy, and therefore this proposal was 
not accepted by the government this year However, the evolutionary wheels are in motion 
and, if circumstances remain stable over time, this objective will become more palatable and 
acceptable The Land O'Lakes policy program can clam as its significant result that progress 
was made toward ratsonalizat~on of policy for the da~ry sector in Lithuansa, and that this 
progress is likely to continue as Lsthuanta deslres to become more integrated into the world 
trading system 
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The Land O'Lakes Lithuanian dairy industry restructunng project funded by USAID began in 
Apnl 1994 The goal of the project was to provide technical assistance to the dary industry 
from the point of production to the point of purchase in order to hasten the transihon from a 
command economy to a market economy Land O'Lakes' strategy has been to take an 
integrated approach on all aspects of the dairy industry but placing heavy emphasis upon the 
weakest points in the dairy marketing chain 

Project activity was initially focused on supportmg the development of dmry enterpnses and 
farmers However, the project activities evolved to address the cntical issue of the dary 
sector Therefore, additional phases of activity increased the emphasis on institutional 
development in the standards, enforcement and testing of milk, as well as on providing policy 
development assistance to the industry and government of Lithuania The policy component of 
the project was the predominant focus during the final year of project activity 

Land O'Lakes was very fortunate and grateful to have worked in an environment in Lithuania 
where the human resources are motivated, well educated, and responsive to technical 
assistance The success of the project was dependent not only on the expertise of 
Land O'Lakes but also on the ability and courage of the Lithuanian partners to face change 

For the purposes of this report, the activities have been broadly categonzed in two distinct 
functional areas of engagement throughout the project's three-and-one-half-year durahon 
dary policy reform and enterprise development support This report is not an extensive 
summary of activities but can serve as a highlight of some of the successes which contnbuted 
to the overall success of the USAID mission in Lithuania 

In the enterprise support functions, Land O'Lakes identified four project components through 
which to target technical assistance These were private farmer income enhancement, dary 
puuzaaul  deve!opmefit, zsseciation development, and farm bendrove restructunng From the 
perspective of executing the project, Land O'Lakes focused on two of the most northern 
districts in Lithuania Panevezys and Telsiai Within these two districts approximately 65% 
of the milk in  Lithuan~a IS processed In additlon to achieving suskunability by worlung 
directly with the recipients of technical assistance, Land O'Lakes also established strong 
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relahonships with the Lithuanian Agncultural Advisory Service, the Vetennary Services 
Department, and the Lithuanian Agncultural Chamber and its membership 

The policy component of the project was added in late 1996 The approach uhlized was one of 
bnnging vanous pnvate and public sector interests together to increase their understanding of 
these issues and to work on resolving them The primary issues addressed were the pnce and 
income support mechanisms used to support the dary sector and the inspechon and 
enforcement of quality requirements These two questions stnke at the heart of sustamability 
in an economic context as well as profitability and compehhveness in world markets 

I Enterprise Support -- Mdk Qualw and Farm Income Improvement 

A Mastitis ControUFarm Income Improvement 

Raw milk quality has been idenhfied as the weakest link in the darry food marketing cham 
The quality of raw milk dictates the quality of the end product, the shelf life, consumer 
acceptance, and safety of the product Land O'Lakes, partnenng with the Lithuanian Distnct 
Vetennary Stations, developed a systems approach to improving milk raw quality Since milk 
sold in Lithuania receives a quality classification based largely on somatic cell counts and raw 
bactena counts, monitonng the progress of the milk supply and evaluabon were readily 
accessible through milk company records and the records of individual farms Furthermore, 
the quality classification is hed to a price premium paid to the farm Consequently, an 
Increase in quality reflects a higher net earning on the farm 

The effort was labeled the Lithuanian Milk Quality Improvement Program and modeled after 
the U S -developed National Mastlhs Council " 5  point plan " Four Lithuanian vetennmans 
were hired and tralned by Land O'Lakes vetennanan consultants In cooperahon with the 
Veterinary Service Department, targeted dairy herds were identified ranging from 6 to 600 
cows with a total 3,000 cows on the program In addition to conducting the field work, the 
Lithuanian vetennarians were also responsible for traning their colleagues in the systems 
approach to milk quality through their Distnct Vetennary Stations and the Lithuanian 
Veterinary Assoclatlon The outline of the program is designed on the basis of a decision tree 

All herds are tested once per month for a somatic cell count, which is indicative of the 
presence of rnastitis ~nfectlon, and a bulk tank bacterial analysis whlch identifies the bactena 
species causing mastltis withln the herd As a means of staying within an economic threshold, 
no actlon would be taken in the dary herd lf the analysis showed no contagious species of 
bacteria nor clinical cases of mastitis If contagious species are found, all cows are sampled 
and an analys~s IS conducted to Identify Infected cows and the bacterla species Control 
measures as recommended by U S consultants are taken on infected cows harboring 
contagious specles No subcl~n~cal cases are treated In addition, all cows are routinely 
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disintected after millung and at drying off all cows are dry treated with a recommended 
anttbiotx therapy 

After 13 months the program was evaluated and the results are dramattc However, the results 
are consistent with results one would find in the U S The most challenging species to 
management were effechvely eliminated from the herds Steptococcus agalactza was 
eliminated within five months of the start of the program, and Stuphylococcus aureus was 
reduced to manageable levels withm e~ght months 

Land O'Lakes marntamed records of six large herds, averaging 380 cows which entered the 
program Four remaned with the program for the full penod Jotamiu, Upytes, Zirbartoniu, 
and Draugystes Two herds, Cedasi and Kalviar, chose to no longer partxipate but they 
continued to be monitored Of the four herds which participated fully, each herd achieved a 
minimum of 90% of milk sold in the top quality classificabon The controls, Eedasi and 
Kalviai not partmpating, sold no milk in the top quality classificabon but achieved some 
progress from early technical assistance 

The records reveal the impact that the program had on the average parkipant On the 
average, the increase to cash flow to the participatmg farms was 574 15 1iU per cow This is 
the equivalent of a net income increase of $144 26, a figure that would not be unexpected in a 
Western dmry herd s~tuation 

To ampliQ the impacts of the program, the four Lithuanian vetennanans have presented the 
program results to farmers and milk processors As of December 31, 1997, three milk 
companies in Roluslus, Kupislus, and Pasvalys have contracted with the veterinmans to 
further expand the program to involve more of the producers The contract provides that the 
milk company w~ll purchase the necessary supplies and cover laboratory fees and the farmer 
will assume financial responsibility for veterinman services In addihon, the four 
Land O'Lakes Lithuanian veterinarians are trarnlng their colleagues to conduct the milk quality 
program throughout Lithuania 

B Lithuanian Veterinary Station Laboratories 

Quality control in the da~ry industry relies heavily upon a well-functioning laboratory system 
and a high skdl level with the laboratory microbiologists Land O'Lakes provided technical 
assistance to both commercial laboratorles located at milk plants and government laboratones 
operated by the Dlstrlct Vetennary Statlons The slull levels of the microbsologists are qulte 
high, however, the laboratorles are beginnsng to show the wear of a lack of resources to 
replace much depreciated equipment Land O'Lakes developed a program which combined the 
donat~on of laboratory equipment and further developing laboratory slulls most effectwe in a 
market economy 

L~thuan~a Dairy lridurtry R t s t r u ~ t i ~ r ~ n ~  lnd F r ~ t  Mlrktt Coop~ratlve Program 
Cooperatwe agr~cmcnt  number DHR-A-00 95 00036 00 
Land 0 Lakts l n ~  



In the dairy industry many of the quality control tests performed do not require high capital 
investment and mamtenance costs A laboratory needs to handle a large number of milk 
samples and provide the necessary tests accurately, timely, and affordable to the market, which 
in many cases is the farmer In 1994 the cost to test one milk sample at the Nabonal 
Vetennary Laboratory was the equivalent to $10 and the time required to perform the sample 
was 5 days Land O'Lakes consultants introduced in Lithuania the method of "presumptive 
testing " Presumptive testing is smctly a bactenal idenbficabon and analysis by visual 
examination, it is within 99% accuracy, but it also provides the protocols for the use of 
confirmatory tests if the technician is unable to conduct the visual examination or wishes to 
provide confidence in the reading of the sample 

In 1997 after the Land O'Lakes technical assistance at the Nabonal Vetennary Laboratory, the 
cost to perform a bactenal analysis on a raw milk sample is $2 65 and the bme to perform the 
test is 48 hours Dunng the course of 1996, the staff at the Nabonal Vetennary Laboratory 
traned their colleagues at the ten Distnct Vetennary Stations The presumphve tests are now 
standard procedure for raw milk samples As an indicabon of the present impact and future 
impact, in Telsiai and Panevezys District Vetennary Laboratones 24,000 raw milk samples 
were processed in 1996 and 1997 The cost advantage over the previous tests is $176,400, at a 
reduction of countless person days Of course part of the problem in quality control was that 
farmers and vetennanans could not afford the earlier tests so little or no milk was tested 
Currently the District Vetennary Station Laboratones are playing a key long-term role as the 
farmers and milk companies see the cost effectiveness of the milk quality program In addition 
Land O'Lakes has developed w~thin the Veterinary Laboratory system a quality assurance 
program to assure that all food samples, not only milk, are handled under the same 
international accepted protocols 

C Pasture Management 

Land O'Lakes ~dentified pasture management as an area of dary farm management which 
could be leveraged to improve the returns to the dary farmer with the subsequent traning 
program for farmers integrated into the Lithuanian Agncultural Advisory Service's CAAS) 
extension program The problem to be addressed was that farmers were not takmg full 
advantage of the opportunity to manage pasture intensively dunng the six-month grazing 
season which coincides with the peak in milk yield per cow The traditional system in 
Lithuania has been to tether cows, moving them only after daly millung Land O'Lakes 
consultants observed an opportunity to increase milk income, reduce labor costs, and reduce 
feed costs if the concepts of ~ntenslve pasture management could be absorbed To accomplish 
the integration of the training into the LAAS extension program, 20 sites for farm 
demonstrations were established jointly with LAAS 

The demonstration farms were selected based upon LAAS recommendations relative to 
identifymg the farmer as a key leader All farmers were private farmers, as opposed to 
h~ndrove, and herd size ranged trom 6 to 80 cows Under the guidance of the Land O'Lakes 
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consultants, each farmer was provided with an electnc fencing system that was specifically 
designed for rotatronal grazing The investment per system was equ~valent to $500 Land 
O'Lakes consultants provided regional traming as well as individual consultahons dunng the 
months of May, July, and September 1996 

The results dunng the pasture season of 1996 were dramahc Each farmer witnessed a full 
return on the investment of $500 for the fencing system One farmer saw a return on 
investment within three weeks, and the average was six weeks The reason for such a sharp 
increase in returns was the response in milk producbon per cow Yields on milk increased by 
an average of 15% with a hgh of SO% The success of the demonstrahons was that the cows 
without the constmnt of tethenng had unlimited access to feed and water The task of 
tethenng and untethenng cows twice per day was eliminated, greatly reducing labor 
Furthermore, the increase in yields from pasture as a result of improved management, resulted 
in more grass avadable for the winter feed supply as stored feed 

In 1997 the demonstration farms and traning responsibilities were assumed by LAAS Field 
days were conducted at each location dunng the months of June and August In 1996 there 
was only one vendor of fencing system supplies in L~thuania By the beginning of the pasture 
season there were two additional vendors, one of which provided a high-quality New Zealand 
system avalable at an investment of $200 

D Milk Processor Improvement - Birzai Milk Company 

Throughout the duration of the project Land OYLakes and Birza Milk Company enjoyed a 
strong relationship Birza~ was actually a major provlder of match contnbuhons to the USAID 
funded project by providing office space, equipment, and computer technical support As the 
leader in the domestic market, the logo of Birza Milk Company, which was developed with 
the assistance of Land O'Lakes, has become associated with quality Consumers have seen 
value in Birza products which are often 10-15 % more in retad pnce than compehtors To 
meet the demand for Birza milk products, the company processes 500 tons of milk per day 
Land OYLakes technical assistance in improving the quality of raw milk and the handling of 
raw milk has played a major role in mantaming the quality products consumers expect At the 
end of 1995, the first year of Land OYLakes ~ntervention, raw mllk quality lmproved by 50%, 
as Indicated by the amount of milk whlch moved from the lowest quality classification of milk 
purchased from farmers Thls figure gave Birza the highest percentage of milk in the top and 
first categories of 44% of the total m ~ l k  processed Lithuania At the end of 1996, Birzai 
witnessed another significant ~ncrease in raw milk quality to obmn 65 % of the total milk 
processed achieving top or first qual~ty classification The Land O'Lakes approach to the 
technical assistance which delivered these results was an intensive producer education program 
administered through veterinarians and milk company field personnel It was this grassroots 
presence which fostered sustainability and rnstltutionalized within the milk company itself 
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Land O'Lakes also conducted significant technical assistance to the Birzai Milk Company in 
the areas of financial management systems and promotion and adverhsing By mantaming a 
focus on the domestic market, Birzai has been able to introduce new products aded by 
marketing campagns developed with the assistance of Land O'Lakes Perhaps the most 
successful has been the mtroduct~on of a new fluid milk line Like other companies, Birziu 
had been struggling to find ways to differentiate fluid milk to give their products greater 
appeal to the consumer for essentially a commodity, fluid milk With Land O'Lakes, Birzar 
introduced a new U S -manufactured packaging system using blown plastic jugs The fluid 
milk is avatlable in four different milk fat contents ranging from 1 % to 3 5 % At the time of 
introduction in September of 1997 fluid milk sales were 3 tons per day Within four months, 
sales rose to 51 tons per day Consumer response to a high-quality fluid milk, packaged 
attractively, has been so dramatic that the Birm Milk Company is installing a second plastic 
jug filling line to bnng their daily sales capability above 100 tons per day In economic terms 
the Milk Company improved cash flow by more than 100,000 1ita1 per day 

E Milk Producers Association 

Land O'Lakes provided considerable support to the Milk Producers Association which has 
been organized for less than two years Dunng the time that Land O'Lakes worked with the 
associabon , the association has 

Increased membership by three-fold, 
Learned and implemented basic organizational structural planning and budgeting, 
Emerged as an effective voice for the interests of dary producers 

Land O'Lakes provided the Association with management advice regarding the structure and 
strategic planning for the association It also helped the associabon select and carry out 
programs that served the needs of their members including seminars and organizabonal 
meetmgs attended by more than 1,500 participants The Association staff attended a 
Land O'Lakes-organized association training program held in Romania in October 1997 
Using techniques presented at this seminar and in consultation with Land O'Lakes' long-term 
in-country staff and short-term consultants, the association has wntten an annual workplan, 
pnontized its areas of activity for the next year, and has set targets for membership expansion 
These were all unknown to the staff and leadership of the organization at the beginning of this 

collaboration 

The president of the Association participated in the Lithuania Dary Policy Worhng Group 
includmg the U S economic training on dairy policy These activities have enabled her to 
elevated her profile as a leader of- producer interests on dairy issues The Association has 
taken the lead in organizing a multl-~nterest dairy committee consisting of producers, 
processors, academ~cs and representatives of various government institutions This group 
plans to continue to meet monthly 
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Land O'Lakes also conducted significant technical assistance to the Birm Milk Company in 
the areas of financial management systems and promotion and advertising By mamkuning a 
focus on the domestic market, Birm has been able to introduce new products iuded by 
marketing campagns developed with the assistance of Land O'Lakes Perhaps the most 
successful has been the introduction of a new fluid milk line Like other companies, Birm 
had been struggling to find ways to differentiate fluid milk to give their products greater 
appeal to the consumer for essentially a commodity, fluid milk With Land O'Lakes, Birm 
introduced a new U S -manufactured packaging system using blown plashc jugs The fluid 
milk is aviulable in four different milk fat contents ranging from 1 % to 3 5 % At the time of 
introducbon in September of 1997 fluid milk sales were 3 tons per day Within four months, 
sales rose to 51 tons per day Consumer response to a high-quality fluid milk, packaged 
attractively, has been so dramatic that the Birm Milk Company is installing a second plastic 
jug filling line to bring their dmly sales capability above 100 tons per day In economic terms 
the Milk Company improved cash flow by more than 100,000 1iW per day 

E Milk Producers Association 

Land O'Lakes provided considerable support to the Milk Producers Association which has 
been organized for less than two years Dunng the time that Land O'Lakes worked with the 
association, the association has 

Increased membership by three-fold, 
Learned and implemented basic organizational structural planning and budgetmg, 
Emerged as an effective voice for the interests of dary producers 

Land O'Lakes provided the Associahon with management advice regarding the structure and 
strategic planning for the association It also helped the association select and carry out 
programs that served the needs of their members including seminars and organizahonal 
meetings attended by more than 1,500 participants The Association staff attended a 
Land O'Lakes-organized association tra~ning program held in Romania in October 1997 
Using techniques presented at this seminar and In consultation with Land O'Lakes' long-term 
in-country staff and short-term consultants, the associabon has wntten an annual workplan, 
priontized its areas ot activity for the next year, and has set targets for membership expansion 
These were all unknown to the staff and leadership of the organization at the beginning of this 

collaboration 

The president of the Association participated in the Lithuania Dairy Policy Worlung Group 
including the U S economic training on dairy policy These activities have enabled her to 
elevated her profile as a leader of producer interests on dairy issues The Association has 
taken the lead In organizing a multl-lnterest dary committee consisting of producers, 
processors, academics and representatlves of various government institutions This group 
plans to contmue to meet monthly 
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F Darry Processors Association 

The Dairy Processors benefited from the technical ass~stance provided by the project through 
the duration of the project by receiving a vanety of interventions The Association 
partmpated in several U S and third-country traming programs concerning milk quality 
enforcement and regulation, association development and d a q  pncing policy The support 
provided to the Associabon has empowered its leadership to emerge as a powerful and 
effective advocate for the dan-y processors 

The Associabon served as co-coordinator of the Milk Quality Worlang Group and played a 
leading role in the Darry Policy Workmg Group The Associabon continues to be an effectwe 
advocate for the interests of dary processors and has benefited from Land O'Lakes support in 
the form of office tools to conduct their business They now are better able to compile and 
report statistics for the industry as well as communicate with their members effectively and 
conduct regular operations 

Danute Davidoniene is the director of Agnvita, a broker and wholesaler of agncultural 
products The principal products handled by Agnvita are the dary products of Birza Milk 
Company for which Agnvita covers the largest population centers of Vilnius and Kaunas The 
company began in 1994 as a brokerage firm with a staff of six sales personnel Essentially the 
sales personnel were responsible for talung orders only, their roles as sales representatives for 
Birzai Milk Company had not been developed 

Land O'Lakes consultants began what was to become a three-year relabonship of technical 
assistance and training to Agnvita in 1995, as well as other brokers of dary products The 
inibal technical assistance was to develop the role of the sales representatives through 
improving sales technique, product order placement systems, and customer support Pnor to 
this initial intervention the sales personnel, or brokers, were reactive in that they took orders 
from remlers The Land O'Lakes technical assistance provided Agnvita with the opportunity 
to increase contact with remlers and increase product placement and a subsequent increase in 
sales By the end of 1995 Agrivita's sales of Birza dairy products in the Vilnius market 
increased by 15 % 

Since Agrivlta operated on a commission basis, there was tremendous interest to contmue to 
pursue traning in developing sales and customer support The result was a Land O'Lakes 
program for point-of-purchase promotion, consumer surveys at polnt of purchase, and a 
general localized promotion and advertising campagn for which Agrivita received budgetary 
support from Birzai Milk Company To further expand the role of Agnvita as a service 
provider not only to the retader but also to the Milk Company, Land O'Lakes assisted in 
developing a strategy for managing past due retall accounts that would be coordinated through 
the Birzai Milk Company Under Land O'Lakes guidance, B~rzai Milk Company created a 
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full-hme position of an account manager whose role was to monitor accounts, assess a 3% per 
month past-due interest penalty on account balances beyond 60 days, and take acbon on 
persistently delinquent accounts Agnvita personnel assumed the role of account managers 
within their market terntory and received a percentage-based collection fee The result was 
that by the end of 1996 not only did Agnvita see another 10% increase in the sales of Birm 
Milk Company, but they also expanded their staff to 15 personnel, and B u m  Milk Company 
increased dramatically their collections on past-due accounts 

Land O'Lakes introduced Agrivita to the Balhc Amencan Enterprise Fund for the purpose of 
worlung with Agnvita to develop a wholesale and distnbution system that can extend beyond 
Birm Milk Company dary products into other food products The logishcal challenge facing 
Agnvita is to acquire and manage a food grade warehouse and delivery fleet The independent 
intermediary agent in the food markehng cham has been slow to develop in Lithuania, as in the 
past the processor has assumed this responsibility However, with Agnvita serving as a 
model, intermediary agents are developing and expanding, thus creatmg increased 
employment 

H Jurate SiugzdaiteINational Vetennary Academy 

The Lithuanian dary industry requires an inshtution, whether pnvate or public, to be 
accessible for highly specialized technical support, particularly in determining unusual or out- 
of-the-ordinary pathogenic contamination in milk Normally this task is associated with a 
research function Land O'Lakes provided technical support to the Lithuanian Vetennary 
Academy to increase the level of industry support coming from the public sector in the form of 
developing a milk quality research laboratory for teaching and industry technical support The 
faculty member designated to manage the laboratory was Dr Jurate Siugzdate, a promising 
dary researcher with a specialty In mycoplasma 

Mycoplasma is of particular interest to the dairy industry throughout the world because of the 
extensive damage the bacteria can impact It is a bacterium that infects the udder bssue of the 
cow, it is highly contagious and there 1s no known cure Furthermore, it requires special 
laboratory techniques for isolation and identification Work conducted in Lithuania in 1988 
indicated that the incidence of mycoplasma infections was 2 1 7 % of the cow population Land 
O'Lakes responded with an intensive level of technical assistance to bring the milk quality 
laboratory at the Lithuanian Veterinary Academy to a level capable of addressing industry 
wide Issues such as mycoplasma 

