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Further Analysis of Foundation for the Future’s 
Market Stabilization and Margin Insurance Programs 

(from a common sense point of view) 
 

By Jason Morrissey  
Prepared in collaboration with Sherry Bunting 

as a resource for the Dairy Policy Action Coalition (DPAC) 
 

The following analysis has been prepared for the express purpose of calling attention to 
some cracks in “National Milk’s Foundation… for the Future”. The first part of this study 
of Foundation for the Future” (FFTF) will investigate the Market Stabilization Program 
along with a report done by the Food and Agricultural Policy Research Institute (FAPRI) 
at the University of Missouri. The second part takes a closer look at the Margin Insurance 
Program and how it would have affected our nation’s economy over the past ten years. 
By the end of this investigation, it will be evident that the Market Stabilization and 
Margin Insurance Programs have serious program flaws that will hamper future growth to 
the Dairy Industry and be a liability to the US economy in general.  
 
Dairy Market Stabilization Program 
 
The following are two of the four key principles, listed in FFTF that guided its 
development: 
 

Allow for production growth. The program is intended solely to intervene in the 
market to address temporary imbalances between supply and demand. The 
program will send clear economic signals to producers that there is an imbalance 
in the marketplace. (From page 35 of Foundation for the Future, August 2011 
release) 
 
Reduce margin volatility. The program’s ultimate objective is to restore balance 
between supply and demand in the marketplace for milk. By encouraging 
producers to lower their milk marketings at appropriate times, prices should rise, 
thus improving margins.  (From page 35 of Foundation for the Future, August 
2011 release) 

 
Consider these two principles along with the findings from FAPRI’s report on FFTF, 
named “The Economic Impact of the Dairy Market Stabilization Program on 2009 Dairy 
Markets”. The findings in FAPRI’s report are very positive for the Market Stabilization 
Program, but I do not wish to dwell on the report itself. However, I would like to focus 
on the Appendix Table 1. (Posted separately from the actual report on their website) as 
proof that the Market Stabilization Program neglected to hold up both of these principles 
when tested with real world data from 2009.  
 
The Appendix Table from FAPRI’s report is shown on the next page, to see the entire 
report and its findings, it can be found at: 
http://www.fapri.missouri.edu/outreach/publications/2011/FAPRI_MU_Report_04_11.pdf 
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When examining the data on this table, note that Baseline is the actual data from 2009, Scenario is if the market Stabilization Program had been in effect, and 
Change is net effect from the Baseline to the Scenario. 

 
FAPRI-MU Report #04-11 - Published by FAPRI–MU, 101 Park DeVille Drive, Suite E; Columbia, MO 65203 in March 2011. 
FAPRI–MU is part of the College of Agriculture, Food and Natural Resources (CAFNR). 
http://www.fapri.missouri.edu/outreach/publications/2011/FAPRI_MU_Report_04_11_Appendix.pdf 
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I am arguing that Market Stabilization will fail to Reduce margin volatility. The 
following charts are visual representation of the data from the appendix of FAPRI’s 
study. 
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The charts listed above display prices for different commodities with actual 2009 data 
and 2009 data with the Market Stabilization Program. You can see in each of the charts 
listed above that the pink line, representing 2009 data with the Market Stabilization 
program, actually has greater and more frequent swings than the blue line, representing 
actual 2009 data. Once again, this data was generated by FAPRI’s study and it shows that 
the Market Stabilization Program fails to Reduce margin volatility.  
 
 
I am also arguing that Market Stabilization will fail to Allow for production growth. The 
Appendix Table above shows a negative change when Market Stabilization was 
introduced to 2009’s data for Butter, American Cheese, and Nonfat Dry Milk Exports and 
the following charts make it clear to see this fact. 
 

  
 
In the above graph and the two following (displayed on the next page), the blue line 
represents the actual 2009 data, and the pink line represents 2009 data with the Market 
Stabilization Program. As a result of Market Stabilization in 2009 US exports of Butter, 
American Cheese, and Nonfat Dry Milk would have all declined based on data generated 
from FAPRI’s study and the Market Stabilization program fails to Allow for production 
growth. 
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To summarize the previous few pages, based on the Appendix Table from FAPRI’s 
report, the Market Stabilization Program would have created greater price volatility and 
reduced production growth, coming in the form of reduced exports. Now, I would like to 
examine the Market Stabilization Program as it applies to its statement on page 35 of 
FFTF where it states, “By encouraging producers to lower their milk marketings at 
appropriate times, prices should rise, thus improving margins.” The intention here, as 
stated, is to raise the price of milk, adjusting the quantity of milk produced only acts as 
the means to this end result. It needs to be noted that the Market Stabilization Program 
uses a margin trigger to determine when the program goes into effect. The following 
represents a market at equilibrium. 
 

 
 
When the margin drops below a certain point, the Market Stabilization Program will be 
enabled and will enforce a milk production ceiling; this effect is illustrated in the chart 
below. Since a drop in margin triggers the program, we could run into a situation where 
we impose a ceiling on the quantity of milk supplied regardless of how much milk the 
market demands. As I previously stated, the end game for the Market Stabilization 
Program is to get a higher price, so the program simultaneously creates a price floor 
while reducing quantity supplied. This price floor has various negative effects to our 
economy and export markets. The Market Stabilization Program will force a movement 
along the supply curve, ultimately setting a milk price, P2. In effect, the Market 
Stabilization Program will create a price floor on milk at P2. The impact of such a move 
will result in dead weight loss equal to the yellow area and a decrease in total surplus 
(consumer surplus plus producer surplus) to the US economy. This graph represents an 
inefficient market and a monopoly. The main problem with this model, among others, for 
the US dairy industry is that we are not a monopoly, there are foreign markets competing 
for our market share in our market as well as our export markets.  
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By “setting a price” higher than the equilibrium price, P*, we are creating an advantage 
for foreign markets to steal our market share, which they will attempt to do based on 
Game Theory Economics. 
 
 

 
 
The Stackelberg Model of Quantity Competition, from Game Theory Economics, gives a 
clear, strategic advantage to the “first mover” into a market. According to this model, 
being the “first mover” in a market allows you to set the quantity supplied to that market 
to maximize your own profits. The Market Stabilization Program would force the US to 
defer the “first mover” advantage to a foreign competitor and the US would