Land O'Lakes' consultants conducted a needs assessment for the milk quality laboratory to 
function as support to the dairy industry and as a teaching facility In addition to the 
acquisition of equipment, Dr Siugzdaite was trained in least-cost, highly rellable methods for 
isolating and Identifying mycoplasma bacteria in the milk supply Prior to the traning which 
was conducted with a cost match arrangement at the University of Vermont and Iowa State 
University, Dr Siugzdalte used a method whtch required sampling individual cows and a 
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laboratory procedure which required a chemical analysis at a =of the equivalent of $12 per 
sample After the traning Dr Siugzdate adopted the recommended method which allowed 
her to focus the laboratory method as an industry support approach by using bulk mllk 
represenbng a cow population rather than individuals Furthermore the laboratory procedural 
cost was reduced to less than $3 on a cow populabon of 1,200 cows The acquisibon of new 
laboratory and management slulls permitted Dr Siugzdate to survey the dauy industry for 
mycoplasma in 1997 with early results indicahng less than a 1 % incidence of mycoplasma 
infecbon 

The technical assistance delivered to the Lithuanian Vetennary Academy milk quality 
laboratory has provided Dr Siugzdate with the opportunity to receive internat~onal 
recognibon for her work with mycoplasma Her laboratory staff has been expanded to three 
full-time technicians and two graduate students worlung to provide technical support to the 
Lithuanian dary industry 

I L~thuanian Farm Women's Association 

The Lithuanian Farm Women's Associahon is a non-government supported orgaruzation 
funcboning to provide association support to rural women throughout Lithuania The 
Association was first founded in 1937, suspended dunng World War 11, outlawed dunng the 
Soviet penod, and re-chartered after independence in 199 1 Although the bylaws provide the 
Association with the power to conduct a wide vmety of funchons such as marketing 
cooperabvely and establishing a credit union, the focus of the organization dunng these years 
of re-charter has been adult education for rural women As a reflec~on of the need for which 
the Association served, the number of chapters rose from 20 in 1994 to more than 100 in 
1997, and membership rose to more than 2,000 women Expansion conbnues throughout the 
country 

Initial Land O'Lakes technical assistance was targeted toward improving the structure of the 
Association, thereby allowing it to be an organization ot a national stature as opposed to a 
loosely knit federation of local chapters with their own agenda The method used by 
Land O'Lakes to initiate the intervention was to identify a common element which chapters 
and members could support and work through a process of development, leadership/ 
organization, and execution In essence, the problems Land OYLakes identified through a 
senes of meetings, supplemented by a national leadership conference, were that the social 
conditions in rural Lithuania are extreme, brought about by significant and fast-moving change 
in Lithuanian society Compounding this is the senous financial hardships faced by the bulk 
of Lithuanian farm families 

Land O'Lakes targeting developmg socially-oriented programs and/or activities that need to be 
considered on a macro- or country wlde scale Thls was to be accomplished by training the 
Association to identify social problems and their ramifications to the rural community The 
assistance moved through draft policy statements and a process for the Assoc~ation to address 
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the Lithuanian government with their goal to forward the initiatives and work with the 
government to deal with these rural problems 

Impacts have been registered at several levels Structural changes occurred at the nahonal 
level whereby the national leadership developed a plan of work process by involving the 
regional and local chapters to supply input for curriculum development At the regional and 
local levels, the division of labor was strengthened by creatmg more distmct roles between 
coordinators of activities and the officers of the Association who are administrative Also an 
intensive campagn was conducted to tram chapter officers in organizational management and 
leadership slulls 

The Association has also developed a program avalable to all its chapters called "Woman to 
Woman ' It is modeled after a U S rural social program to provide support to women who 
expenence the isolation of rural communities and allow them a channel through which to 
access assistance in dealing with rural social problems, ranging from depression to alcohol 
abuse in the family The Lithuanian Farm Women's Association is currently implementmg 
this program 

The Lithuanian Farm Women's Association has developed and presented to the women's 
caucus in Parliament a policy paper on the condition of women in rural Lithuania 
Specifically, the Association is calling for initial support to be provided for expanded 
educational activities in schools on substance abuse Secondly, the policy paper calls for 
increased government asslstance to combat substance abuse In rural areas by the establishment 
of counseling services which are accessible by the rural populaQon 

11 Polzcy Developments and Accomplzshments 

A Price and Subsidv Pol~cv 

The indicators identified in the policy workplan submitted in August 1997 were the followingb 
Promoting optimizahon of milk pncing, 
Building consensus, 
Improving the informat~on available to policymakers and the public concerning the 
projected outcomes under alternative policy options, 
Building economic analytical capacity, and, 
Prov~dmg spec~fic asslstance to the advancement of policy change in the da~ry 
sector compatible with the objectives of programs of the World Bank, IMF and 
other donor agencies that will remam engaged in development support after the 
termination of USAID involvement in Lithuania 
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Each of these indicators has been met, indicating the success of the project in assisting the 
Lithuanians in devising policles that are more conducive to market pnnciples and sustanable 
economic growth The specific activities undertaken are described below 

Worlun~ Group an Economic Modeline of Policv Praerams, 

In late 1997, the pnmary emphasls of project achvity was placed on the pnce and income 
support analysis, traning and modeling The activihes included assembling a policy worlang 
group which identified goals and objectives for the dary sector and proposed alternahve policy 
programs for analysis in the economic model that was subsequently developed by economists 
at Iowa State University The worhng group was comprised of members from both the public 
and pnvate sectors, with disparate and often competing interests One significant 
accomplishment was the establishment of a cohesive relabonship among members This 
yielded demonstrable benefits as producers and processors are engaging each other in a more 
open and productive fashion as result of the collaboration initiated by the Land O'Lakes 
project 

Part of this exercise was carried out through a very successful U S traning session in 
November 1997 The ten members of the worlung group participated in intensive discussions 
about the mechanisms used in U S dairy pollcy and also examined the modeling techniques 
used to evaluate international, U S and Lithuanian dary programs Dunng the program, the 
group met with policymakers, economists, regulators, farmers, industry representatives and 
program administrators 

Most importantly, the group devoted considerable time to reviewing and fine-tuning the 
Lithuania Dairy Policy Model They reviewed the data input, projected results of the baseline 
and recommended modifications so that the model ~mproved the accuracy of results In 
addition, the group considered alternative policy programs for evaluating in the model These 
alternatives were further analyzed and presented to a wider audience in Lithuania in the dary 
policy conference held in April The scenarios developed clearly demonstrated the expected 
results achieved by applying alternative policy mechanisms This will pe vduabie in ' m n g  
future policy decisions on sound economlc analysis 

The main results ach~eved In coordinating the activities of the worhng group include 
Improved definlt~on of the des~rable policy goals and objectives that should be pursued as 
alternative policy tools are constructed, 
Increased awareness of U S and mternat~onal dauy policy mechanisms by key Lithuanlan 
policy makers, 
Training of Lithuanlan analysts In the development and use of economtc models, 
Establish~ng a more cooperative worlung relationship between leaders of the datry 
producers association and the dalry processors 
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The Dary Policy Conference held in April, and also a more a targeted presentation to 
interested members of Parliament, was held in advance of the public conference These 
actwihes constituted the pnmary public promotion of the work of the policy program and 
dissemination of the economic basis for revamping Lithuanian dary policy The seminar was 
well attended, it generated significant press and served to enlighten a broad cross-sechon of the 
relevant public concerning the analysis that supports the need for policy reform At this time, 
the Lithuanian government was in the process of revising its dary program for the summer 
month season when most of the milk IS produced 

The worlang group's proposal of eliminating subsidies for low quality milk was included in the 
proposal advanced by the Ministry of Agnculture This approach was rejected by the cabinet, 
as it was viewed as imposing too great a loss of income on small f'armers with one to three 
cows, who typically produce lower-quality milk Subsequent to the decision that took effect 
on May 1, further analysis and persuasion by key pollcy stakeholders caused the government 
to revise its program as of June 1 Throughout the process, the modeling that was introduced 
in Lithuania by this project was used as a basis for shaping the policy determinat~ons 

The impact of this policy effort will endure in Lithuania for the foreseeable future This 
results from the fact that the program was established and conducted by educating and 
empowering L~thuanians to engage each other at a more sophisticated level of interaction The 
bnnging together of key leaders w~th competing perspectives was effective because the 
participants received practical and useful information about how policies throughout the world 
are formulated predicated in part on sound economic analysis While differences of opinion 
and judgment exist, the increased awareness of economic impacts has forced the participants to 
become more pragmatic in formulating pol~cy alternat~ves Clearly the man players at the 
Ministry of Agriculture, in the Dary Processor Association, the Dary Producers Association 
and in the Parl~ament have internalized the value of sound economic principles in the 
formulation of dary policy This will remam in force for years to come and will continue to 
influence policy in a positive fashion for the next several years 

B Remlatorv Issues 

In effort to bring about a more ratlonal and effective system of evaluating and enforcing higher 
standards for milk and dary products, the project worked with a number of institutions to 
Increase the standards and move Lithuania closer to the mternational accepted norms for dary 
product~on Dunng the course of this activity, the following events occurred in part due to the 
efforts of the Land O'Lakes project 

In April 1998, raw milk standards were increased requiring producers to lower bacteria 
counts in order to qualify tor quality premiums As advocated by Land O'Lakes, the 
standard adopted mcluded a second Incremental Increase In the standards to take place in 
the year 2000 
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The Lithuanian Veterinary Serv~ce adopted an annual system of farm and dary plant 
inspect~on protocols that mmor the types of procedures used in the U S and Western 
Europe to qualify as a l~censed operator The inspect~on program was based on 
mformation on the U S system ~mparted to project clients in U S tramlng, a m~lk quahty 
tmning program in Poland, and through techn~cal ass~stance prov~de by a number of U S 
consultants and project staff 
Nine Lithuanian dary plants were granted provisional export licenses by the European 
Union The programs in~tiated through the Land O'Lakes project were of cnt~cal 
Importance in convincing the inspectors that adequate quahty assurance measures were ~n 
place 

The mechanisms upon which these advancements were based ~ncluded the following 
mterventton techniques 

1 Traning and technical assistance provided to producers, processors and inspection service 
personnel 

2 Educat~on and advice provided to key government officials and agencies responsible for 
determining the regulatory structure and institutional functions for overseeing quality 
control In the da~ry sector 

3 Pncmg of milk to encourage quality improvement 
4 Traning on HACCP (Hazard Analysis, Cntical Control Point) plant inspection systems 

and a regulatory structure to support it 
5 Promotion of graduated steps in adopting higher standards 

The ad hoc Mllk Quality Worlung Group was organized by the Land O'Lakes project staff and 
the Dairy Processors Association The group was comprised of representatives of the publ~c 
sector milk regulatory agencies and private sector producer and processor interests Also 
included was the L~thuanian Food Institute, which is responsible for preparing regulatory 
proposals for cons~deration by the government 

The worlung group engaged in regular meetings to develop consensus on major issues 
concerning necessary steps to achieve the desired level of quality standards The group 
proposed the means of achieving them through voluntary practices used in the industry and 
through changes in regulation 

The matenal developed by the worlung group has been and will contmue to be distributed to a 
wlde variety of interested partres concernmg milk and dany product quallty Special emphasis 
was placed on mforming the appropriate enhties in the Ministry of Agnculture and Forestry 
concerning the results of the workmg groups dellberat~ons The output of the group was 
distributed to farmers, processors and the med~a for increasing awareness of this multi-party 
group devoted to improving milk qual~ty rn Ltthuanla 
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Members of the group parbcipated in a six-day traning and fact-finding tnp to Poland in 
which they met with representatives of the Polish regulatory agencies, visited plants and mllk 
collection stations, evaluated the laboratory support for milk quality, and evaluated the 
advancements attamed by the pnvate sector in encouraging milk quality 

The group agreed to a document reporting on its activibes and encouraging cemn  changes in 
the regulatory structure This document was distnbuted to officials in government including 
President Brazauskas, Pnme Minister Vagnonus, Parliament Leader Landsbergis, the Minister 
of Agriculture and other members of the government 

Addihonal activities of the Quality Worhng Group included 

A subgroup of the Milk Quality Worlung Group developed a poster entitled Milk 
Correctly The poster describes and illustrates the nine key steps to proper sanitation and 
millung practices that minimize milk quality problems on the farm Ten thousand (10,000) 
copies were printed and are in distribution to milk collechon stations, individual farmers, 
vetennarians and other sources of information for farmers The posters were distnbuted 
by the Milk Processors' Association, the Milk Producers Association and the State 
Vetennary Service 
Another placard providing farmers with informahon on mastitis was produced and 
distnbuted In late 1997 
The Worlung Group sponsored a traning seminar which was organized and held by 
Land O'Lakes on Hazard Analysis, Cntical Control Points (HACCP) This four-day 
program for milk company managers and employees as well as personnel of the man 
inspection agencies (the State Vetennary Service, the Ministry of Health, and State Quality 
Inspection Service) proved very important to the adoption of state of the art inspechon 
procedures In Lithuanian dairy plants The Health Code will require plants exportmg dary 
products to apply a HACCP plan by 1999 
The Worlung Group engaged in a heated debate in consideration of changes to the raw 
milk standards which took effect April 1, 1998 While there was not consensus on certzun 
provision for the standards, the group was a strong proponent of increasing standards and 
the members of the group helped to shape the form of the standard that was eventually 
adopted 

The State Vetennary Service developed new inspection reports to be used when conducting 
annual licensing of farms eligible to deliver milk for sale More importantly, they are now 
requiring state and prlvate vetennarians to conduct such inspections for all farms Previously, 
some inspechons were conducted, but the only enforced requ~rement for the annual license was 
approval of the herd based on contagious diseases, not the adequacy of the facility or methods 
used for millung and storing milk This is an enormous step along the path to an effechve 
regulatory system In fact, the EU inspectors granting the conditional export permits cited this 
as one of the positlve factors in grantlng the permits Maintaining the export certification will 
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be contingent on demonstrating effective control over the inspectson system by the regulators, 
but the new inspection procedures were cntical to receiving the conditional approval 

The reports provide a detailed record of the inspection of buildings, premises, equipment, 
methods used and all aspects of the sanitation and good hygiene The report also lists the 
deficiencies requiring correchve action The farmer must sign the form which will be filed by 
the Vetennary Service 

Land O'Lakes has been recommending such procedures for some time Dunng a technical 
assistance assignment in May, consultant Bill Coleman prepared and presented a model 
inspection report to officials of the Vetennary Service 

Summary of Policy Act~vuy Results 

Clearly Land O'Lakes contnbuted shaping improved policies for the dary sector in Lithuania 
The work on economic modeling has moved the country's pnce and income support program 
in a more sustamable and economically rational basis More work needs to be done in this 
regard, but the project has not only advocated a set of changes to policy, but has also created 
the inststutional and human capacity to continue to pursue this objectwe in the absence of a 
technical assistance project This initiative provided necessary tools to Lithuanians who now 
must be diligent in applying those tools in pursuit of a more appropnate set of policy 
instruments for the dairy sector 

This project has also made significant stndes in prepmng Lithuania for employing quality 
assurance measures that will be required for the country to play a major role as an exporter of 
dary products This includes activities geared to farmers, processors and regulatory agencies 
In these areas as well, the project has provided the tmning, technical assistance, advice and 

support necessary to prepare the m a n  insbtutions to put systems in place that will allow 
Lithuania to realize its potential as a world class producer of dairy products 

These accomplishments in shaping Lithuania's present and future dary policy are far-reaching 
The obstacles to achieving them were significant, as there is pan involved in upgrading 
systems that are fundamental to the way the industry operates Therefore, Land O'Lakes and 
USAID should be pleased with having achieved this level of impact within a limited bmeframe 
and with limited resources The benefits to Lithuania's dairy sector are deep and lasting The 
results will significantly contribute to greater economic prosperity for the dairy industry sector, 
which is the leading segment of the Lithuanian agricultural system 
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Robert Nooter 
Land O'Lakes 

Opening Comments 

I am pleased to see such a large turnoff for our session today My name is Robert Nooter and 
I am the country manager for Land O'Lakes project in Lithuania operating under funding 
fiom USAID I want to welcome you here this morning and I think it will be a very 
interesting day and look forward to a lively discussion and more comments as well as both 
the formal and informal sessions concluding with our reception thls evening which many 
times is where all the answers are actually arnved at 

I would like to start we a bnef descnption of Land O'Lakes project because while we have 
worked with many of you here today some of you may not be familiar with the range of 
activities that we have perceived in Lithuania since 1995 when we began 
First I would say that Land O'Lakes is a farmers' cooperative in the US We have 
approxlmately 450 000 members and as a cooperatwe we had gross revenues last year of 
almost 4 billion dollars, so it is a large company and approxlmately half of that business is in 
the dairy foods Land O'Lakes started as dairy cooperative and our pnmary business for 
many years was butter Still 90% of the Amencan public recogmze the Land O'Lakes name 
with high quality butter which still commands a premium pnce in the US market 

The project that we have operated in Lithuama has been to provide technical assistance to the 
dairy mdustry from the point of production to the point of purchase In order to hasten the 
transition from a command economy to a market economy We have utilized an integrated 
approach addressing all aspects of the dairy industry To our imtial work which was 
enterpnse onented in the first 2 years of the project working with farmers and m~lk 
companies we added a policy component whch is the main focus of what we will be 
discussing here today However in the enterpnse level we have 4 components which were 
Identified in areas we will target our t e c h c a l  assistance They were for pnvate farmer 
Income enhancement, dary processor development, association development and work on 
bendrove restructunng I would say it would not have been possible to meet our goals and 
objectives set by Land O'Lakes and by USAID without strong and sustainable relationships 
with our Lithuman partners on dairy farms, with milk companies, in the ministry ot 
agriculture and in other agencies that regulate milk quality, and also with the Lithuanm 
Agncultural Chamber and the Milk Producers Association as well as the Processors 
Association In this policy component of the project we have tned to bnng the vanous 
pnvate and public interest together to work on the issues attendant to restructunng ot 
Lithuania's dairy sector In executing this work we have sought to improve the 
understanding of the many aspects of policy and assist Lithuanians to devise solutions to thc 
challenges that are facing Llthuan~a dairy sector today Our main focus has been in 2 areas 
and that has been in the pnce and income support mechmsms and the quality improvemtnt 
and quality standards for milk and dairy products Land OYLakes has been very fortunate and 
gratefbl to have worked in an environment in Lithuania where the human resources are 
motivated, well educated and responsive to the assistance that this project has been able to 
provide My previous experience In working in the former Soviet Union includes secerdl 
years in Russia and travel to other countries and I think one of the best assets that Llthuan~d 



has 1s a mentality which is forward looklng and people are prepared to enter mto the world 
market and I think this 1s a great advantage over most of the other former Soviet Un~on 
countries 



Vytautas GruSauskas 
Ltthuanian Ministry of Agriculture 

Vlce minister 

It is pleasant to say hello to everyone of you and espec~a l ly  to our friends and 
partners from the U S  who are interested tn our dairy sector, analyze i t ,  try to 
solve our  problems Thts interest started three years ago We are proud to 
have the attention of  such well known company as Land O'Lakes,  it gives us 
hope that  the day will come when our products get back to Europe and w ~ l l  
find their  place there Milk and dairy IS  the most actual issue today and the 
fact that  Land O'Lakes concentrates on dairy quallty and other important 
questions shows how well they know our situation and understand our 
problems 
As nowhere else in  dairy sector the market and social interests are ~n te r re la ted  
together, this i s  a huge problem for the majority of  rural population What 
could be  done? Today's conference, with the experience shared by other 
countries, might help us to find ways to solve this  issue I wish you luck and 
I hope to continue working together Many thanks to Land O'Lakes from the 
rural population of  Lithuania Good luck to all o f  you 



Aldas Kriauclunas 
USAID 

Program manager 

Dear vice minister and other guests 

It 1s very pleasant for me to be here today with you representing the US International 
Development Agency - USAID USAID has been working in Lithuania since 1992 and is the 
part of the US government which provides technical and economical support to 70 countnes, 
Lithuania mcluded USAID in Lithuama is currently operating more than 20 separate 
projects, one of whlch is Land O'Lakes agncultural support project Though in the last 
decade contribution of agriculture into GDP of Lithuania has decreased, we need to do our 
best to make agncultural sector better and more efficient The SIX months' work of the milk 
pnce working group and its collaboration wlth Land O'Lakes 1s one way to achieve that 

Dunng last two years USAID constantly broadens its assistance in the field of policy If at 
the beginning the major work has been with individual enterprises, now we see that assistance 
in policy level can help Lithuania to carry out the reforms, which are selected as pnontles 
We are actively worlung wlth Lithuman colleagues in the spheres of energy, finance and 
fiscal policy We feel that the activltles of milk policy worlung group is the continuation of 
this strategy Workmg in the field of milk pnce policy we are trying to strengthen whole 
dairy sector The working group had a very difficult task Through the usage of analytical 
methods the group prepared recommendations for mllk pncing policy It was a huge job 
because as we know dalry is both economical and social issue, whch needs to be solved In 

the nearest future The methods used by the worlung group enable us to objectively evaluate 
what IS currently being done, to decide how L~thuania can effectively use its resources and to 
create poss~bil~ties to find solutions, whlch would unite fi-ee market pnnciples with objectives 
of the government I would like to stress two very Important moments in the activity of the 
worlung group First, the activity showed that government and pnvate sector representatives 
can work together efficiently, and second, it showed that we can use international pnnciples 
and methods preparing recommendations suitable for L~thuania conditions I think that the 
process of this analysis you are going to dlscuss today at t h s  conference will be useful not 
only m the field of milk pnces, but also in other policy and economy decisions, which 
Lithuama will have to make in the fkture 

Thank you for attention 
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Pol~sh Darry Sector Developments In Last Years 
Although in 1996 there were about 1,4 million farms in Poland in 1996 with dary cows, only 
900 thousand of them delivered raw milk to daines and other processors As you can see from 
presented table (tab No 1, end of article) there were some dramatic changes on the 
production level since the beginning of transition from the central controlled to the market 
economy system Dunng the penod 1989-1997 milk production decreased from almost 
16 billion litres to approximately 1 1 7 billion litres The relatively low procurement pnces in 
the early 1990s resulted in the slump of milk cow number and milk yield reduction These 
two thlngs were the main factors influencing a level of milk production A reduction in herd 
was observed mostly in the public sector as in many other countries in our region 

Besides there have been some changes in structures of dairy farms Whilst a number of cows 
in smaller farms was generally maintained, the number of commercial farms with 3 or more 
cows has decreased significantly The proportion of cows kept in the biggest herds has 
declined substant~ally since many state farms went out of business In June 1996 when the 
common census was carned out there were about 70% of f m s  with up to 2 cows, about 25% 
of farms with 3 to 5 cows and only 1 2% with 10 and more cows According to Polish experts 
only f m s  with more than 10 cows are able to achleve a proper level of mechanisation and 
profitability of milk production at the viable safe level 

Some changes in the structure of milk production were observed last year They led to 
increasing concentration of cattle-breeding A slight increase of national dairy cows herd and 
a stmultaneous increase in milk yteld in 1997 was accompanied by cattle-breeding in modem 
barns ensunng radical improvement in the quality of raw milk supplied by producers 

But st111 one of the charactenstic features of Polish mllk production is seasonality It reflects 
in raw milk delivenes to daines A average relative seasonality of delivenes is rather large 
and can be descnbed as relationship between 1 and 1 69, influencing level of processmg 
These factors lead to unstable farmers incomes as well as irregular utilisation of product~on 
capacities of dairy enterpnses 

Milk procurement decreased by 46% in the penod of 1989 and 1995 It has increased slightly 
smce 1996 At the beg~nntng of 1990s tt was estimated that about 90% of milk was collected 
m cans from farmers by milk carters Then m~lk was collected by a processor from collectton 
points of which over 9 thousand existed In 1989 This system dated fiom the 1950s was both 
costly and hard to control and maintain milk quality In 1995 about 35% of all delivered mtlk 
was procured directly A number of collect~on points decreased by approximately 40% Only 
16% of dairy plants collected milk in a traditional way 



As it has been mentioned before relatively low procurement pnces in the beginning of 1990s 
were one of the most important factors causing a decline in milk production But m the end of 
1995 the pnce went up and the production started to Increase On the other hand many 
processors started to pay premiums for quality which led to improvement of raw m~lk quality 

One of the results of introduction of fiee market economy in 1989 was a gradual elimination 
of subsidies to all foodstuffs In the end of 1980s the subsidies to dairy products accounted 
for 42-47% of total subsidies to foodstuffs The importance of subsidies paid to milk and 
dairy products could be illustrated by the fact that m 1988 they were equal to a sum of 
consumer expenditures for this type of food and eggs So, in 1995 consumption of milk and 
other da~ry products (except butter) reached 195 kg of milk expressed in milk equivalent per 
person It was about 28% lower than in 1989 Butter consumption fell by 60% to 3 7 kg per 
capita a year General reduction of consumption was accompanied by changing consumption 
pattern It reflected in a switch from relatively cheap products as liquid milk, condensed milk 
or curds to more expensive and more added value products as hard and processed cheese, 
milk beverages or desserts 

The dairy sector has adjusted its production volume to the structure of domestic and export 
demand Since 1992 the production of beverages, cheese and cream has been steadlly 
increasing A growth in hard and cottage cheese production was accompanied by higher 
export of these products 

A number of enterpnses in dairy processing sector increased slightly In the first two years of 
economic transformation Then a slow process concentration started According to the Polish 
Central Statistical Office there were 92 firms less in dary sector in 1995 than three years 
earlier In the end of 1996 there were 340 enterpnses in the sector including 284 dairy co- 
operatives and 56 pnvate firms wlth Polish and foreign capital 

Government Support to Restructuring of Sector 

It was in October 1994 when the Programme of Restructure and Modernisation of Dalry 
Sector started This Programme was prepared and implemented by the Ministry of 
Agnculture and Food Economy and National Alliance of Dairy Co-operatives It is the most 
important factor stimulating dairy technology and product development, raw milk production 
quality changes It also enhances closer links between processors and milk producers 

Practically, the Programme has being realised by system of subsidised preferential credits for 
two groups of beneficlanes individual farms and dairy co-operatives In 1997 interest rate for 
this preferential credits was set at 6 to 8% That year interest rate for regular investment loans 
were around at the level of 30% The difference is covered by the state Agency for 
Restructuring and Modemisation of Agnculture All loans are provided by commercial banks 
co-operating with Agency Since the start in October 1994 to the end of 1997 almost 
654 million PLN were granted for different projects under this Programme 

The Programme sets out comprehensive objectlves in the terms of dairy farming dnd 
processing projects as well as projects to rationalise energy use and protect the environment 
Since January 1, 1995 the programme has been implemented within volvodesh~p 
(administrative provinces) structures, on the basis of voivodeship-specific dairy sector 
restructuring and modernisation programmes These regional programmes are designed u ~ t h  



t a k q  in account regional charactenstlcs, natural environment, local situation in terms of 
dairy production and technical standards of the exlsting dairy processing fac~lrties 

Investments carned out by dairy processors the under terms of programme mvolve 
modernlsdtion of production lines and processing technolog~es, provlslons of better and more 
attractwe packag~ng, Increasing the product range and improving overall quahty Dawy 
processing enterprises are also restructmng the~r m~lk  supply base This process 1s practically 
advanced in firms with good financial standing Such firms offer credit to support purchase of 
high-yield livestock, m~llung machines and milk coolers They also reorganise milk 
delivenes, by use of tank cars p~cking up milk directly from farms 

Considenng milk production the Programme gives financial assistance in the following areas 

concentration of milk product~on, 

large-scale purchase of dairy cows and dairy heifers, 

enlarging and modernisation of herd hosing system, 

purchase of milking machines and coolers, 

W purchase of equipment and facilities for harvesting and conservation feed for cattle 

The farm has to comply with a few cntena to obtain preferent~al credit These cntena are 
connected with a size of dairy cow herd, mimmum quantity of raw milk produced on f m  
and sold ell to the processor They are assign in the regional and voivodeship programmes 
But the general condition is that there could not be less cows than five and a farm should 
deliver at least 18 thousand litres of raw milk a year after modemsation 

Intervention System 

There are no measures directly mfluencing a size of m ~ l k  production in Poland such as quota 
system or special support programmes to decrease the costs of production Polish government 
established a system of intervention purchases to assure stabillsation of raw milk pnces and 
incomes for dairy f m e r s  

All intervention activity is realised by the AMA (Agncultural Market Agency), which was 
establ~shed in 1990 In the same year Polish government implemented a system of 
intervention butter purchases An intervention pnce for butter was fixed by the Agency at the 
level of international pnces plus 10% of surcharge (40% after August 1991) This surcharge 
reflected a level of import tanffs The Agency bought butter in the summer season and it sold 
it in the winter season at 15-20% h~gher pnces In case of slummed milk powder (SMP) the 
Agency had enhance dames to a storage and to a exportation by granting specla1 cred~ts 
These credits had covered a half of production value expressed in the intervention pnce 
which was less than an average mtemat~onal pnce 

In 1992 the intervention system was changed The government decided to implement a 
system of mlnimum pnces for raw milk T h ~ s  system is still operattng But there were two 
minimum pnce for the winter and summer season till 1994 Since then it has been only one 
pnce for the whole year beginning In May and ending m Apnl The intervention pnces for 
butter and skimmed milk powder are based on the mimmum pnce of raw milk Both 
minimum and mtervention pnces are included In a yearly programme of ~ntervention 



accepted by the Council of Ministers The Agency fixes intervention pnces as a proportion of 
the minimum pnces It settles a vdlidity penod for the intervention pnces and a quality and 
quantity requirements for the purchased products as well The Agency buys butter and SMP 
only from these dames which pay at least mlnimum pnce for milk delivered by farmers 

The mtervention purchases start when average market pnces fall below the 90% level of 
intervention pnce dunng two subsequent weeks The Agency carnes on the purchases in the 
following penods 

W from May 1 to October 30 for butter, 

I and from June 1 to September 30 for skimmed milk powder 

Firstly butter is bought to cover and renew state reserves Then the intervention starts if there 
is a need of such purchases Butter is being bought only in 25 kg blocks It has to comply 
with the appropnate Polish standards and it has to be suitable for a long term cold storage 

Skimmed milk powder is being bought only fiom the processors who produced it in their own 
technological lines SMP has to comply with the appropnate Pol~sh standards as well as 
export requirements The minimum quantity that can be delivered by single producer is fixed 
at the level of 50 tomes of SMP 

All mtervention activities are bemg realised by the Agency through commercial enterpnses 
These enterpnses are chosen by a tender process and they should comply with specific 
technical, finance and orgmsation requirements If there is a need for immediate intervention 
on the market the tender process could be omitted 

Intervention selling pnce is fixed by the Agency on the level whlch is appropnate to stabilise 
the market It could not be hlgher than market pnce An intervention sale starts, when average 
market pnce nse above the 10% level of the ~ntervent~on pnce dunng two subsequent weeks 
The sale 1s realised by tender process In case of dairy products butter 1s sold on the domestic 
market in the penod then supply IS smaller Intervention skimmed milk powder stocks are 
assign to export The sale of these stocks is carned out by the tender procedure as well 

There is no budget revenue as a result of intervent~on sales All obtained founds are assigned 
for further intervention activities 

Support of Genetcc Improvements of Cattle Herds 
There is a fixed amount of funds each year for genetic improvement of cattle herds These 
subs~dies are assigned to support 

W technological extension, 

W scientific research leading to the intenslficatlon of production process, 

W covenng costs of evaluation of the breeding and production potential, 

H production of semen, import of genetic matenal (semen, embryos), 

I artificial insemination services 

This kind of subsidy could be obtained by anybody who owns pedigree stock and Central 
Animal Breeding Station for matntaining of evaluation of the breeding potential and 
production (milk yields) potential and artificial insemination services There is condition also 

1 



to take part In natlonal programme breeding programme of special cattle breed Owners of 
pedrgree stock also have to take part m natlonal breedmg programme of specla1 cattle breeds 



Table 1 

years 1989, I996 and 1997 
1 1989 1 1996 1 1997 

Total m~ lk  product~on 1 15 955 1 1 1 370 1 11 650 
(mln iiters) 

Total mrlk procurement 

procurement in total 
~roduct~on 

(mln litres) 
Share of m~ lk  

Total cow number 1 4 933 1 3 442 1 3 496 

11 385 

71% 

6 396 

(th cows) 
Average m~ lk  y~eld 

6 936 

56% 

The lowest m~ lk  production 

60% 

3 260 

I 
11 procurement in total product~on I 1 .Igg5 11 

11 303 

(mln llties) 
The lowest share of mllk 

3 264 

Years 
1995 

mln l~tres 
The loweit milk prc!curement 

3 325 

54% 

The lowest total cow number 
(th cows) 

The lowest average y~eld 
(I~tres per year) 

6 139 

1992- 

1995 

3 470 

3015 

1996 

1992 
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US Da~ry Policy Fundamentals 
Presented at Dairy Policy Semmar 

Apr1123,1998 
Robert I Nooter, Country Director and Pol~cy Advisor 

Land O'Lakes, Inc , Lithuan~a 

US dairy policy is very complex In a bnef presentation I can only highlight the basic 
fundamentals, but not the details of the policy mechanisms However, it is also better to 
avoid becoming entangled in the details as it would not serve the purpose of 
demonstrating what may be applicable to Lithuma 

Tne concepts underlying the US policy might be applicable to Lithuwa, but the 
mechmsms are not models that I would recommend replicating in constructing 
Lithuanian policy Why? 

1 US support programs have developed over time and in some cases represent the 
political inability to effect changes that are needed to conform to economic 
realities These programs are in need of revision and this process is currently 
underway The two main mechmsms used (intervention purchases and federal 
marketing orders which regulate pnces) are in the process of major overhaul It 
would be better for Lithuarua to avoid the mistakes that we have made 

2 The US is a protected market of more than 250 million consumers The trade 
protection is a matter of lustory, not necessarily a matter of appropnateness 
Gradual steps toward opening tlus market is occumng, and more will take place In 

the coming years As a relatwely small country with a comparative advantage in 
dairy production and the capab~lity for large volumes of exports, Lithuania needs 
to look for ways to be competitive m world markets, not to build trade barners 
Otherwise, half of the current production capacity will have to be shut down This 
would be damaging to farmers, processors and the economy as a whole 

3 One of the pnmary challenges facing Lithuania today is achieving a higher level 
of quality at the f m  and in the processing of dary products This is a process that 
the US has been fortunate to achleve gradually, not abruptly Today 95 percent of 
the milk delivered in the US meets our Grade A standards and can be used for 
processing as fluid milk or for making any other dairy product Only 5 percent is 
Grade B which can only be used for manufacturing of butter, powder or cheese 
Lithuan~a must place significant emphasis on upgrading quality to meet standards 
comparable to those used in the US or Europe (US Grade A limits No more than 
100,000 bactena count per ml, no more than 750,000 somatic cell count, 
temperature below 7 C within two hours of milking However, individual 
companies in the US routinely require stncter standards on the payment for milk 

- 

without a deduction ) 

a In addition to outlining the basic mechanisms used to support da~ry production in the US 
I will try to summanze the forces that have influenced our dary policy and agricultural 



pollcy In general over the past fifteen years In these general trends, there 1s a similanty 
with the situation facing Lithuania today 

Interventron Purchases 

The US uses a system of intervention purchases The US Department of Agnculture 
(through CCC) buys all manufactured products offered for sale at an announced support 
pnce This supports the pnce of milk by supporting pnces of butter, powder and cheese 

When pnces have been set at levels above market values, considerable production was 
bought by government from processors In early to mid 1980's, the government 
purchased as much as $2 5 billion in one year Pnces offered for these products has come 
down dramatically through changes in policy, and in recent years, government has 
purchased almost no product 

The philosophy underlying the US purchase program has changed In the early 1980's 
the pnce support program tned to prop up pnces at levels higher than the market would 
provide Thls could be accomplished through above market domestic support pnces 
because of the US' import protection regime, but it was costly to the government and to 
consumers The prevailing philosophy has shifted to one in which intervention purchases 
act as a safety net under pnces not as a pnce setting mechanism Since 1990, with 
intervention pnces set below prevailing market pnces, the program protects against 
dramatic pnce declines due to unusual circumstances but actual government purchases are 
relatively small 

The use of intervention purchases is being phased out of existence Farm legislation 
requires continued decreases in support pnces through the end of 1999 Startlng In the 
year 2000, the program will change by eliminating the intervention purchase mechanism 
and instead allowing processors to take a loan form the government to assist them In 
managing inventones through temporary storage of dairy commodities 

Federal M~lk  Marketing Orders 

Marketing orders use a formula to determine minimum pnces for Grade A milk, (fluid 
quality) in the region where the order operates There are currently 33 federal milk 
marketing orders m the US The pnce setting formulas are complicated, and include 
differentials based on the end use of the milk purchased, regional pncing differentials and 
other factors However, the underlying concept is that if a producers' milk meets grade A 
quality standards, the pnce will be supported by the marketing order whether the milk IS 

used for fluid purposes or for manufactunng products In part, this has contnbuted to the 
increased proportion of milk meeting our highest grade from 58 % in 1945 to 95 % In 
1995 

Regional pncing One of the most controversial aspects of marketmg orders is that they 
establish regional pncing structures, and protect producers in local markets from milk 



moving from other parts of the country This has caused tension between dairy producers 
in some reglons who might be able to compete for greater market share In other reglons 

Pncing d~fferentials The marketing orders establish pnclng differentials for fluid m~lk 
over manufactunng milk 

Pooling of payments Processors pay into a producer settlement h n d  based on the 
purposes for wh~ch they used the milk (1 e ~f they produce mostly fluid milk products, 
they pay a hlgher pnce into the h n d  If they use Grade A milk for manufactunng 
purposes, they pay a lower pnce into the pool ) The settlement fund then redistributes 
payments so that farmers are paid a "blend pnce" for their milk 

Blend pnces Farmers delivenng Grade A mdk receive payment based on the end use of 
all the milk produced In the order, not the purpose for which the plant he delivered milk to 
used the milk (Example a farmer delivers milk to a plant that manufactures butter and 
powder Because of equalizat~on fiom the settlement pool, the farmer's base payment 
will be computed using the weighted average of milk used in the entire order for fluid 
purposes, compared to milk used for manufactunng The processor will add over the base 
pnce premiums for desirable quality charactenstics such as low bactena, h ~ g h  protein or 
high butterfat ) Therefore, a producer will not be penalized for selling milk to a plant that 
manufactures hard products instead of fluid milk 

T h s  program has been very controversial as it has been cnticized by farmers and 
consumers alike Some farmers belteve that the regional pncing mechanisms have 
favored producers in some regions to the detnment of producers elsewhere Marketing 
orders requlre considerable government intervention and are cnticized for preventmg the 
market from operating effic~ently Consumers have complained that marketing orders 
have caused milk pnces to be higher than they would be w~thout marketing orders 

A process of reforming marketing orders is underway, and legal challenges to the 
marketing order system could cause the courts to rule that the current practices are 
unlawhl The extent of the impact these changes exert on the support mechanism IS 

unknown and could range anywhere fiom mmmally disruptmg to sigmficant 
restructuring or elimination of the marketing order system , 

Forces D r ~ v ~ n g  Development of US Ag Polley ~n Last 15 Years 

There have been three major forces that have combined to shape the structure of US 
agncultural programs over the past 15 years The dmry programs have at times been 
subjected to these forces to a greater or lesser degree than other commodity programs, but 
nonetheless, these forces have significantly changed the way the US government implements 
~ t s  agncultural poltcy They are 

Budget reduct~on in agr~cultural spendmg In the early 1980's agncultural programs 
began to mcur unprecedented levels of cost Paradoxically, wh~le  costs were higher than 
ever before, the effectiveness of the programs was generally poor Farm profitabil~ty was 
low, many farmers were unable to repay debts, and government purchased record 



volumes of surplus stocks of dairy products, grain and other commodities The 
combination of high program costs and ineffectweness created a strong political desire to 
fundamentally reform US agricultural policy (To keep this In perspecttve, however, In 
1986, when US government agncultural support programs were at their highest levels, 
they totaled approximately 1 5% of the total government budget That percentage is now 
down to around one half of one percent ) 

Increased market onentatlon, reduced government ~nterventlon The dom~nant 
forces engaged in the farm program debates since 1985, share the belief that higher levels 
of government Intervention were not only costly, but the programs were Ineffective and 
damaging to US competitiveness in world markets (specifically for export commodities 
such as wheat, feed grams, oilseeds, cotton, nce, etc ) The interests that joined together 
in shaping the US farm program legislation in 1985, 1990 and 199516 ~ncluded 
philosophical opponents to big govemment, budget cutters, consumers and some, but not 
all, farmer organizations 

Recogn~t~on of obl~gat~ons to promote more open trade and competitiveness (not as 
true for dairy as other commod~t~es) The US played a leading role in promoting more 
open trade and advancing thls agenda in the Uruguay Round of the multilateral trade 
negotiations under the General Agreement on Tanffs and Trade (Now the World Trade 
Organization- WTO ) This applied to agnculture as well other sectors In agnculture, the 
US advocated increased market access, reductions in trade distorting subsidy practices, 
and reductions in the use of export subsidies The resulting agreement requires signatory 
countries to gradually effect changes in these areas In order to meet their commitments to 
WTO 

The sum total of these influences has been a very dramatic realignment of US agncultural 
policy from 1985 to today This realignment 1s continuing Not only are the dairy programs 
in the process of reform, but other commodity programs have been drastically altered and 
many are scheduled for elimination to take effect in the year 2002 

Conclusion 

In conclusion, what are the implications for Lithuanla from the Amencan expenence? They 
are 

1 The US dairy market is different from Lithuania in that it is 70 times as large, it 1s 
protected from major import penetration, and it has not typically been a major dairy 
exporter However, it is in a transit~on and some of these conditions are changing 

2 The two main govemment policy mecharusms,(i e intervention purchases and pnce 
regulation in the federal milk marketing orders) have expenenced and will continue to 
expenence fimdamental restructuring over the next two to five years 

3 Over the past forty years, the US has achieved increases in milk quality that will be 
expected in Lithuania In the next five years Lithuama will need a more aggressive set of 
quality improvement policies than those that have been applied in the US 



4 There are indications that simllar forces are at work In shaping Lithuama's dairy policy as 
has influenced the determination of US agncultural policy They are 

pressure to reduce costs of agncultural programs, 
a desire to reduce government intervention in the marketplace, and, 
a need to amend dany programs to conform with mternatlonal trade agreement 
requirements 

Certainly the degree to which these forces manifest themselves and the ultimate effect that 
they exert on dairy policy will be unique to Lithuania But there may be lessons in the 
Amencan expenence that could be appl~ed as the transition in Lithuarua occurs 



Panel d~scuss~on on Dairy Pol~cy Alternatives 

Hans Berglund 
Finn Consult 

Hans is the team leader of the Baltic Agricultural Development project He 1s from Finland 
Hans is dairy technologist He has worked in the Baltlcs for the last 10 years Has been a 
resident m the Baltics for the last 5 years and has been involved not only in dairy processing, 
but also other food industry Issues So Hans w~l l  lead our discussion as we look at dairy 
sector development alternatives 

Ladies and Gentlemen, 

Thank you and the hosts for givlng me this opportunity to discuss these subjects with you in 
which I have been working for last 20 years In my llfe Today the headline states that we 
should discuss the alternative so permit me to tell you a story from my previous expenence 
In 1993 I was working on a dairy project in India, in the most industr~alized state Maharastra, 
South East of Bombay It is the nchest and most developed state in Ind~a While we were 
approachmg the area where the factory was supposed to be located I picked up several times a 
word "milk holiday" I d ~ d  not ask my host anythng but again ~t came I don't know what 
you mean by milk holiday, but I'll tell you what my Indian host said The policy for mllk 
production in t h s  nch state whlch was headed by the former minlster of defence, very strong 
polltitian and nch person, had introduced system of subsidies to the f m e r s  paying much of 
the market pnce And firstly ~t was farms and water but the European and Amencan breeds 
were introduced and the pnce was so hlgh that it had doubled, tnppled their production, even 
quadruppled within 5-6 years apart from the famous Indian operational flud Certainly the 
farmers who had these cows for 2 to 10 hectar but cows they said there were always also the 
political patron of the polititians in power in that most important state And in India ~t is a 
very patnarchal state, all the voters working in the farms were voting also for the politltian In 
power So then after the second day I deared to ask what "mdk hohday" is My host said ~t 
is a day when they do not del~ver milk to the factory There was local collection centers 
taking milk to Bombay I said but to my information cows are mllked 7 days a week Yes, 
yes, Indian smd very polltely I said why don't you dellver then? His answer was the pnce 
is so high, almost the same pnce as consumers are prepared to pay in Bombay so the leaders 
of the cooperatives, the leaders of the cooperative movement and all the dairy farmers have 
introduced such a nice term like "milk hollday" It was a day when the f m e r s ,  because of 
surplus production, did not dellver milk to the factory but they sold it for very cheap puce 
locally So thts 1s one extreme 

At the other end is New Zealand and Australia, countries where deregulation has been taken 
very far and that is the other extreme They have the b~ggest production in the world Market 
is very well organized, there are no pnce substdies but a lot of efforts have been put In the 
supply cham, into developing ~ t s  national marketing network w ~ t h  representatives all over the 
globe puting emphasls on the few very strong branches of the products Dalry pollcies are 
made certainly over very long penod of time, however I do believe that Lithuania and the 
Baltlc states have to decide their direction very soon Not to Implement everything but to 



declde upon the direction are you golng to the drection of the Indian state of Maharastra, 
where pnces at farm gate exceded those whlch were rece~ved in the market or are you gomg 
towards the deregulated way Most marketing m this world starting from WTO negotiations, 
from the EU there is a strong pressure down on dlrect pnce subsidies There is a trend 
towards Increased marketing, branding, pleasing but the consumer really gets and listens 
more to the market I do not belteve that the alternatives here are very strong, we can discuss 
it also when this is Implemented but actually I do not believe that you have much of an option 
In the direction 

Thank you very much 



Onute BaltruSaltrene 
Lithuanian Dairy Producers Association 

After the agncultural reform has started and following the colldpse of collectwe farms and 
agncultural compdmes later, main milk producers became owners of 2-3 hectars' of land 
Such producer usually has 2-3 cows Real owners of land who had some econom~cal strength 
started working with grain and other agncultural commodities, because they were much more 
pnfitable gram, flax, sugar beets Only those farmers were worlung in dairy business, who 
liked this tradit~onal branch of cattlebreeding and did not calculate the profitability of such 
busmess The seconf group of farmers who did not abandone dalry sector was those who 
believed in the future, when hlgh quality m~lk  becomes a value and payment for it 1s 
reasonable As it can be seen the cuurent direction is nght and we are slowly approach~ng 
ths  But the pnce is certainly not adequate to the encreased cost of production Why m ~ l k  1s 
being produced only on small farms? Because the owner of 2-3 hectars does not have any 
mashinery is not able to grow more pnfitable commodities It is easier for such farmers to 
keep a cow, which is small but ofien the only source of income T h ~ s  is not busmess of 
cource, only social support The big concern is the integration into Europian markets w ~ t h  
such small farming operations and bad quality of the products we are going to face many 
problems It is certainly a very good sign that processing industry is operating profitably, 
they can find resources for modermzation and the bigger part of processing companies do 
meet European requirements But producer at the same tlme 1s lachng behmd, he 1s not able 
to suply high quality milk to the processor, so the raw does not meet quality and vetennanan 
standards k g h t  new producers are m a very difficult position because of the new milk 
standard We do admit it is necessary to have one but the transitional penod could have been 
longer Furthermore, not all aspects of the new standard application were hlly discussed 
Why Lithuanian milk producer is so small? Pnces for milk fell bihind the cost of product~on 
and t h s  situation did not encourage to create new or bigger farms Milk pnces did not 
mot~vate to encrease the quality either Milk quality was not evaluated objectively, many 
times it was not segregated by quality, and even if it was, the pnce difference between grades 
was too small 
Smce m order to produce high quallty raw milk you need to have extra income, the cost of 
producing such m ~ l k  is quite h g h  Why so? Everyone knows that productiv~ty of a cow 
shoud be 6000-7000 kg of milk per year, not like it is in L~thuama now - 3500-4000 A 
farmer cannot change it overnight certainly, it requires many years of work in stock-bre'eding 
to reach such h g h  level of productivity T h s  work needs to be done and it is belng done 
already we see pedigree he~fers being ~mported from foreign countries 
Another problemat~c issue is the cost of producing milk on farm - currently it 1s hgh  In 
many cases ~t is h~gher than the pnce pa~d  by the processors Question may amse how do 
we still survive? From our hard work, from ourselves Today farmers are not able to invest 
to build new facilities, to build the future, but they still hope So it is not strange when in 

spnng and all year round a farmer asks processing enterprises for financ~al support In most 
cases they do get this suport I want to convince you that producers do not require unrealistic 
pnces for their product they sell, they only want to gradually modemze facihties, renew the 
herd m 2-3 years But ~f there is no way for any tnvestment on farm avarlable there 1s no 
hture for such farmers We often question m this case where the government is What IS 
V~llage support fund for then? Somet~mes it looks as  fit 1s some distant ray of light wh~ch IS 

very d~fficult to reach But certainly the resources available from Village support fund are 



not sufficient to liven up the sector of milk production nationally Where are banks then7 
Unfortunalelly farmers a e  not welcome there Banks associate farmers with high nsk today 
It is qulte time for the government to consider why agriculture IS such a nsky business and 
why dairy is so nsky Is it because Lithuanian fanner is so narrow-minded or is it because the 
government does not create necessary conditions for good and profitable farming If pnces 
for milk do not reach 0 80 Lt in summer season and 1 Lt in winter season we will not see new 
dairy farms creating in the ftture which means that the mam supplier will again be small 2-3 
COW owner 

Thank you for attention 



Alvydas Ramanauskas 
Dairy Processors' Association 

I w111 try to approach t h ~ s  problem from the standpoint of market economy Especially since 
our top~c on the agenda 1s the alternatwes for the dalry sector development We can talk 
about opportun~t~es and direct~ons for our milk sector Everyone agrees that the most 
~mportant element In cap~talism 1s consumer In t h ~ s  respect I want to ment~on that whatever 
country we take, its main duty 1s to supply local population through creating condlt~ons for 
busmesses For t h ~ s  reason all political measures are employed to supply food to the publ~c 
In t h ~ s  respect our country 1s an exception because today we export about 50% of the 
production, so thls is no longer an Issue of provision, which was faced by EU and other 
countnes The exporting country is different and the laws have to be different too We have 
such examples In the world It is Oceamc countnes whlch d~ctate the world pnces In our 
case both the industry and the producers have problems but we also have to admit that our 
consumers have problems too We cannot separate one of the elements and analyze it 
separately, it would be economically ~llogical What happens? Political measures are 
directed towards fixing the milk pnce Thls 1s not an Income guarantee, but just fixed pnce 
So no wonder we have doubts here We are not the ones who form market pnces for different 
products We try to enter those markets where product pnces are already settled which means 
that we have to obey market laws prevailing there if we want to sell the pnce we will get 1s 
the pnce settled in the market Milk production in thls case appears to be at the very end of 
the whole cham 
Selling products in the local market we find ourselves in a certain situation certain living 
standards, real income, quantity of products which can be sold, pnces settled in the market, 
because we know that they are have not been regulated recently All this leads to the polnt of 
production of m ~ l k  products Here we have fixed pnce level for products so processors can 
only mmpulate with cost of processmg Talk~ng about the costs I want to relate them w ~ t h  
milk production because ~t 1s mewtable If we take the processing chain almost all elements 
are fixed m ~ l k  pnce, foreign consumer pnce, local market pnce can also be considered as 
fixed because of decreasmg demand for products In such situation we can operate only 
within our cost of processmg But as you know there 1s limit here too Spealung of the costs 
people often say that our costs are too h ~ g h  but I would not agree with that There are 
companies where cost of processing one ton of m ~ l k  is even lower than of the sim~lar 
companies In EU and the US There certainly are enterpnses w ~ t h  much higher costs but we 
have to adm~t  that costs depend on the products produced in the enterpnse too So if we 
speak about costs we do not look too bad and m some cases even better But of course thts IS 

not a very good comfort because our costs in the hture will be growing for sure together w~th  
the energy, labor and other things So here we agam come back to producers and what 
happens7 The situation 1s the followmg if we take our current pnce for m ~ l k  0 6 Lt and 
export pnce which is known for you, and compare these figures to the EU mtervent~on 
system pnce and products which intervention agency buys up, the ratio between milk pncc 
and the amount of milk needed to produce these products would be 1 19 In our case t h ~ s  
ratio is exactly the same We are constantly repeating to ourselves that we need to reach the 
European pnce level This 1s not going to happen since the comer-stone of our policy 1s the 
belief that mdustry must ensure certain pnce level I can say today that now the industry 
cannot ensure anything What happens if the government agam tells to pay the pnce' Thc 
cham w ~ l l  break here wh~ch means that we wtll not be able to purchase milk any more This 



is a normal economic loglc nobody buys expenslve steel and makes cheap machinery The 
same is with milk 
Every country has its social policy because the government has to deal with social problems 
In the country And we always say that this IS the way lt should be Especially now, when 
we are In the transitional penod and problems do exist But if we trade m the world market 
then we have to talk about the Issues of market economy and here the government can only 
mterfere forming certain policy These are absolutely drfferent things 
Speaking about perspectives for da~ry sector development I envision two directions for 
Lithuania One if we want to keep solving social problems through business then state has to 
interfere here, as it is in Poland, Check Republic and other countnes It means if we are 
exporting products the state has to contnbute too Otherwise we would have to cut mllk 
production like it happened in Europe when quota system was introduced because they could 
not handle such volumes of milk So one or the other element is necessary here and the 
government must decide which one is better The second direction could be the way chosen 
by Ocean~c countnes I know it and won't argue whether lt is acceptable to Lithuania 
because of natural conditions but t h ~ s  direction is grounded by the pnnciples of economic 
efficiency, forming certain herds and receiving income from effective busmess hrgh quality, 
low pnce, big volumes I do not know if this is possible in Lithuma In such case we enter 
world markets as normal competitors and there IS no pnce regulation by the state left except 
for the support measures whlch exist m every m ~ l k  producing country of the world 
This is my opinlon, I will not go m h e r  since our mam speakers today will talk more about 
different pnce policies 
Thank you 
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Dairy Polrcy Analysls 
April 23, 1998 

Robert I Nooter, Country D~rector and Pollcy Adv~sor 
Land O'Lakes, Lithuania 

In an effort to assist Lithuania to employ accepted economic analysis in devising its dairy 
policy, Land O'Lakes added a pnce and income policy component to ~ t s  Dairy Industry 
Restructuring Project T h s  project is funded by the US Agency for International 
Development, and over the past three and a half years has provided support not only to 
policymakers but also to dairy farmers, milk companies, vetennanans, and the associations 
that represent the pnvate sector interests engaged in the dairy economy 

We decided that one way to do t h s  was to construct an economic model which can estimate 
the impacts expected if current polic~es continue, and to look at results predicted if changes to 
pollcy are applied Land O'Lakes has been very fortunate to engage the services of Dr 
W~lliam Meyers of Iowa State Umversity and other analysts at the Center for Rural and 
Agncultural Development in t h ~ s  project Their work has created the model that we are 
disseminating T h ~ s  collaboration with Iowa State and members of our worlung group has 
been very successful 

As an mtroduction to the L~thuarua Dairy Policy Model, it is important to understand how 
rnodelmg is lased a d  w h t  are the livlta+wns ~f emp10;"lgm economic model Before Dr 
Meyers and others discuss the deta~ls of the model, the following information should serve as 
an mtroductlon to t h ~ s  effort and the use of modeling in determinmg agricultural policy 

I The Use of Modellng as a Tool In Developrng Agricultural Pol~cy 

Modeling is an economic analysis tool which can be helpful In predicting the outcomes , 
expected from using alternative policy measures This is accomplished by evaluatmg the 
historical relationships existent in the sector and injecting expected responses based on the 
judgment of the analysts developing the model These relationships are expressed in a senes 
of economic equations wh~ch reflect the interdependent effects m the economic performance 
of the sector For example, the Lithuanian dairy sector model employs 40 behavioral and 
numerous other linkage equations which descnbe the sector Many equations are dependent 
on the changes experienced in others, so the calculation of results must be done by a 
computer so that many re~terations of the calculations can be processed quickly, providing an 
estimate of the total impact of an action resulting from changlng one or more vanables in 
scenanos input into the model The relevant new data is adjusted repeatedly until final results 
are generated What the model simulates is the complex senes of outcomes that changing 
vanables exert on the sector 



Modeling has been used effectively to estimate the outcomes expected fiom changmg polrcy, 
or altenng expectations of conditions that will influence the economic performance of the 
sector represented in the model It is important to understand the role of modeling The use of 
modeling is not stnctly a prediction of future events and conditions It is a projection of the 
trends that are expected to prevail under a set of assumptions No set of assumptions can 
perfectly descnbe prevailrng conditions as unexpected occurrences always matenalize that 
change the course of lustory 

What modeling can do, however, is demonstrate the relative changes that occur under one set 
of circumstnaces compared to another Therefore, if one would like to compare the Impact of 
a proposal to change datry market mtervention, or the cost of and effect of altenng subsidies 
patd, the model can predict the results using a common set of assumptions This is not to say 
that these results wrll occur, but if the assumptions were to hold true, the results generated 
from the model are likely to develop 

So the model gives an economically valid, but theoretical prediction of results However, it 
is also important to consider what modeltng cannot do 

First, modeling does not replace the role of human subjectivity rn setttng policy Even when 
modeling is used, policymakers must apply their values to the decisron makrng process 
People must decide how important it is to pursue a particular path in setting poltcy There are 
many interests that are the source of these judgments including agency managers, legislators, 
farmers, industry, consumers, and others Since these distinct interests sometimes have 
widely divergent opinions about the importance of one course of act~on compared to another, 
there wdl be competing strategies proposed and sometimes pursued 

Second, modeling does not replace the analyst There is nothtng magic about models and 
modeling, so the role of the commodity speclalist and analyst is still central to policy and 
market evaluation The model is a tool wluch helps the analyst handle large amounts of data 
and complex relationships in a consistent and timely manner The analyst still needs to make 
carehl judgments on when and how to use the model and what assumptions should be used 

Third, modeling does not prescnbe the best alternative approach Modeling shows can be 
expected to occur if different mechanisms are applied The results can be evaluated using the 
judgments employed by the participants in the debate It shows the kinds of tradeoffs that can 
occur But the model cannot say that a particular course is better than another For example 
the model can show the degree to which raising pnces mrght cause an increase in production 
Or it can show how much a government must spend to provide a particular level of subsidy 
But the model itself cannot say if those costs are unacceptably high The decislon makers 
who evaluate the model results must still use their judgment as to whether the results are 
good or bad 

The model must be considered to be a valuable economic tool in maklng economic and 
political decisions However, the economic tool does not take the place of the political 
process For example, in most cases it can be stated that economic pollcies are most 
effectwe when they are devised for a dlstinct and speclfic purpose It is also best if there are a 
minimum of other pollcies that mlght dimin~sh the ~mpact of such policles However, 
policies are devised in a political environment Politics tends to be an additive process, as 



support for a measure is often achieved by broadening the measure to include policy 
measures supported by a vanety of interests in order to widen the base of support 

This inconsistency if taken too far, can cause the set of pollcies applied to a particular sector 
to be so inconsistent as to negate the effect of one policy device by the ~mpact of another 
Amencan agncultural policy can be cited as an example of this In the early 1980's the basic 
provisions of pnce and Income support measures applled In the US attempted to achieve 
hndamentally incompatible results The most popular analogy to descnbe the state of 
agncultural policy at this time was that is was similar to dnving a vehicle while pushing on 
the accelerator and the brake at the same tlme 

While modeling cannot keep a government from pursuing inconsistent goals, it can 
demonstrate the economic effects of strategies so that such s~tuations can be avoided if there 
is political wlll to do so A model can't tell policymakers that it is better to pursue a strategy 
of export competitiveness than to create an insulated domestlc market It can't determine the 
amount of budget resources that should be devoted to one sector or another It can't say that 
pnce intervention is better than more market onentation But it show how well a particular 
policy contributes to makmg the sector more competitive, how it can increase or reduce 
government costs, or how an mdustry will perform with varying degrees of market 
intervention 

I1 Brief Descript~on of Modeling Methodology 

The techniques and terminology of modeling are to develop the model which mathematically 
descnbes the sector Then it must be tested by plugging in different vanables to see how 
reasonable the resulting output appears to be T h ~ s  process is time consuming and requires 
considerable tlme and analysis to see if the model is producing the kinds of results that one 
would expect by changing vanables This is called sensitivity testing and imposing 
alternative assumptions to see the differences that emerge from the process The fine tuning 
this model has required four or more months of work 

The next step is to develop a baseline that roughly descnbes the situation in place currently, 
and the results that can be expected to occur if such conditions and policies remain in effect 
over the course of the penod of analysis This sets the stage against which alternatives can be 
compared 

The alternatlve scenanos are developed to demonstrate how the situation in the baseline 
would be changed by applying alternative policies, or otherwise changing fundamental that 
will affect the performance of the sector The types of results generated look at changes in 
production of milk and drury products, pnces, exports, uses of milk, consumption, farm 
income, consumer expenditures, and government costs of the programs 

The model that we have developed in this project uses a baselme that extends the pnces and 
subsidy regime m place as of January 1 1998 as the baseline The baseline then shows what 
would occur if these conditions remained in force for the four years of the project~on penod 
Then thls baseline is compared to four alternatlve scenanos whlch call for changing the 
pncing policies, or the subsidies paid 

- - 



I11 The L~thuan~an Dalry Policy Model 

Economic modeling is a valuable tool in policy making and ~t has been used effectively in the 
US In agncultural policy setting in the past ten to fifteen years Last fall, Land O'Lakes and 
USMD agreed that working with Lithuanian dary sector interests to develop a model and to 
demonstrate how it can be used to evaluate the ~mpacts of applying alternative da~ry polic~es 
would help to devise a sustamable and rational set of policies in the dairy sector 

Land O'Lakes teamed up with Dr Willi Meyers of Iowa State University to engage in 
activities to develop a model of the Lithuanian dairy sector Dr Meyers has worked on 
agncultural analysis and policy In Lithuan~a and other transitional economies Iowa State 
Un~versity's Center for Agncultural and Rural Development is one of the premier institutions 
performing economic modeling for the agncultural sector Iowa State and the University of 
Missoun jointly operate an institute, Food and Agncultural Policy Research Institute 
(FAPRI) whch prepares some of the most respected modeling analysis of US and world 
agriculture that 1s used by the US Congress, the US Department of Agnculture and vanous 
pnvate sector entities for economic forecasting and policy malung 

This project included creating a working group compnsed of pnvate and public sector 
members who are mvolved in the dairy sector Thts group includes the Chairman of the 
Seimas Rural Affairs Committee, the State Counselor on Rural Affairs, staff of the Ministry 
of Agnculture and Forestry, and representatives of the producers and processors This group 
has engaged in considerable work over the past seven months We have 

Considered the policy objectives for the dairy sector, 
Traveled to the US to learn more about US policy, policy processes, the dairy industry 
and economic analysis of the dalry sector, 
Evaluated the preliminary results of the generated by the model and made 
recommendations for changes to the assumptions and basic provisions used in the model 
and, 
Planned t h s  seminar to disseminate the results of t h ~ s  work to a broader audience of 
interested parties in Lithuama 

IV Assumptions In the model 

When developing and using a model, assumptions must be made about a range of vanables 
that w ~ l l  influence the market situation in the penod of forecast These assumptions w ~ l l  
shape the economic relationships that preva~l in which the baseline is projected as well as any 
alternative scenanos Conditions such as the prevailing macroeconomic condit~ons in the 
economy as well as mternational pnces for dairy products will significantly influence the 
results that the model predicts Therefore, it is important to exercise judgment in selectmg 
the assumptions used, and just~fying them on valid economic reasoning rather than intuition 
or entirely subjective judgments 



Therefore, let us descnbe the assumptions used in thrs model and the reasons why they were 
selected 
(1) Macro economic assumptions 

Economic Growth Use World Bank projections with growth predicted at 4 5 % in 1998 
and steadily increasing to 5 9% by 2002 
Exchange rate Predicted to remain at 4Lltas/$l until 2000, with some depreciation 
against the dollar m the penod 2001 to 2002 when ~t will be 4 53LT/ dollar 
Inflation rate Continued decline but at a slower rate of decline Starting at 10% in 1998 
going down to 6 5% ln 2002 
Populat~on growth Flat 

(2) World dairy markets 

Cheese Per capita cheese demand around the world is expected to increase by 23 percent 
over the next decade with most of the demand coming in the US and Europe 
Non fat dry milk Whlle import demand is projected to increase by only one percent per 
year for the next decade, world pnces are expected to increase by 40 percent because of 
the shf l  m milk use by increaslng cheese production in Europe and the US Pnces trend 
upward for the penod after a predicted decline in 1998 fiom 1997 levels This is also true 
for whole milk powder 
Butter Russia's butter imports are projected to increase slowly through the year 2003, 
presenting an opporturuty for increased exports of Lithuman butter However, the trend 
in world butter pnces is also steadily increasing through the penod evaluated in the 
model 

(3) Lithuania dairy situation 

Cow inventones We have assumed that the number of cows held in households will 
remain stable, and there will be an increaslng shift of share of the herd held by large 
agncultural compames and toward a larger share held in family farms By 2002 we show 
that nearly 25% of the herd u held in family farms and only 16 4% held by agncultural 
companies 
Retail to farm pnce ratio will decline from 3 35 in 1997 to 2 68 in 2002 
A pnce ratio among classes of milk was assumed with an 8 5% premlum for top quality 
and a 5% premium for first quality 
We continued to assume that approximately 25% of the milk produced was not sold to 
milk processors, but used on farm or sold in informal market arrangements 

V Concluding Comments 

In summary, our purpose in developing thls economic model has been to give Lithuanian 
dairy pol~cy makers an analytical tool to help set a course for a more prosperous future for the 
sector The model was developed In a joint effort of Land OYLakes, Iowa State, and our 



working group over the course of the past seven months It has been enjoyable and rewarding 
to work with the many talented individuals who have participated In this endeavor 

The lasting impact of this work will be if the tool that we have developed is applied by 
Lithuanian dairy sector analysts and advocates in shaping the hture for the dairy sector This 
sector is nch with opportunity Lithuania can rely on a prosperous and vibrant dairy sector as 
a pillar of ~ t s  agricultural base to promote economlc growth, realize export earnings, and 
improve the diets of the Lithuanian population 

We hope that this tool, and the results that have been generated by our work thus far as well 
as the analysis that will occur in the hture, will be utiltzed in helping Lithuania realize the 
vast potential of the dairy sector Ttus will truly affect Lithuania's economic and social 
conditions and can serve as an engine for growth and prospenty for the country 
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Economic Modeling for Analys~s of Lithuman Dairy Pol~cy Alternatives 

W~ll~arn H Meyers 

There are many factors that mfluence policy decis~ons, including economic, social, and 
political factors It IS well understood that policy making does not occur in a vacuum but is 
influenced by information and analyses coming from a vanety of sources Moreover, ~t is 
expected that both government and pnvate agencies can contribute to an improved dec~sion 
environment by finding ways to improve the quantity and especially the quality of 
mformation available to policy makers This paper develops and makes use of an economlc 
analytical approach that has been useful In other countnes to assess the gmns and losses 
associated with pol~cy changes While other considerations may also be important, thls paper 
will focus on those economic factors that can be quant~fied in a market supply and demand 
framework For example, product qualrty and marketmg infrastructure are key factors in 
export market development, but they do not fit into the type of analytical tool developed here 

First some general observations will be made on the advantages and pitfalls of usmg 
economic modeling for policy and market analys~s Second, the key components of the 
Lithuaman Dairy Model will be bnefly descnbed Third, the policy alternatwes selected for 
this evaluation will be defined, and the results and ~mpl~cat~ons of the analysis will be 
presented and discussed 

I1 Use of Modeling in Policy and Market Analysis 

Agencies and orgamzations that conduct policy and market analyses normally combine 
quantitative models with the input of expenenced analysts in these assessments The relative 
importance of these two inputs vanes, however For example, the Food and Agncultural 
Research Institute (FAPRI) and Organization for Economic Cooperation and Development 
(OECD) have relative few analysts and rely more heav~ly on quantitative models, wh~le the 
U S Department of Agnculture (USDA) and the Food and Agncultural Orgamzation of the 
UN (FAO) assessments have a relatively larger reliance on analysts These might be seen as 
more capital mtensive (FAPRI and OECD) and more labor intensive (USDA and FAO) 
approaches 

The foundations of the quantitative models are estimated or synthetic equations that represent 
consumer demand, producer supply response, and pnce transmission behavior for the vanous 
agricultural and food products Most models, in fact, include both econometnc (estimated) 
and synthetic equations, since for some countnes and/or products there is insufficient data to 
do statistical estimations For example, in Lithuarua and other transition economies, where 
rapld changes in farm structure and policies have been taking place, there is ltttle bass for 
reliable time senes estimates of parameters In such cases, synthetic equations are developed 
based on economic theory and whatever information is avalable on consumer or producer 
behavtor from cross-sect~onal estimates based on survey data 



The second major component needed in the assessment is the representation of government 
polic~es that Impact supply, demand, and trade of these products T h ~ s  is especially important 
I$ d major purpose of the analysts 1s to conduct policy lmpact assessments To evaluate the 
Impact of a pol~cy change, ~t is necessary to have the policy ~nstruments represented in the 
baseline so as to compare the results obtained when one or more of these pollcies change 
Most baselines are generated so that they can be used for policy impact analysis and not 
merely to produce a market outlook under one set of assumptlons For this reason, FAPRI 
and most other organizations doing this work hold current pollcies constant for the projection 
penod rather than trying also to project policy changes rn the baseline 

A third major requirement for outlook analys~s 1s to have the best possible and most recent 
actual data incorporated into the models and simulation systems Thls is done by reviewing 
the most recent sources of data for each product and country included in the analys~s and 
updating the basic data in the system 

With these components in place, assurnptlons need to be made for those factors that are 
extemal to the model, such as population and income growth, technology changes (yield 
growth), world pnces, and pol~cies that would influence production, demand, or trade 

Outlook simulations are then generated by lmposlng the changes in external factors over the 
projection penod The changes m supply, demand, trade, and pnces over time are dnven 
pnmanly by the changes in the extemal factors For example, income and population growth 
cause demand to grow over tlme, and yield growth increases production Pnce changes are 
determined by the Interaction of supply and demand in each year so that new equilibrium 
pnces are determined The quantitative models make it poss~ble to handle large amounts of 
data and economic relationships that Insure the integnty of the analysis and the consistency of 
the results 

As already mentioned, the analysts conducting the work are also important Even the most 
capital intensive of these outlook and policy analysis systems are not "push button" systems 
that can denve results without any human intervention The intervention of analysts, when 
necessary, is ~mportant to prov~de a cross check of model results and to supplement the model 
on occasion It is not possible to build every contingency into a model, so analysts must have 
the ultimate responsibility for the integnty of the analysis Also, every analysis requires a 
careful settlng of assumptions, and these are generally the respons~bility of the analysts 
Sensitivity testing with alternative assumptions may be needed at times to see how much the 
results depend on key assumptlons 

I11 Brief Review of Llthuan~an D a ~ r y  Model 

The model was developed for the purpose of evaluating policy options in the Lithuanian dairy 
sector It includes the basic supply and demand relationsbps for milk and the major 
processed drury products, while the other uses of milk are aggregated into an "other use" 
category (see Annex) Production is modeled by relating cow inventones and yield to m~lk  
pnces, subsidies, and feed cost Since recent support policies have been targeted to 
encourage more production of highest and 1" grade milk, ~t was important that the model 



inciude these p o k y  instruments and allow rnese s n a t m f  highest md first grade purchases to 
change in response to these incentives as well as other pnce incentives 

The demand for m ~ l k  1s divided Into fluid demand and factory demand, where the latter 
determines production of butter, cheese, NFD, WMP, and the remaining processed products 
in aggregate Domestic demand for fluid milk and processed products IS influenced by pnces, 
income growth, and population growth Exports are ~nfluenced by changes in the domestic 
pnces relative to world market pnces For milk, butter, and cheese, domestic pnces are 
determined by the interaction of supply and demand Supply, demand, and pnces adjust 
within each year until an equilibnum pnce is determined If pnces are not regulated and 
supply 1s growing over time faster than demand, pnces will tend to decline The opposite 
happens if demand grows faster than supply 

Smce Lithuania has been using a mimmum pnce program since 1995, it was important to 
deslgn the model so that pnces can be Imposed when these minimum pnces are higher than 
the equilibnum market pnces And since these minimum pnces have often been different for 
different milk grades, the model was deslgned to accommodate thls policy feature and to 
generate a welghted average pnce from these pnces by grade Subsidy levels can also be 
different for different grades of milk, so the model needs to track sales of milk by these three 
grades 

In additlon to the supply, demand, trade, and pnces of milk and dsury products, the model was 
designed to generate several performance measures that can be used m comparing gains and 
losses to different groups in society These are farm revenues with and wlthout subsidy 
payments, value of exports, consumer expenditures, and the cost of government pnce support 
From these measures it is possible to construct an estimate of the net economic galn when one 
policy scenano is compared to another The estimated net economlc gain is calculated as 
shown by the example in Table 1 In thls hypothetical example, the increase in farm income 
(gain = 20) is less than the combined increase in consumer expenditure (loss = 30) and 
lncrease in g o v e m e n t  cost (loss = lo), so the net change is equal to an economic loss of 20 



Table 1 Calculation of Estimated Net Economic Gain 
Aggregate Measure (million Litas) Baseline Scenano Change 
Farm net revenue tncluding subs~dy 100 120 +20 
Consumer expend~tures 700 730 +3 0 
Government (taxpayer) cost 5 0 60 +10 
Farm revenue-consumer expense-government cost -20 

This is a very crude example of estimating total tmpacts on the economy of a policy change 
Even lf%is estlmate were done more accurately and completely, the policy w ~ t h  the highest 
net economic gain would not always be the one chosen by pol~cy makers, since many other 
factors enter into consideration However, it is important to be aware what gains and losses 
are to be anticipated with a policy change, since it is very rare that a change in policy will 
benefit all groups 

IV Descr~pt~on of Alternatwes to be Evaluated 

Tlus analysis 1s conducted over the penod 1998 to 2002 Most of the data for 1997 are actual, 
though a few vanables are estimated by the model The analysis consists of a baseline and 
four alternative scenarios representmg diffenng levels and types of support by the 
government (Table 2) None of these policy alternatives corresponds exactly to a 
recomrnendat~on by any person or group They are not chosen because they are considered 
good or bad or even feas~ble, but rather because they represent a range of possible choices 

Table 2 Policy Assumptions for Each Scenano 

Scenano Instrument Highest 1'' 2nd Highestl2nd 1 "J2nd 
Baseline Min Pnce 700 630 570 1 228 1 105 

Subsidy 100 70 5 0 1 290* 1 129" 
Scenano 1 Min Pnce 750 675 520 1 442 1 298 

Subsidy 100 70 5 0 1 490* 1 272* 
Scenano 2 Min Pnce none none none 1 228 1 105 

Subsidy 100 70 50 1 296* 1 131" 
Scenano 3 Min Pnce none none none 1 228 1 105 

Subsidy 100 70 0 1417* 1 237* 
Scenano 4 Min Pnce none none none 1 350 1 250 

Subsidy none none none 1 350* 1 350* 
*ratio including farm pnce subsidy 

1 Baseline The mtnimum pnce and subs~dy policies In place as of January 1, 1998, are 
assumed to continue all year every year of the projection penod It has already been 
recograzed that this pollcy is not sustamable, due to the lim~ted hnds available in the 
1998 budget and the likelihood that the mtnlmum pnces could not be sustained dunng the 
summer months However, this is a useful baseline, slnce alternatives can be compared to 
this with a view to solvtng these pollcy constrants 



Scenano 1 This option IS similar to the baseline but has a sigmficantly lower minimum 
pnce for 2"' grade milk and h~gher mlnlmurn pnces for 1" and highest grades of m~lk  
T h ~ s  combination results In a slightly higher average pnce but a large ratlo of hlghest to 
2" and 1" to second grade pnces These provisions are s~milar to but not exactly the same 
ds those proposed by the Milk Producers Associat~on 

Scenano 2 This option would provide the same milk subsidies as in the baseline but 
without minunurn pnces The mtent of such a change m policy would be to allow pnces 
to be determined by market forces 

Scenano 3 This option is the same as scenano 2 except that the subsidy for 2"d grade 
milk is elim~nated In order to try and bnng the program cost into line with the budget 
constramt There are obviously numerous combinations of subsidy reduction that would 
aclueve the same total cost reduction 

Scenano 4 In this option all subs~dies as well as minlmurn pnces are removed It is 
assumed that without subsidies for higher grades of milk, processing plants would offer 
shghtly h~gher quality premiums to milk producers Therefore, the highest to 2"d grade 
pnce ratio is assumed to be 1 35, and 1" to 20d is assumed to have a 1 25 pnce ratio One 
way to view this scenano is that the h d s  allocated for milk subsidies could be used In 
alternative programs that would help producers improve technology and deliver higher 
milk qualtty for a hgher market pnce 

Each of these scenanos are s~mulated with the model and the results are compared to the 
baseline to see how these different policies would change pnces, production, consumption 
trade, government cost, consumer expenditures, export value, and the net economlc gain 
These results are summanzed and evaluated in the next sectton 

V Assumpt~ons on External Factors 

A number of ~mportant vanables remam the same across all the scenanos These include 
projections of macro economic vanables, world market pnces, shares of cow inventones by 
type of farm, the farm to retail margin for mdk, and the share of milk purchased by plants 
(Table 3) 

The projection of macro economic vanables denves fiom a World Bank analysis presented at 
the Semlnar on Agricultural and Rural Policy and Integration Strateg~es m Vilnius one year 
ago The exceptton is that the 1997 growth of 6 0 percent is a preliminary estlmate by the 
Lithuantan Government m January 1998 Lithuanian population, which has declined sl~ghtly 
in recent years, is projected to remain stable wlth no growth over the next five years 

The world pnce projections are from the FAPRI 1998 world outlook analys~s and md~cate a 
25-30 percent growth over the next five years in the world pnces of butter, NFD, and WMP 
and about 20 percent for cheese Smce these are expressed in Litas, they would Increae 
faster or slower depending on whether the L~tas deprectates or appreciates over thls p e n d  
The feed real pnce mdex denved from the FAPRI project~ons of barley and soymeal pnccs 



and tends to decline gradually over time It is assumed that Lithuanian grain pnces will 
follow world market pnce developments as they have in recent years 

The dairy policy group discussed the assumptions on shares of cow inventones by farm type 
and on the retail to fdrm pnce ratio We agreed that the trend of increasing shares on 
fmily farms would continue as the share in agricultural partnership farms declined We also 
agreed that the retail to farm pnce ratio would likely decline, so the rate of decline was set at 
four percent per year It is difficult to know whether this is realistic or not 

VI Results and Implications 

Once the assumpt~ons are set in the model, it simulates the results based on the equations and 
the policies specified It normally takes about 100 ~teratlons until the system finds the 
combination of pnces and quantihes that bnng everythng into equilibnum When polic~es or 
other assumptions are changed, a new set of pnces and quantities are determined m a new 
equilibnum The results of different scenanos can then be compared to see how the changes 
in assumptions have altered the results The focus here is on policy changes, so all other 
assumptions remain the same across scenanos The baseline results are first discussed 
bnefly, then four scenanos are compared to the baseline 

It must be emphasized that all of these analytical results are prelimmary, smce the Dairy 
Policy Group has not yet had an opportunity to review the results of thls analysis There 
should be such a review of experts before these results are finalized Nevertheless, t h ~ s  
workshop forum is an opporhmty to review this in a broader group, and comments of t h ~ s  
group will be useful in revising these estimates 

Baseline 

As already indicated, the baseline is not the most realistic scenano, since it is already known 
that it would violate the budget constrant for 1998 and that policy changes will be needed to 
address thls constraint However, it is useful as a point of companson, since it represents 
policies in the recent past including those existing temporanly in early 1998 The results of 
the baseline are seen in Annex Table A1 and in the charts that accompany this paper In the 
baseline charts, a companson is also provided to scenano 3, whch is probably closer to a 
sustainable outcome But scenano 3 will be discussed later 

Production is projected to grow by 13 percent an total demand by 10 percent over the next 
five years When all mllk and milk products are combined in milk equivalents, human 
consumption grows by about 20 percent in the baseline projection, but exports do not grow 
(Table Al) Since exports were about 40 percent of production in 1996 and 1997, lack of 
growth in this component of demand is a significant constraint to pnce growth over time 
Butter and cheese have been about 80 percent of dairy product exports, and domestic 
wholesale pnces for these products exceed world market pnces by 20 to 30 percent Thls IS 

not too surpnsing, given the import tanff protection for these products, but it does hmit 
export compet~tiveness Obviously, it is posslble to export these products, and much of rt 1s 



in the summer when L~thuanian pnces are lower But t h s  sttuatlon means that the potential 
for export growth is m h e r  constrained when policies Increase pnces 

The minlmum pnces in the baselme pol~cy tum out to be higher than equ~hbnum pnces 
would be in the model, so it means that not all production is able to find a market If this 
were to occur in reality, it is not clear what the government would or could do about it and we 
do not try to resolve that question For simpl~city, the model IS set up so that ~f there is 
production that exceeds demand (when mlnimum pnces are above market cleanng pnces), 
the cost of government programs would increase by the amount needed to buy the surplus 
milk (I e milk farm pnce times the surplus) In the supply and use table, t h ~ s  surplus is 
indicated by an increase in carryover stocks, which tnples In size by 2002 

The Government cost of the milk pnce subsidles under the baselme would Increase to an 
estimated Lt 89 m~llton in 1998 and about Lt 100 million by 2002 The additional cost of 
surplus removal estimated as descnbed in the previous paragraph, would reach a peak of Lt 
46 million In the year 2000 and decrease to Lt 13 million by 2002 As already mentioned, 
government and pnvate analysts in L~thuama have already determined that the current 
program cannot be sustamed, m part because of these growing costs in the face of reduced 
financial resources Other pol~cy options are evaluated to see how measures to reduce cost 
would impact other vanables of interest to producers, consumers, processors, and traders 

Scenar~o Comparisons 

The scenanos progress from small policy changes to larger changes, w ~ t h  the last one being 
the extreme case of no supports For some vanables, the impacts of different policies are 
small, whde for other vanables the ~mpacts are large Several of the key vanables are 
compared in Table 4 below, and more compansons are shown in the charts that accompany 
this paper 

Table 4 Companson of key results of policy altematwes 

Scenano Milk F m  Average Mllk Percent 2"* Cost of Total Cost 
Pnce Subsidy Production Grade Sales Subsidies 

litaslton litaslton 1000 ton percent mll Litas mil htas 
1998 
Baseline 
Scenano 1 
Scenano 2 
Scenano 3 
Scenano 4 

2002 
Baseline 
Scenano 1 
Scenano 2 
Scenano 3 
Scenano 4 649 0 2109 58 0 0 



Scenano 1 has slightly higher minimum pnces on average and the same levels of subs~dy for 
each grade of milk However, the larger difference between 2" grade and higher grades of 
milk lead to larger delivenes of 1" and highest grades, so the average subsidy rate and total 
subsidy cost are both higher Surplus production also Increases slightly, resulting in larger 
removal costs Because of these pnce differentials, this scenano has the largest Impact on 
reducmg delivenes of 2nd grade milk These patterns of change continue to the end of the 
projection penod in 2002 

Scenano 2 (w~thout the minimum pnces) allows pnces to reach the market cleanng level, 
whlch is sig~ficantly lower than the baseline at the beginning of the penod but 1s nearly the 
same by 2002 Thls increase in pnces over time is possible because there is less Incentive In 
the early years to increase cow numbers The subs~dy cost of t h ~ s  option is nearly the same as 
the baseline, since the subsidies for each grade of milk are the same, and the pnce of 2" grade 
relative to higher grades is assumed to be the same as the baseline The major impact of this 
policy change would be to reduce the surplus production and the cost of surplus removal 
However, the estimated total cost per year is still above the 1997 subsidy costs and far above 
the available fimding for 1998 

Scenano 3 simulates an attempt to address the subsidy cost by eliminating subsidies for 2nd 
grade milk This also increases the effective difference between 2nd grade and higher grades of 
milk and leads to a further reduction in the share of 2" grade sales The average milk pnce 
w~thout subsidy is also below the baseline milk pnce in 1998 but nses sipficantly above the 
baseline pnce by the end of the projection penod The estimated subsidy cost is about 45 
percent below the baseline level throughout the project~on penod A more detailed 
companson with the baseline can be seen in the supply and use balance (Table A2), where the 
biggest d~fference is that canyover stocks remam relatively stable rather than continuously 
increasing as In the baseline This shows the impact of the lower pnces at the beginning of 
the projection penod, which would lead to a slower growth in production and a higher growth 
in domestic demand Lower pnces of dairy product pnces in the early years also mahe these 
products slightly more competitive on the export market, suggesting a possibility of 
increasing export sales and revenues But there is a lim~ted impact because cheese and butter 
pnces remain above world market pnces and regular channels for export sales are still not 
well developed 

I 

Scenano 4 provides the opposite extreme from the baseline, where there are no subs~d~es 
Production incentives are even lower than in scenano 3, so supplies are lower and market 
pnces higher than in any other scenano Where this scenano may be of interest in a pohcy 
discussion is the case in whch the funds currently used for pnce subsidies could be used for 
targeted alternative programs to improve marketmg infrastructure, production technology 
quality, or quality preservation which would be production neutral (that is, decoupled from 
production decisions) In the absence of pnce subsidies, it is assumed that the processmg 
plants would pay a higher market pnce premium for higher quality milk 

Since the cattle industry takes some time to adjust to new pnce and policy conditions, the 
companson of these alternatives is summanzed by looking at the medium term impacts on 
key performance vanables and the estimated net economic benefit (Table 5) The average 
annual impact for the last three years of the projection penod (2000-2002) indicate that the 
net economic benefit tends to increase as subsidies are reduced The main factor reduclng net 



returns to milk producers is the subsidy reduction, though this is partially offset In Scenanos 
3 and 4 with Increased market pnces Both the farm net returns and the consumer 
expend~tures are very crude estimates of these aggegate measures, so they must be only 
viewed as indicative While the increased consumer expense and government cost lead to a 
small net economic loss in Scenano 1, the cost and consumer savings in Scenano 2 and the 
cost savings in Scenanos 3 and 4 significantly exceed the estimated losses in farm net returns 
This leads to est~mated net economic galns of Lt 21 million for Scenano 2, Lt 32 million for 
Scenano 3, and Lt 42 m~llion for Scenano 4 
The final year of the projection penod is also interesting in that it shows the direction of these 
measures over time (Table 5) In all scenanos, the net economlc benefits similar in the last 
year, but the most dramatic difference is that farm net returns m Scenanos 2, 3, and 4 do not 
change significantly in the last year The main reason for this is that the low subsidy 
scenanos have higher pnces in the later years, so the negative impacts on mllk producers 
dimin~sh over time 

Table 5 Compmson of changes In key performance measures of policy alternatives 

Scenano Mllk Farm Mrlk Pnce Farm Net Consumer Government Net 
Pnce with Returns Expend1 tures Cost Economic 

Subsidy Benefit* 
Litadton Litaslton mil Litas mil Litas mil Litas md Litas 

Average 00-02 
Scenano 1 +6 2 +I0 1 19 8 +I0 0 +13 7 
Scenano 2 -18 5 -18 2 -40 1 -30 0 -31 2 
Scenano 3 +15  -25 5 -40 5 +2 3 -73 1 
Scenano 4 +27 3 -34 8 -41 5 +43 6 -127 3 

2002 
Scenano 1 +7 2 +11 1 +219 +11 5 +14 1 
Scenano 2 +1 1 +1 1 +I 8 + 1 7  -14 0 
Scenano 3 +19 8 -6 9 -0 7 +31 5 -56 3 
Scenano 4 +44 7 -17 8 -4 2 +71 0 -112 4 

*farm net return change minus consumer expenditure change minus govt cost change 

Conclus~ons and Caveats 

While this exercise has demonstrated how a modelmg system can be used to evaluate 
economic ~mpacts of policy alternatives, it 1s important agam to stress that this is a work In 
progress and requires further review and refinement Analytical tools such as this are 
intended to help analysts organize and integrate complex relationshlps, but they cannot 
replace the analysts These results are prehminary, but hopefully they have shown some of 
the key lnteractlons that mfluence the Lithuan~an dalry market and some of the Impacts of 
different pol~c~es  on the market 

In revlewlng these methods and results, attention should be glven to the accuracy and 
completeness of the basic data, the assumptions that were specified, the behavioral 
relationshlps In the model, the design of the policies evaluated, and additional measures that 
could be evaluated that would be of interest to policy makers as well as farm and industry 
representatives The next steps in the process of making this system more useful begin now 



Table 3 Dairy Model Assumptrons, Baselme, L~thuania 

Macro economlc assumpbons 
GDP growth at mark percent 

Annual avrg Exchang LCUIUS$ 

infalbon rate penod a percent 

Populahon growth percent 

Cow inventortes Shares by type 
Ag Part & Enterp 

Farn~ly farms 

Households 

Retail to farm price ratio, milk 

Feed price index 
M~lk unrt cost Lffton 

World prices, FOB N E btas I rnt 

Butter 

NFD 

Cheese 

WMP 

Farm Pnce subsidy L~tas I rnt 

subs~dy for hlghest grade 

subs~ty for 1st grade 

subs~dy for 2nd grade 

welghted average 

Prlce ratro by grade raho 

hrghest I second 
hrstlseapnd 

PurchasedProduct~on percent 

I 



ANNEX 

DAIRY MODEL STRUCTURE LITHUANIA 

Milk suwly 

COW Inventones = 

Share of cows by type of farm 

M~lk y~eld by farm typ = 

M~lk productron by far = 

Total milk product~on = 

Share of h~ghest grad = 
Share of 1st grade pu = 

Milk use 

Demand for flu~d m~lk = 

Demand for factory use In 
ButtertNF = 
Cheese = 
WDM = 

Demand for other use = 

Share of factory mdk n 
BUMFD = 
WMP = 
Cheese = 

f (last year's farm mllk pnce wrth subsidy feed pnce) 

Set by analyst to change exogenously 

f (farm mllk pnce w~th subs~dy feed pnce trend) 

Yleld ' (Inventory share) 

Sum of m~lk production by Type 

f (highest grade pnce w~th subs1dy12nd grade pnce wlth subsidy) 
f (first grade pnce w~th subs1dy12nd grade pnce w~th subs~dy) 

[Per capita demand = f (mllk retail price lncome trend) ] ' populatron 91 

milk used BUlNFD BU 
f (NFD butter prices farm mrlk pnce) 731 307 2 424 
f (Cheese pnce farm milk pnce) 298 
f (WDM price farm milk pnce) 31 

f (farm m11k pnce lncorne trend ) 793 

f ( relative revenue ~n NFDBButter to Cheese 0 48 
f ( relative revenue in WMP to Cheese) 0 06 
Res~dual 0 45 



Production of NFD Butter Cheese and WMP Based on above m~lk use tmes conversion 

Butter from non NFD manufacturing process Based on proport~onate Increase In ButterINFD 

Consumption demand = [ Per cap demand = f(product prlce rncome trend) ] ' populat~on 

Export demand for butter and ch = f ( world pnce domeshc pnce) 
Export demand for NFD and WM = f ( world pnce domest~c price) 

Eautllbrlum Prrce Determrnatlon 

Internal supply and demand for all m~lk solves for real farm m~lk pnce 

Internal supply and demand for butter solves for real butter pnce 

lntemal supply and demand for cheese solves for real cheese pnce 

NFD and WMP pnces follow world pnces 



Table A1 Baselme Supply and Use Balance - L~thuanian Milk and M~lk  Products In Milk Equivalents 

1994 1995 1996 1997 1998 1999 2000 200 1 2002 200211 997 
percent 

Cow Numbers (1000 head) 614 9 586 0 589 9 5860 588 6 599 5 591 2 582 1 573 3 97 8 
Y~eld per cow (kg per cow) 

Total Supply 
Beginnig stocks 
Production 
Import 
Total Demand 
Non-food and export demand 
Exports 
Feed use 
Waste 

Human consumption 

Endrng stocks 

Per capita consumptron (kg) 
Average farm prlce (Lthon) 
Average retail prlce (Ltlkg) 

Government cost (mi L~tas) 33 28 -- - - - 



Table A2 Scenarro 3 Supply and Use Balance Lithuan~an Mrlk and M~lk Products In Mrlk Equrvalents 

1994 1995 1996 1997 1998 1999 2000 2001 2002 200211 997 
percent 

Cow Numbers (1 000 head) 6149 5860 5899 5860 5886 5793 5764 573 7 567 2 96 8 
Yield per cow (kg per cow) 

Total Supply 
Beglnnrg stocks 
Productron 
Import 
Total Demand 
Non food and export demand 
Exports 
Feed use 
Waste 

Human consumption 

Endlng stocks 

Per cap~ta consumptron (kg) 
Average farm pnce (LUton) 
Average retad price (LUkg) 0 74 1 14 1 59 1 78 1 80 1 82 1 84 1 74 1 74 97 7 
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I Introducbon 

Pnor to and following the Apnl28 seminar organized by t k s  project, the Lithuman authonties and 
industry representatives discussed vanous options for changes in dairy support programs to take 
effect May 1, 1998, for the summer season A decision on a set of mmmum purchase pnces and 
subsidies was taken on Apnl 29 to be effective May 1 Subsequently, a revlsion to these pnce and 
subsidy levels was made in May effective June 1, 1998 

This analysis compares the two final decisions and two pnor Minlstry of Agnculture proposals to a 
baseline that simply removed minimum pnces and the subsidy for 2nd grade milk It should be noted 
that in the analysis of options presented at the seminar, a wide range of policy alternatives was 
considered to show a wide range of Impacts that could be imagined even though some of them were 
probably unrealistic In that group of alternatives, the optlon of simply removing minimum pnces 
and the subs~dy for 2"d grade milk (scenano 3) was used to illustrate a way to meet the 1998 budget 
constramts on subsidy expenditure This former scenano was adopted as a baseline in the current 
analysis because it provides a link to the previous analysis and because it has some sim~lant~es to the 
two proposals of the Mimstry of Agnculture evaluated here 

11 Descnpbon of Alternabves to be Evaluated 

T h s  analysis is conducted over the penod 1998 to 2002 Most of the data for 1997 are actual, 
though a few vanables are estimated by the model The analysis consists of a baselme and four 
alternative scenanos representing diffenng levels and types of support by the government (Tables 1 
and 2) These scenanos are defined for the summer season according to the specificat~ons of MOA 
proposals or Government decisions, and the descnptlons for the scenanos refer to the summer penod 
The assumptions for the winter season are not specified in these proposals or decisions so they are 
assumed by the author It should be noted that 1998 1s different fkom later years in that the actual 
policies in place fkom January to Apnl remain constant over all scenanos, so the assumptions In the 
tables below are only completely representative for 1999 and beyond Also it is assumed that these 
policies remam unchanged in the future, wh~ch is unrealistic but necessary in the absence of a long- 
term policy decision by the Government 



Table 1 Policy Assumptions for Each Scenano - Summer Season 

Scenano Instrument Highest 1 st 2nd HlghesU2nd IY2nd 
Baseline Mm Pnce none none none 1 228 1 105 

Subsidy 100 
Scenano 1 Min Pnce 670 

Subsidy 80 
Scenano 2 Min Pnce 670 

Subsidy 0 
Scenano 3 Min Pnce 670 

Subsidy 0 
Scenano 4 Min Pnce 670 

Subsidy 50 
*ratio including farm pnce subsidy 

Table 2 Policy Assumptions for Each Scenano - Wmter Season 

Scenano Instrument Highest 1 st 2"d Highestl2nd lSY2"* 
Baseline Min Pnce none none none 1 228 1 105 

Subsidy 100 
Scenano 1 Min Pnce 700 

Subsidy 80 
Scenano 2 Min Pnce 700 

Subsidy 50 
Scenano 3 Min Pnce 700 

Subsidy 50 
Scenano 4 Mm Pnce 700 

Subsidy 50 
*ratio including farm pnce subsidy 

Baseline The mtnimurn pnce and subsidy policies in place through Apnl 30, 1998, were 
considered to be not sustamable, due to the limited funds available in the 1998 budget and the 
fact that the mimmum pnces could not be sustained d u n g  the summer months The baselme 
assumptions very simply would eliminate minimum pnces and remove subsidies for 2"d grade 
milk to reduce cost while keeping the other quality enhancing subsidies the same as before 

Scenano 1 T h s  option was proposed by the Min~stry of Apculture for discussion on Apnl 20 
but was not formally submitted to the Government As in the baselme, this proposal also 
eliminates the 2nd grade subsidy but also reduces the highest grade subsidy, so it would achieve a 
slightly greater cost reductton than in the baseline This proposal retains the mintmum purchase 
pnces but at a lower level than existed in Apnl, especially for 2"d grade milk 

Scenano 2 This option was formally submitted by the Ministry of Apculture to the 
Government on Apnl 29 It has the same minimum pnces as scenano 1, but completely 
eliminates subsidies for highest and 2" grade milk wh~le slightly reducing the subsldy for 1'' 
grade milk It has the lowest average subsidies and greatest cost savings among the scenanos 



4 Scenano 3 This option 1s what was adopted by the Government on Apnl29 When compared to 
the MOA proposal (scenano 2) it has a slightly hlgher mlnimurn pnce for znd grade milk and, 
more importantly, restores the Lt 50 per ton subsidy for 2" grade milk 

5 Scenano 4 This option is a revised Government decision made in May to take effect on June 1 
Thls adjustment was in response to indications that with unusually large milk supplies, the 
minimum price for Znd grade milk was not realistic or sustainable The minimum pnces and 1'' 
grade subsidies are the same as in the Apnl 29 MOA proposal but subsidles of Lt 50 per ton are 
added for highest and 2nd grade milk 

Each of these scenanos are simulated w ~ t h  the model and the results are compared to the baseline to 
see how these different policies would change pnces, production, consumption, trade, government 
cost, consumer expenditures, export value, and the net economic gain These results are summanzed 
and evaluated in the next section 

I11 Results and Implications 

It must be emphasized again that all of these analytical results should be viewed as indicative of 
directions of change expected with these alternative support levels rather than as forecasts of impacts 
The alternatives analyzed in thls chapter have relatively small differences compared with the wide 
differences of options evaluated previously, so the relative sizes of impacts are smaller T h ~ s  is 
typical of what normally happens in the policy process The range of options narrows as decision 
time nears 

In scenanos where there are mirumurn pnces and these minimum pnces turn out to be higher than 
what equilibnurn pnces would be in the model, it means that not all production is able to find a 
market If thls were to occur in reality, it is not clear what the government would or could do about it 
and we do not try to resolve that question For simplicity, the model is set up so that if there is 
production that exceeds demand (when minimum pnces are above market cleanng pnces), the cost of 
government programs would increase by the amount needed to buy the surplus milk (1 e milk farm 
pnce times the surplus) 

Baseline 

The baseline scenano simulates an attempt to address the subsidy cost by eliminating subs~d~es for 
2nd grade milk This also increases the effective difference between 2nd grade and higher grades of 
milk and leads to a M e r  reduction in the share of 2nd grade sales The estimated subsidy cost is Lt 
39 2 per ton or about Lt 57 million in total (Table 3) The total cost is the same, since there 1s no 
minlmurn pnce and no surpluses are generated This shows the impact of the lower pnces at the 
begintllng of the project~on penod, which would lead to a slower growth in production and a h~gher 
growth in domest~c demand Lower pnces of dairy product pnces rn the early years also make these 
products slightly more competit~ve on the export market, suggesting a posslbillty of increasing 

export sales and revenues But there is a limited impact because cheese and butter pnces remain 
above world market pnces and regular channels for export sales are still not well developed 



The scenanos progress in time sequence w~th the last one be~ng the most recent Government 
decision For most vanables, the impacts of different policies are small, because these options have 
relatively small differences in support levels Several of the key vanables are compared In Table 3 
below, and more compansons are shown in the charts that accompany this paper 

Table 3 Companson of key results of policy alternatives 

Scenano Mdk Farm Average Milk Percent 2" Costof Total 
Pnce Subsidy Production Grade Sales Subsidles Cost 
litaslton litaslton 1000 ton percent mil Litas mil 

Baseline 
Scenano 1 
Scenano 2 
Scenano 3 
Scenano 4 

2002 
Baseline 
Scenano 1 
Scenano 2 
Scenano 3 
Scenano 4 

Scenano 1, like all other scenanos has minimum pnces that have the effect of forcing pnces higher 
in 1998 and 1999 However, subsidies for highest and 1" grade m ~ l k  are lower, so the average 
subsidy and total cost of subsidies are lower than in the baseline The total cost is higher in the first 
two years because of the surplus disposal cost assumed to occur when pnces are forced higher The 
percent of 2nd grade milk delivered is lowesst in this scenano, since it has the largest difference 
between 2nd grade and higher grades of milk 

Scenano 2 has by far the lowest average and lowest cost, because highest and 1" grade subsidies are 
even lower than in Scenano 1 T h s  scenano probably comes closest to staying within the budget 
constraints for 1998 

Scenano 3 raises the 2nd grade pnce and subsidy and thereby also the average subsidy, so cost is 
higher than the baseline It is interesting that compared with the MOA proposal of Apnl 29 (scenano 
2), this option while increasing the minimum pnce of 2"d grade milk does not raise the average pnce 
The reason is that the percent of 2" grade In total production is higher 

Scenano 4 lowers the 2nd grade minimum pnce and reinstates the subsidy for lughest grade Thus the 
average subs~dy and, subsidy cost, and total cost are hngher than the baseline and all other scenanos 

Since the cattle industry takes some time to adjust to new pnce and policy condit~ons the 
cornpanson of these alternatives is summanzed by lookrng at the impacts on key performance 
vanables and the estimated net economic benefits both In the short term and in the med~urn term 



(Table 4) The average annual impact for the penod 1998-1999 represents the short term and the 
average of the last three years of the projection 
penod (2000-2002) represents the medium term 

Table 4 Compmson of changes In key performance measures of policy alternatives 

Net 
Milk Farm M ~ l k  Pnce Farm Net Consumer Government Econo 

Scenano Pnce with Returns Expenditures Cost mic 
Subsidy Benefit 

* 
Lltaslton Litastton mil Litas mil Litas mil Litas mil 

Lltas 
Average 98-99 
Apnl20 MOA +8 9 +4 9 + I 1 7  +13 9 -1 1 -1 0 
Apnl29 MOA +I0 8 -7 5 -5 6 +16 9 -25 8 +3 3 
Apnl29 Gov +3 0 +3 8 +7 0 +4 6 +4 3 -1 9 
May Gov -0 7 +5 4 +7 5 -1 3 + I 1 6  -2 8 
Average 00-02 
Apnl20 MOA +3 8 -1 4 -0 1 +5 9 -8 0 +2 1 
Apnl29 MOA +15 8 -5 3 0 0 +24 9 -32 7 4-7 9 
Apnl29 Gov +2 4 -0 6 +O 3 +3 8 -4 8 +13 
May Gov -1 9 +O 9 +O 5 -2 9 +4 2 -0 8 
*farm net return change minus consumer expenditure change minus govt cost change 

In the short run there are significant changes in f m  net returns from one scenano to another 
However, t h ~ s  difference is small relative to the d~fferences m cost The average annual cost 
difference from the hghest (+I 1 6) to the lowest (-25 8) cost scenanos is over Lt 36 milhon, but the 
hlgher cost ophon only generates an additional Lt 13 million in farm net returns While these 
absolute cost and return figures are only rough estimates, these results are consistent with the usual 
result that there are dead weight losses associated wrth supports and subsidies that stimulate more 
product~on The implication IS that ~f the government could give pure Income transfers that were 
decoupled from product~on, a Lt 13 million per year annual transfer combined with scenano 2 
policies would leave the farmers as well off as in scenano 4 and save the Government about Lt 23 
million per year 

In the medium term, the Impacts on farm net retums are not significant, since the scenanos with 
lower subsidies have higher market pnces In the later years The results Indicate that the net 
economic benefit tends to Increase as subsidies are reduced (the lowest subs~d~es  being in scenano 
2) The net returns to m ~ l k  producers don't vary too much across scenanos, so the main effects are 
from changes in government cost and consumer expenditures In every case the change In 
government cost is greater in absolute terms than the change In consumer expenditures The greatest 
net benefit 1s for the Apnl29 proposal of the MOA, which has the greatest cost savlngs on the order 
of Lt 30 million per year 



Conclus~ons and Caveats 

As in the previous analysis, these results should be viewed as indicative of d~rections of 
impact These impacts are much smaller than in the previous set, because the policy options 
are in a narrow range Perhaps the most important conclusion of these results is that the four 
options that keep the minlmum pnce mechanism do not appear to make even the farmers 
much better off than in the baseline where there are no minlmum pnces Also the MOA 
proposal of Apnl 29, which drastically reduces subsidies to stay within budget constraints 
saves the Government about Lt 30 million annually but m the medium term does not 
significantly impact farm net returns 

These results together suggest that in the medium term farmers are just as well off with lower 
subsidies, because that reduces production incentives and leads to higher market pnces The 
short term results suggest that if the short term income losses due to milk subsidy reductions 
were compensated by filly decoupled trans~tion payments over two or three years, farmers 
would be as well off as before and Government expenditures would be significantly lower 
than under current programs 
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I Executwe Summary 

T h ~ s  maln goal of the analysis of the milk product market~ng cham priclng was to determme 
the formation of prlces for milk products In a marketmg chain from mdk dellvery to 
processors to its purchase by consumers T h ~ s  report presents the analysis of Lithuanian milk 
product marketing cham pricing and ~ t s  results 

The data for the research was provided by 6 dairy (processing) companies and several 
wholesale and retad intermedianes Desp~te the low percentage of respondents (21 percent) of 
total dairy companies which were approached, In our belief the representativeness of 
respondents regardmg thew product mix and the~r share in total manufacturing output created 
suffic~ent background to conduct the study (chapter 3) 

The dairy companies (processing) together with the milk producers form the essential part of 
dairy products' value add~ng chain Lithuanian drury companies add to appr 30 percent of 
total value of the dairy product wholesale price The rest - app 70 percent - is contnbuted by 
milk producers and suppliers Due to a significant share of the raw milk costs in the wholesale 
pnce of dairy products, any changes in raw milk pnce have direct impact over the da~ry 
companies' operation results In case of fresh milk products the increase in raw milk pnces 1s 
compensated by local consumers - by the respective increase m retad pnces That IS why the 
profitability of the fresh milk products is relatively stable In case of export the increase in 
raw milk prices has a direct negative impact over the company's operations - the profitabil~ty 
decreases e~ther the losses Increase (chapter 4) 

The varying profitability of d~fferent product lmes contnbutes to s~gnificant profitability 
differences of the whole companles' operations, having different product mix The most 
profitable is the production of fresh milk products and cheese The fresh products are sold in 
lacal market mainly The profitability of products for export has s~gnificant vanations - 
cheese is the most profitable, skim milk powder profitability balances close to zero, and the 
export of butter is highly loss making Companies, having a strong position in local market, 
manage to balance the product mix and as a whole operate profitably While companles 
concentrating on export sales (excludmg cheese) operate at a loss (chapter 4) 

The wholesale intermediaries do not have a distinct market pos~tion as a part of total output 
reaches the retail level directly from producers The trading margins of the wholesale 
intermedtanes vary fiom 1 5 to 10 percent, dependmg up on a marketing service level offered 
by wholesalers Retailers (especially big supermarkets) do not consider the trading with darry 
products as a profit seek~ng operatlons - the trading w t h  drury products first of all serves to 
attract people to the stores Due to this reason retailers trade at mimmum marglns - 5 to 7 
percent, rarer up to 12 percent Smaller shops trade at higher margins - up to 25 - 30 percent 
(Chapters 5 and 6) 

The dairy companles contribution (convers~ons costs and gross margin) to the retail value of 
da~ry products varies from 39 percent (milk) to 12 percent (butter) The contnbution of the 
mrlk producers to the value of dairy products 1s higher - it varies from 63 percent (butter) to 
37 percent (milk) T h ~ s  means that the operatlons and the efficiency of operations of m~lk  
producers has a hlgher Influence over the final retall price of dary products than that of da~ry 
companies The sign~ficant part In the retall pr~ce is contributed by VAT tax - 15 25 percent 
calculated from the retail price (or 18 percent markup) (Chapter 7) 



One of the tasks of the study was to compare the ratios of dairy product to raw milk pnces of i 

different countries This ratio can reveal the efficiency and cornpetltive position of country's 
dairy sector The ration of dairy products and raw milk prices depends up on the level of the 
raw milk price in case the raw mdk price increases the ratio decreases, considering 
conversion costs being constant, and vice versa Due to this reason the comparison of ratios of 
different countries in case of raw milk price differences does not make any sense According 
the hypothetical adjustments and calculations in case of similar raw milk pnces in many cases I 

the efficiency and competitiveness ration is not in favor of Lithuanian dairy sector It has to be 
noted that presented ratio comparison can not be considered without certain considerations 
involved 

Thls research was done by the business consulting company "MAS Consult" by the request of 
the USA company "Land OyLakes" 

We would like to thank all of the milk processing companies that participated in this research 
and especially the Lithuanian Dairy Association, "Pieno centras", who provided a great deal 
of help 1 
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2 Approach 

T h ~ s  analysis of the milk product marketing cham prlclng includes research about the 
formation of prices for milk products in a chain from milk dellvery to processors to its 
purchase by consumers The research includes the cost structure of milk products and an 
analys~s of profit marglns for every one of the levels In the market~ng chain 

The marketmg cham of mdk products consists of these main levels 

Mdk production 

Milh processing 

Wholesale 

Retad 

All of the levels mentioned above, with the exception of mdk production, were analyzed for 
t h ~ s  project 

The research of the m ~ l k  product marketing cham was compnsed of these maln levels 

The preparation of questionnaires 
- 

Questions (collection of information) 

Data analysis 

2 The Preparatron of Questronna~res 

A standard questionnaire form (an example IS attached) was prepared for the collection of 
information from milk processors The purpose of the quest~onnalre was to achleve an 
explanation of the structure of all product~on and ~ndividual product expenses and profitabihty 
and also peculiarities of accounting methods applied 

2 2 Questions 

The questionnaire was sent to 29 Lithuan~an mdk processing firms The L~thuanian Pairy 
Association, c L P ~ e n ~  centras", provided a l~s t  of recommended firms Of the 7 firms that 
provided answers to the questionna~res, one d ~ d  not complete the form That firm was not 
mcluded in hrther research 

Wholesale and retad firms were directly interviewed 

2 3 Data analysrs 

Cost structure and profitab~l~ty of the products was analyzed according to these groups of 
products 

1 Fresh milk products 

1 1 Mllk 

1 2  Curd 



1 3 Sour Cream 

2 Commodity m~lk  products 

2 1 Butter 

2 2 M~lk powder 

3 Cheese 

The lndivldual product costs and profitabllity of the mllk processing firms were analyzed 
based on aggregated data regarding the groups of products mentioned above The accounting 
of L~thuanian dames is based on cost allocation accord~ng to norms Therefore lt is possible to 
state that a factory's cost accountlng relating to ~ndlvldual products IS not preclse Because of 
this reason, a more exact analysis of productlon costs and thelr tendenc~es IS achieved by 
usmg the aggregate sums of production costs and prices accord~ng to the maln groups of 
products 

In thls report, the pricing structure of milk products is d ~ v ~ d e d  into these levels 

1 Raw mater~als (separately presenting mdk, the collection of mrlk, and preparat~on 
expenses) 

2 Conversion expenses - manufactunng costs (labor costs, energy costs, and other 
production costs, which iclude auxiliary materials, maintenance of equipment, 
amortization, and other production costs, are all examined separately) 

- 

3 Operat~ng expenses (sales and adm~nistrat~on expenses) 

4 Financial expenses - Interest expenditures (cost of equity capltal not included) 

5 Profit margin before taxes ( ~ n  this report, two profit marglns are used (1) gross profit 
margm (or gross profitability), which is calculated as the difference between the 
revenues (prices) and productlon costs and (2) profit margin (or profitabil~ty), whlch IS 

net profitabllity after interest expenses but before profit tax 

In the analys~s of wholesale and retail chains, the existing trading margins are analyzed and 
factors mfluencing them are presented 



3 Representat~ves of the Quest~oned Compan~es 

The prepared questlonnalres were completed by SIX mllk processlng firms These companies 
represent the major groups of L lthuanian firms accord~ng to the product mix and market 
orlentatlon 

1 Havlng a wlde product mix and a firm pos~t~on In the Lithuanian market - 1 firm 

2 Specialized cheese tactory - 1 firm 

3 Speciahzed In the product~on of commodity milk products for export and not 
having a firm posltlon in the local market - 4 firms 

F~gure I 
Product~on Volume of Represented Compan~es ~n Comparison w ~ t h  Total Product~on of  Lithuanian 

Manufacturers (1997) 
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Mrlk Sour cream Curd Butter Mrlk powder Cheese 

The revenues of the firms that completed the questionmure totaled 373 mill LTL in 1997 
According to turnover, the firms can be d ~ v ~ d e d  Into these main groups 

1 More than 80 mill LTL - 2 firms 

2 From 20 mill LTL to 80 mill LTL - 1 firm 

3 Less than 20 m ~ l l  LTL - 3 firms 

Accord~ng to the number of employees, the firms can be div~ded Into these main groups 

1 More than 600 employees - 2 firms 

2 From 250 to 600 employees - 1 firm 

3 Less than 250 employees - 3 firms 



4 Milk Processing Fwms 

M~lk processing companlts dre the essential value-adding part In the mdk product marketmg 
chain 

The cost accounting of the L~thuan~an dames is based on cost allocation according to norms 
Therefore ~t is possible to state that a manufacturmg cost accountmg relating to indiv~dual 
products is not precise Companies use d~fferent accountmg methods and d~rect companson of 
cost items may not be preclse 

The allocat~on of rates for raw mater~als and overhead differs from company to company 
The profitabdity of ~ n d ~ v ~ d u a l  products can be dependent upon transfer pnclng That's 
why some products in companies' accounts mlght seem very profitable or unprofitable 

Energy expenditures dlffer from company to company, as some companies have their own 
boiler houses, that are not cons~dered separate departments of the companies, energy costs 
include only the costs of fuel but not all of the bo~ler house maintenance costs The 
companies that buy thermal energy from other suppliers also pay different pnces 

Because of inflation and insufficient Indexation, the long term assets of a company often I 

have a low book value The undervaluation of a product (because of insuffic~ent 
depreciation expenses) can compl~cate the process of technical renovation in a company 
(because of the lack of money) 

Some companies ascribe the~r operating overhead directly to production costs 
Transportation and other selling expenses that should be accounted as operating overhead 
are accounted as manufacturing costs by some companies 

The profitability of the manufacturing operations is analyzed in this report As the 
production and sales volume of some milk products (e g , butter, cheese) are not the same 
in different seasons, the profitability of the products presented in this report might differ 
from the results reported In compan~es' income statements 

4 2 Product MIX 

The product mix of the firms that participated In the survey is presented below 

As the d~agrams below show, the commodity milk products (butter and milk powder) 
comprise about 50% of the compan~es' product mix according to production costs Cheese 
makes up about 30-35%, the remaining part, 15-20%, 1s fresh milk products 



Product Mix (1997) 

Production nccord~ng tons 

M~lk suLar 
Cheese Mllk 

Uulter products 
16V 149 

Product~on -according production costs 

M~lh  sugar Mdk Sour creom 
Curd 

1% 3% 4% / $'her rresh 

F~gure 3 
Product MIX (1998 1 quarter) 

-- - 

Production accordmg tons Product~on - accordmg production costs 
- -- -- - - - --- - -- - 

Mllk sugar ~ l l k  Sour cream 

Cheese M~lk sugar 
7 Milk Cheese 

Dry produccs 
1 3 /  our cream 

7 / 

1 3 i o  
Other fresh 4 / 19% 25% 

products 

4 3 Fresh M I / ~  Products 

Fresh m ~ l k  products are div~ded Into the following categories 

Non-condensed milk and cream without sugar or other sweeteners (0401) 

a Butter-milk, sour milk and sour cream, yogurt, kefir and other fermented or sour 
milk or cream (0403) 

Fresh, unaged cheese (0406 1 1), curd cheese (0406 12), and curd (0406 13) 

Fresh milk products comprise 15 - 20 percent of the product structure according to 
manufacturmg cost for all of the companies that responded Fresh milk products are mostly 
produced for the local market Exports comprise only a small portion of sales - about 10 
percent 

Raw milk (including milk collection and preparation costs) comprises 65 - 70 percent of the 
fresh milk manufacturing cost structure Energy and labor costs make up from 3 5 to 4 5% for 
each item 



I lgure 4 
Mdnurdcturing Cost Structure of Fresh Milk Products 
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Fresh milk products are one s f  the most profitable groups of milk product mix The 
profitability of fresh m~lh  products reaches 25 percent before taxes Strong positions In the 
local market allow compames to ach~eve high operating profitability In the local market, an 
increase in cost of milk products 1s usually offset by a corresponding increase in sales price 
Because of this reason the profitability of fresh milk products remarns stable despite 
increases in manufacturing costs 

On the other hand the local market, which is the mam source of profitability for mllk 
processrng companies, IS limited An Increase in the market share of one company takes place 
at the expense of pushing other companies out of the market, but not expanding the market 
itself Because of this reason the general growth of the companies oriented only to the local 
market is not possible 



Qurc 5 
F~ictory  P r ~ c e  Structure of  Fresh Milk Products 
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The main components of fresh milk products (milk, sour cream, and curd) are reviewed 
separately below 

Milk as a product IS distinguished by varlous amounts of fat (up to 6% fat) The aggregate 
cost and pricing structure of milk with various amounts of fat of the milk processing firms 
that were analyzed is presented below 

In manufacturmg cost structure of milk, the largest expense, about 65-66%, is for raw milk 
(~ncluding the collection and preparation of raw milk) Processing (converslon) expenses 
make up about 35% of the product~on costs for milk Among the conversion costs, salaries 
make up a rather small part - about 4% 

The structure of mllk product~on costs strongly depends upon seasonal factors In the summer, 
when the supply of milk grows several tlmes, productlon volume increases considerably and 
the share of fixed conversion costs in the overall product cost structure decreases In the 
wnter, the use of productlon capacity decreases several times, and the share of fixed 
conversion costs increases 



i-~gure 6 
M~nufarturrng Cost Structure of M~lk  (%) 
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M~lk manufacturing costs In absolute terms also varies depending on the season In 1997, raw 
mllk and its collect~on and preparatlon costs were almost stable and were correspondingly 
0 53 LTL and 0 05 LTL for one kg of processed m ~ l k  Conversion costs vaned from 0 28 LTL 
dunng the summer to 0 39 LTL durlng the off-season In 1997, the cost of processlng one kg 
of milk grew by 6% 1 e from 0 87 LTL to 0 92 LTL D u n g  the first quarter of 1998, the 
cost of processlng one kg of milk reached 1 06 LTL, mostly because of a nse ln the pnce of 
milk and the growth of added processing costs for one unit of product due to decreased 
production d u n g  the off-season 

In all of the milk processlng pllce structure in 1996 and 1997, net profits (before profit tax) 
were 20% The profitability of lnilk vanes throughout the year, because the retad price of 
milk sold to customers barely changes when the prlce of raw milk does not change, whlle 
processlng costs are larger durmg the off-season and smaller d m n g  peak times 



Structure of Mllk Factory Pr~ce 
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Flgure 8 
Factory Pr~ce of M~lk (LTL I kg) 
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The average sale prlce for milk was 1 14 LTL In 1996 and 1 21 LTL In 1997 T h ~ s  price was 
practically the same as the avei'lge sale price In the local market The export prlces for mllk 
were larger but the insignificant amount of m ~ l k  that was exported d ~ d  not have a large 
mfluence on the general pr~fit~tblllty of milk 
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4 3 2 Sour Cream 

Sour cream makes up '/4 of all fresh m ~ l k  products There IS no great dlfference In the 
production costs of the varlous types of sour cream, because there IS not a large dlfference in 
the~r fat content Packag~ng has a somewhat larger ~nfluence on product~on costs 

The cost structure of soul cream IS s~milar to the cost structure of mdk because overhead costs 
are normally allocated accordmg the raw milk base Similar to the common milk processing, 

In the sour cream cost structure the b~ggest part corresponds to raw m ~ l k  - about 58 percent 
A shghtly larger share than in common mdk processing corresponds to mllk collect~on and 
preparation costs - 7 7% on the average About 33% of the expenses of producmg sour cream 
are manufacturmg overhead (conversion) costs Conversion costs ~nclude labor expenses that 
make up about 3% 

L~ke  m~lk,  the cost of producmg sour cream is dependent upon seasonal factors 



f lgure 10 
Sour Cr~am Manufacturq Cost Structure (%) 
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In 1997, the profit before taxes from sour cream production grew to 20% (In 1996 it was - 
14%) The price of sour cream varies according tb the season, although ~t k e s  less than 
production expenses Even though prlces are decreased during the peak season, sour cream is 
most profitable during that season 

Exports of sour cream ale not s~gnificant Therefore, higher prices for exports, like in the 
situation w ~ t h  milk, do not have a significant influence on profits 

F~gure I I 
Factory Prtce Structure of Sour Cream 
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F~gure 12 
Factory Prrce of Sour Cream (LTL / kg) 
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F~gure 13 
Profitab~hty of Sour Cream 
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4 3 3 Curd 

The cost of producing cutd can valv up to 50% dependmg upon fat content and type of 
packaging 

The structure of curd poduct~on e\penses IS different from other fresh milk products, e g , 
milk and sour cream The share of raw milk in the manufacturmg cost structure amounts to 
70% (I e 10% more than for milk and sour cream) The labor expenses for the product~on of 
curd are two tlmes hlghcl than f o ~  milk and sour cream and reach 6% The share of the 



aforementioned costs IS largcr at t l ~  cxpense of a reduced share for other conversion costs 
The total converslon expensts for C L I I  d can reach 25% 

F~gure 14 
C urd Mmufactur~ng Cost Structure (%) 
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Net profit (before profit tax) fiom the product~on of curd decreased in 1997 and amounted to 
16 percent (It was 19 pelcent In 1996) The production costs for curd, llke all fresh milk 
products, is conditioned b\ season ll factors and the use of product~on capacity Curd IS 

therefore most profitable d u ~  Ing the pcah season There are no slgnlficant exports of curd For 
that reason, larger prlces f o ~   ports do not have a slgn~ficant Influence on profits 

Flgure 15 
Fwtory Pr~ce Structure of Curd 

100% 

' 90% 
I 

80% 

70% 

60% 

5 0% 
I 

40% 

3 0 h  

20 / 

1 o?' 

0% 

i -- 
IlIl Profit margin 

I 

&4 Interest 

1 E Operatmg expenses 

E3 Total converslon 
costs 

- Total mater~als 



F~gure 16 
F w t o r y  P r ~ c e  of Curd (LTL 1 kg) 
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F~gure 17 
Curd Profitabll~ty 
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4 4 Commodrty Mrlk Products 

Commodity milk ploducts make up about 40-45% of all milk product~on (according to 
production costs) Most ~omrnod~ty  product? are exported Commodity milk products are 
div~ded Into these g1oup.l 

Butter (0405) 



Milk nnd cream, condensed or w~th  sugar or other sweeteners added (0402), 
mcluded In t h ~ s  category IS powdered s k ~ m  milk products (with a fat content of 
1 5% or Icss) 

4 4  1 Butter 

Brrtter comprises about 1/4 of all manufactured mllk products The cost of butter vanes up to 
25% depend~ng upon the grade and form of packaging 

In the general cost structure for butter product~on, the largest part, about 83%, is composed of 
raw materials (milk and ~ t s  collect~on costs) In the case of fresh milk products, this figure 1s 
67% Processing (converslon) expenses are analogically about 17% of total costs Energy 
costs comprise about 3 4% Labor costs vary about 1% 

Figure I8 
Butter Manufacturmg Cost Structure (%) 
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Expenses for processmg butter st~ongly depend on seasonal factors Dunng the summer, when 
the milk supply grows several tmes production volume increases considerably and the share 
of fixed costs in the overall cost stiucture decreases (e g , In 1997, production expenses for 
butter varied 20%) On the other hdnd, the prlce of butter is also significantly influenced by 
the season - sales prlce decrease dunng the summer In 1997, the average pre-tax loss for 
sales of butter was 12% ( ~ n  1996 losses were 3%), while during the peak season losses for 
sales of butter reached 24 pelcent (desp~te s~gn~ficant decreases In costs) 



I rgure 19 
1 kctory Price Structure of Butter 
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F~gurc 2 1 
Butter Prolitabd~ty 
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4 4 2 M~lk Powder 

Powdered milk (or dry sk~ni nitlh products, which have a fat content not exceeding 1 5%) 
make up the largest part of d ~ v  tnilk products Milk powder is mostly exported (90% of all 
production) 

In the cost structure of dl\ skm milk products the largest part is composed of raw matenals 
(an average of 77%) Cnc~gb r\psnditures, whtch comprise about 7 5% of the cost structure, 
form an excepttonal pa1 t ol the conversion costs 

F~gure 22 
M I I ~  Powder Manufacturing Cost Structure ( O h )  
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The productlon of powtl~rcd 1111lk bdlances on the edge of bang  a loss-maklng venture 
During the peak season tht profit r t~e lved  from dtcreases In productlon costs compensates 
for the losses expes~encccl dilrmg h e  oft-seaon 

Figurt 23 
F a ~ l o t  v I'r~ce Structure of Dry Skm M ~ l k  
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F~gure 24 
Factoi y P r ~ c e  of Dry Skm M ~ l k  (LTL I kg) 
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F~gure 25 
Prufitab~l~ty of Dry S k m  M ~ l k  
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4 5 Cheese 

-The pmductr~rjn of fenmmed cheese (here~iiafrei cheesiftg oriented toward export (80%) 

The largest part (80%) of the cost structure of fermented cheese is composed of raw materials 
The remaining portion (20%) is conversion costs Energy costs makes up about 4%, and labor 
costs make up about 3% Differently than In the manufacturing of other mllk products, 
depreciation has more weight and comprises from 2 to 2 5% of all manufactunng costs That 
IS an indispensable condltlon for large investment into the new texnologies 

F~gure 26 
Cheese Manufactur~ng Cost Structure (%) 
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Although fixed cornprlse d small share of the cost structure of cheese, seasonal 
(ut~lization of prodiickm ~ d p a c l t m )  factors are nevertheless vtry Important - costs can vary 
up to 20 percent I hc clc~ltlases 111 ~ m t s  increase the profitab~l~ty of the product, wh~ch  during 
the peak season of 1097 ~ e d c h ~ d  25 percent (the average for thc year was 18%) 

1.1gure 27 
Factory P r ~ c e  Structure of C h e e s ~  
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F~gure 28 
F w t o r y  PI ice of Fermented Cheese (LTL / kg) 
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Flgure 29 
I'rofitnb~lrty of Fermented Cheese 
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4 6 Other Products 

Other products werc e~rlier not produced by the companies that responded (1 e , Ice cream, 
canned mllk, peptate) 01 their weight In total volume of production was insignificant (1 e , 
milk sugar) 

4 7 Analysrs of the Whole Products Mlx 

Raw materials (law milh and ~ t s  collection and preparation costs) compnsed 75-80% of the 
general cost structure enelgy - 4 8O6 salarles - about 3% 



F~gure 30 
Manufdctu~ I I I ~  Cost Structure of Al l  Products (%) 
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4 8 Prmng Tendencres 

4 8 1 Balancmg of Product MIX 

From the fin an^^ 11 \tandpolnt t h ~  p ~ o d u ~ t s  mL~nufacturcd bv L ~thuanlan dames IS two-slded - 
profitable and unl~~ofit,iblc MIII\ ~ I O C ~ L I L ~ S  t h d  'lie produced for domestlc market (e g , fresh 
mdk products) ,111cl C ~ L C S L  ( p i o d ~ ~ c i i  both lor domestlc and export markets) are h~ghly 
profitable The dcmand f o ~  m~lh p~ocluct~ IS  not 111gIily ela5tlc to the pnces, so an Increase In 



product~on cost\ 15 covcr~ci bv domc~tir, consumers by an Increase in prices In the domest~c 
market At the \ame tlmc milk p~oducts thdt dre exported (mostly butter) are unprofitable 
because Lithuanian p~oduccrs cdn nor ~nfluencc txport prlces 

Milk producers th'lt h d v ~  rl b a l d ~ ~ c ~ d  p~oduct mix (when unprofitable products are covered by 
the profitable ones) opealdte p ~ o f ~ t ~ ~ b l y  The companies that dre not able to achleve a firm 
posltion in the domestrc market ,~nd mostly produce commodity m~lk  products (butter and 
mrlk powder) f o ~  cNpor1 bdldncr. on ~ I I L  cdge of mdking losses 

4 8 2 Instability of Exports 

Nowadays more m~lk  ptodu~ts e\ported than sold In the domestic market The export of 
milk products allows companles to dchieve an economy of scale, because their production 
capacity is too la~ge for the doniestic market L~thuanian producers can not influence export 
pnces, as the export prlce IS ~nfluencect by the supply from various countries 

The maln products that ale exported are cheese and commodity milk products - butter and 
milk powder Fermented cheese o\ el 80% of which is exported, IS a profitable product The 
profitabihty of m~lk  powder ovel 90% of wh~ch 1s exported, is about zero and the export of 
butter, over 80% of which 1s expo1 tcd is unprofitable 

Any increase in production costs directly Influences the profitability of exported m ~ l k  
products Compan~es ale not ablc to Influence export prices and receive lower profits (e g , 
cheese) or suffe~ h~gher losses (e g butter) 

Because the state regulates the maw product~on cost element - the prices of milk as a raw 
matenal - it can more or less ~ntluence the results of individual companies or even dec~de 
thew future (especially companles that are export oriented) 

4 8 3 The Size of the Domestic Market 

The domestic n iw  ILtt is the maln scwtLe of profit for milk processors The high profitability of 
milk products 111 the domestlc IIICII ket helps to solve the problems of balancing product mlx 
(the profit recelled In the domest~c ma1 ket compensates for export) 

The size of the domest~c market 1s qulte hmited the increase in the total consumption of mdk 
products is much slower than the Inclease in the capacit~es of the milk processing companies 
This means that an ~ndiv~dual film can Increase its share of the local market only at the 
expense of other films, I e the aggiigate results In the milk industry do not change A mdk 
processing company can not Incre'lse its capaclty only because of the local market, but it can 
Increase ~ t s  capacity for goods that al c profitable for export (e g , fermented cheese) 

The Lithuan~an m ~ l k  piocesslng industry IS strongly influenced by seasonal factors The 
supply of milk 1s ~nfluenced by t h ~  scason - 111 summer (peak season) the supply of m ~ l k  is 

more than threc tlmes h ~ g h ~ r  t h  In thc m~lk supply In wlnter (off-season) Even though the 
overhead in the mllk processing ~ndustry 1s not considerable such seasonal fluctuation has a 
significant Impxt on p ~ o d u ~ m n  c c ~ s  Bes~des that seasonal fluctuation leads to low 
utilization of capdclty d u ~  Ing the ol I-s~ason 



f lgure 32 
Ch ~ n g c  I I I  pi oductlan volu~nes compared to 1996 
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All the assumptions presented above stimulate the concentration of capital in the Lithuanian 
milk industry The concentration of capital allows companies to optimize the structure of the 
product mix Laige companies control a larger part of the milk purchasing market and are able 
to allocate milk as a raw mater~al for more profitable products (especially d u n g  the off- 
season, when thete 1s a lack of mllk) Besides that, large companies can more successfUlly 
export surplus products both b\ stlengthening thelr positions in certam markets, and by 
pressuring expol t tnteimed~aries 

Large companies using effective marketing can force small and inefficient cornparues out of 
the local market As the piice of milk as a raw material gradually increases, the companies 
that are oriented to export matkets will go bankrupt or will have to merge with large 
companies 



5 Wholesale 

Milk processmg t ~ t n ~ s  normally give wholesalt ~nttrmedldries d~scounts from their declared 
average prlces I ht pncc5 g~vcn In th~s  report do not Include discounts Therefore, when 
calculat~ng m~lL 11w-ket~ng cha~n pllclng wholesalers' margins should be added to these 
pnces 

Wholesale m~lk d~s t r~bu t~on  In I ~thudn~a can be d~vided into two main levels 

Agent t~ading 

Agent trading IS the most widespread form of distribution Agent trading can vary depending 
on the vanety of marketing services offered by intermediaries The amount of marketing 
services influences ~ntermediar~es commissions 

The simplest form of agent mte~mediaries repiesents the client to find customers and make 
contracts in the cl~ent's name This particular form of marketing includes searching for 
chents, making contracts In the name of the m11k processing firm, collecting orders, collecting 
money, renewal of product mlx, lay~ng out production in windows or on shelves, etc For the 
aforementioned servlces, the agents get a dlscount (margin) of 1 5-4% The level of the 
margm depends on the processol's pos~tion In the local market Firms having a strong 
position in the local market give smaller discounts Those firms that do not have a strong 
market position give the agents laiger discounts Margins also depend on geographical 
location Agents sell~ng goods throughout a large region receive larger d~scounts because of 
higher logist~cdl eypenses 

A more compl~cated form of agent distribution mvolves agents using their own transport and 
warehouses T h ~ s  form of distr~bution is more common for the distnbut~on of fresh milk 
products The most simple form of this kind of distribution would be using the agent's 
transport in a certain reglon, wlth thls transport being loaded directly from the producer's 
transport A mole compl~cated form would be using both the agent's warehouses and 
transport In this form of d~stribution agents normally get a d~scount of 5-10% The size of 
the discount also depends on the processor's positlon in the market 

Wholesale intermediaries perform all of the aforementioned services In addition, wholesale 
intermediaries take on a financ~al risk, I e , wholesale intermediaries purchase goods from 
producers and sell them to retall ~ntermediaries In this case, wholesale intermediaries also 
assume the risk of clients not paying Wholesale intermediaries receive the largest dlscount - 
from 7- 10% 

The size of the wholesale margln IS ~ond~tioned by the quantlty of marketing services and 
related costs The prlclng structure of common agents is composed of labor expenses (about 
35%) and transpoitation and add~t~onal expenses (about 30%) However, In the cost structure 
of wholesalers uslng the~r own tlansport transpoltatlon costs comprise the largest share The 
profits (before tax and ~nte~cst )  ot wholesale ~nterrned~aries vary 10-30% from the wholesale 
margln that they lecelve 

The aforement~oned d~scoun t~  ale largest for lresh mdk products Processors having a strong 
positlon in the local market no~mally use scrvlcLs of exclus~ve dealers in certaln regions 



The discounts lor ftrrncnttd ch~cse  vdry 3 5% dtpending on the season (5% In the summer) 
Firms that d~strlbute LIICCSL prodi~~ts ordindrlly stll various products, including other milk 
products 



Consumers of m~lh  products usually buy thtse goods at retad stores (a portion is sold to 
~ndustr~al users c g confect~oner~es and other seLtors of the food industry) 

The retail sale of m~lh  products can be d ~ v ~ d e d  Into two main groups 

Large supermarkets 

Small food stores 

For large supermarkets the sale of m~lk  products IS not directly a profit making venture Milk 
products serve more to attract customers to the supermarket Because milk is an everyday 
product, its prtce level causes the customer to form an impression about the pnce levels 
throughout the store For that reason, supermarkets are not interested m making large profits 
from the sale of m~lk  products Supermarkets ordlnarily margin milk products 5-7% or rarely 
10-12% Thts margtn is mlnlmal and normally IS just enough to cover the supermarket's 
expenses 

A supermarket s margin also depends on the mdk processor's position in the Lithuanian 
market For large and well-known supphers, which spend large amounts of money for 
advertising and product support tn the Lithuanian market and which supply a full assortment 
of milk products, there is a mmmal margin For producers that are not well-known tn the 
market and offer a lim~ted assortment of goods normally at lower pnces, there are 
considerably higher markups 

Small food stores follow one of tho margln strategies - minimum or maximum Stores that 
use maxlmum nlarglns (25-30%) tend to sell less well-known cheaper products, in order to 
get even larger lnargins of profit The majority of these stores seek to get profits with 
minimum turnover Stones uswg the alternative margin strategy try to earn money by 
increasing their turnover 

Trading marglns used are un~versal for all mdk products supplied by a single producer 



7 The Pr~cing Structure of the M~ lk  Product Marketing Cham 

The prlcing strucru~e 01 tht ~ n d ~ v ~ d u d  groups of m~lk  products In the domest~c market is 
p r e s ~ n t ~ d  belou I hc pllclng 0 1  the groi~ps of m~lh products In the diagrams below IS based 
on the follow~ng pl ~nc~ples  

The production costs of milk processing compan~es are based on the actual results 
from 1997 

Manufactu~~np costs accord~ng to mdividual products are milk as a raw material, 
collect~an md prepdratlon of rdw mater~al, and conversion costs 

a The d~ffertnce between product revenues and manufacturmg costs 1s considered to be 
gross profit 

The sales PI Ices of products are set accordmg to actual results from the local market 

The profit margln for wholesalers IS cons~dered to be 3% from the factory pnce 

The profit margin for retailers 1s considered to be 8% from the wholesalers' price 

VAT - value added tax IS calculated as 18% from retailers' pnce 

7 1 The Prrcrng Structure of Marketrng Chain for lndrvrdual Mrik Products 

F~gure 33 
The structure o f  mdk retall prtces (1997) 

200 7 ' E l  VAT 

Company I C nnip inr 2 C 1111111 II~L 3 ( omp my 4 Average 

-4 I 
Wholesalers' margm 

(3 Gross profit I 

1834 Collect~on and 
preparation of m 1 1  k 

M I I ~  

Notes - 

( I ) Cnrnpvn I p ~ o i i u ~ ~ \  dnd xll\ i n  lnslgn~ficant quantlty o f  mllk as a separate product (1% o f  the 
volume o f  all of t l i ~  L~ I I I~ ' I~ IL~  that ~~!,po~ic l~d) I IIL I o w r  c o ~ t  0 1  milk as a raw matcr~al for company I IS because o f  the - 
rates that are uscd In ~ l i c  Irwuntlng procL\\ 

( 2 )  ( onipw\ 2 p r o d u ~ ~ \  ~ n d  ~ 1 1 \  111 1n51en1l1~ 1111 quantlty of m ~ l k  ~f compared to other products The - 
large quantltlL'i ofcirlic~ p ~ ~ t l u c r ~  c l u x  l o { \ c~  II~LI~IL id 

I 



rlgure 34 
The s t r u ~ t u r r  of sour Lrcnln r e t a d  prlccs (1997) 
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F~gure 35 
T l i ~  s t1  uc ture  of c u r d  re ta l l  pr lces (1997) 
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r r g u r ~  36 
The structure of butter retnll prtces (1997) 
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Notes 

(1 ) T h ~ s  d~agram shows the prmng structure of butter In the local market Butter sales In the local market 
In 1997 were profitable contrary to butter exports 

(2) Companies 1 2 and 6 spec~al~zed In the product~on of commod~ty products for export Whlle not 
havlng a strong posltlon In the local market they can not sell thew product~on at h~gher prlces Company 6 produces butter 
only (IS a subsldlary) 

(3) Company 3 has strong posltlons In the local market and that s why the sales of butter m local market 
IS the profitable busmess 

F~gure 37 
The structure of milk powder retall prlces (1997) 

Compnny I Company 2 Avcrobc 

H Wholesalers' margin] 

Gross profit 

i I3 Total converslon 
costs 

[=I Collect~on and 
preparation of mdh 

..a M~lk  

Note Low fat m ~ l k  powder IS mostly sold directly to consumers That IS why the profit marglns for wholesale and rctall 
are no t  calculated 



1 tgure 38 
T h e  structure of cheese retall prtces (1997) 
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7 2 The Ratro Between Retar// Wholesale Prrcrng and the Prrce of Raw Milk 

The ratio between the average retall / wholesale prices of individual milk products in the local 
market and the price of raw milk are presented in the dlagrams below If compared wlth the 
data of other countries, this ratio reflects (1) the level of the country's retad pnces for milk 
products and (2) the efficiency and competitive position in the international markets of the 
country's darry industry 

The diagrams below show the exlsting ratio between average retail prlces of individual mllk 
product groups in domestic market or export markets and average prlce of raw mllk The 
dlagrams also show the dependency of thls ratio on the changes in cost of mllk as a raw 
material This ratio is calculated according to actual 1997 results and using the following 
assumptions 

The conversion costs for milk processing companies do not change , 

The profit margin of the ~ndivldual products of milk processing companies 
remains the same when calculating in absolute figures (the dependency of the 
profitablllty from the sales is decreasing but the return on equity remalns the 
same) 

The same percentages of wholesale and retail marglns and VAT (18%) are used 
for the calculation 

A detailed analysis comparing the marketing marglns In dlfferent countries 1s a complex task 
and is out of thls paper The comparison of margins and ratios between retail / wholesale 
prlces of mdk products and raw mllk prices of d~fferent countries can be obscured by a 
number of dlfferent factors 



The marketing practices in countries are different concernmg calculation of standard 
raw milk components (I e butterfat content and proteln content) Therefore, the 
compmson of the price processors pay for raw milk should be adjusted for each of the 
country's practices concerning the bass for which payments are adjusted 

Other payment practices vary from country to country induding the payment for 
collection and transporting of raw milk to the plant or dellvery potnt 

The payment practices for milk products vary from country to country as well Fol 
some countries the wholesale prices of milk products may include packagmg, delivery 
and other costs, while for the other countries wholesale prlce does not include any 
packaging, transportation and other marketing costs 

Domestic policies, as the mostly disturbing market equiiibrium, must be taken into 
consideration when makmg such compmsons In certam markets trade protection, 
mandated minrmum pnces, pnce differentrals, lrmits on margins, direct and indlrect 
subsidies, custom duties and other domestic policy provisions affect the prices paid 
and the kind of marketing margins that exist 

In addition taxation systems of different countnes may have impact over the margins 
and product pricing The differences in VAT, sales taxes and even profit taxes impose 
variations whde comparing margins and prices of different countries 

Refemng to the above examples and other possible concerns, comparing numbers w~thout 
accounting for these kinds of factors can cause distortions in malung conclusions Therefore 
the comparison presented in this paper in Figures 39-42 are offered for infonnatlon, but 
should not be cited as absolute comparisons These are raw figures which have not been 
equalized to account for many differences in marketing practices and the policy mechanisms 
utilized in the countnes represented m these figures Thus the ratio between the prices of milk 
products and the price of raw milk may not fully reflect the efficiency or competitive posit~on 
of certain countnes 



Ftgure 39 
T l ~ c  rat111 IIL~\LCII 1111 rc t  111 pr lce of m ~ l k  a n d  price o f  raw milk 

- -  - 

A USA 

---.. -- IZav m ~ l k  prlce, LTL / kg - -- - 

Note The ratios ol t c ~ a ~ l  prlce ot m i l l  111d 111~ prlce o f  raw milk in other countries were provtded by P~eno centras as for 
mllk wlth 2% fat I ~ ~ I i u m ~ a n  mean \I 1, L 11cul 11ed for all sales o f  m ~ l k  In L~thuanian market 

F~gure 40 
T l ~ c  ra t lo  bet \ rec i~  t l ~ c  rc1 111 (wholesale) pr lce of butter and  prlce o f  raw milk 

a USA 

-A- Rclad pr~celprtce o f  raw mdk 



F~gure 4 1 
The  r ~ t l o  betwcer~ t l ~ c  1 1 1  111 (wl~olrsale) price of m ~ l k  powder and price of raw  milk 
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Flgure 42 
The ratlo between t hc  I C I  111 (wholesale) prlce o f  cheese and prlce o f  raw m ~ l k  
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4 Wl io lesa le  p r l ce lp l  ICL ( 1 1  l a i r  m ~ l k  -A- Re ta i l  pncetpr~ce o f  raw milk 
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@ 
In the entcrprw support funcr~ons Ldnd 

0 Lakes ldent~fl~d four project component\ 
through whlch to wget  t ~ c h n ~ c  11 Lssl\tnncc 
Thcsc wcre 

@ prlv?tc furncr lncornc cnh incement 
ea dauy processor dcvclopm~nt 
@ ~ S ~ O C I  ~tlon d~vcli~prntnt ulcl 
@ f lrm bcndrove rtstructurrng 

Land 0 I 1 1 ~ s  focu\cd two of tlic most 
northern dlstrl~ts In Ltthuan~ I Pmcvezy~ 
lnd Telsld~ In order to ~oncrn t r  ~ t e  1t5 effort 
lnd due to t h ~  largc volumc of rn~lk pro 
ccsscd In thex  rcglr)ns Sornc of the cntLr 
prlsc r d  ~ t ~ d  results a c h ~ e ~ e d  ~ncludc Irn 
provcrncnts In ran m~lL qud~ty  1lettt.r dmy 
produ~t  formul rtlon ( L ~ L C ~ L  ps5t~ur11cd 
1n1lh and other product\) lrnprovcd pllnl 
n 1 s t ~  m ~nagcrnent dcvcloprncnt of soph~\ 
t ~ c  l t ~ d  rn uhttmg strdtcglc\ a i d  lrnplovc 
mcnt5 In p lsturc rndnagernent 

In I IlC 1996 t h ~  pr0JLC.t W i\ cup~nc l~d  by 
the ~ d d ~ t ~ o n  of 4 poky cornponcnt w~th  thc 
prlm ~ r y  crnph'lw pl ~ ~ c d  on t h ~  prrLc 1nt1 rn 
LOIIIL support ~ ~ f o r n i  intl cunnornlc niod~l 
Ing h. ippro lch 11t1l17cd h is Inccn to hrmg 
v Irtou5 prlv I ~ L  I I I ~  ~ L I I ~ I I L  \cLtor Int~rL\ts lo 
g c t h ~ r  to develop ~ I L  I ~ L I  L O I I ~ L I I ~ U S  on \p 
pro I C I I L ~  to Iniprovc govLrllmcnt I L \ P O ~ ~ L  to 
thc Cl~tf~cult I\'IIIL\ lfle~tuig the dalw \ L L ~ O I  

r h c  lonv I ~ r n i  Intentlo11 1s lo  1s51\t 
I ~ thu  In1 Ins ~ I C V I \ L  soIu11011s th 11 WII I  ~e'iult In 

r d ~ o n  11 rc~truetur~ngof thc dalp sector The 
two predomtnant ~ssucs iddrcsscd x e  t h ~  
prlce and lncomc support mcchan~srns used to 
support the darry xctor  and the lnspcctlon 
~ n d  cnforccmcnt of qual~ty requlrerncnts 

In thc prlcc nnd Income support wca the 
project s%rnbled 7 policy working gmup 
which ~dcnt~flcd goals and ohjcctives for thc 
d nry xctor  nnd proposed altcrnatnc pollcy 
progrwm wh~cli wcre thcn analy~ed In thc 
Lconomlc model thdt was dcvclopcd 

T h ~ s  group 1s cornpr~scd of inciiibcrs w~th 
d~sp'uatc m d  oftcn compctmg Interests and 
onc ~ccornpl~~hmcnt ha5 been the estdblrsh 
rncnt of ,I cohevvc rcl ~tlonslilp lrnong tlic 
rncmbcrs of thc working group This 19 rcap 
mg s ~ g n ~ f ~ c  int b ~ n e f ~ t \  1s producers snd pro 
L L S ~ O I S  r1rL cng lgmg each other In d~aloguc 
In I more open ~ n d  construct~v~ f ish~on 

TIM wa\ ieh~cvcd tn part through I very 
succc\\ful 'CIS tr unmg scwon In Novcmber 
Thc ten mcrnbm o l  thc working group par- 
tmp rtcd In lntcnslvc dlscuss~ons 11nout the 
rncchdnlsms used In US d ury pohcy ~ n d  also 
LY imlncd the modcl~ng t~clinrqucs u\cd to 
cv llu,ltc Intern ~ t ~ o n a l  US ind L ~ t h u m  in 
d ury progi'ims Dur~ng the progr ltn t h ~  
g~ oup met w ~ l h  pol~cy~n 1 1 ~ ~ 1 s  cconotnlsts 
rc gul ltor\ t 11 mLrc ~ndust~y r c p r ~ \ ~ n t ~ ~ t ~ v e s  
und lxogr 1111 ~dm~n~s t r~ l to rs  

W ~ t h  the h n o w l ~ d p ~  guln~tl clurmg t h ~ s  
tr unmb sewon lncl through much tlmL ~ n d  
c f f o ~ l  t h ~  group conti~huled 115 lutlgnicnt 
l n ~ l  L X P L ~ ~ I \ L  to the c l ~ v ~ l o p r n ~ n t  oL l h ~  
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m o d ~ l l ~  Ittons s o  
thdt the model Im 
probed the ~ L C U ~ C I ~ ~  

of t h ~  result\ ~t prt  
~ I L I S  In l ~ l d ~ t ~ o n  
 he group convd  
c r i d  ~ l l c r n a t ~ v c  
pol~cy progr 11115 for 
t ~ r l l u a l ~ o n  In the 
nlodtl I h ~ \ e  ~ l t e r  
ndtlvcs were prL 
s c n t t d  in I ci ilry 
policy scmlri ir and 
In a b r ~ c f ~ n g  of 
members  ol t h i  
Se~mds held In Aprd 
1908 

1 h~ L C O I I U ~ I C  

modd  and r~sultlng 
m rtcrld dtvclopcd 
111 thrs prol~ct  dem 
on \ t r  i t c ~  the cx 
p ~ c t t d  results 
r ~ h l t \ e d  by d p p l ~  

d a ~ r y  x i t o r  Thls  tool can bc u s i d  by 
Llthuanlan andlyst\ In thc coming yc'm 1s 
polrcymdh~rs chart d coursc for thc future Ir 
1s ~ x p ~ ~ t c d  that t h t  mcch msrn wdl he v ~ l u  
ablc In bas~ng  f u t u r ~  pollc) dcclswns on 
sound Lconomlc andlys~s 

The results ol Ldnd 0 L ~ k ~ s  actlvlt~es 
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d ~ \ c l o p n i ~ n t  dnd pohcq rtform lcvels Thc 
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fully ~ v ~ d c n t  For somc years 14 the s u d s  
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\on1 I t  IS  elcar th 11 t h t  I and 0 Ldhcs 
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htlptd l h ~  L~thu lnld d llry scLtor m d k ~  s ~ g  
mfic int id\anccrncnts ton ~ r d  bccommg 'in 
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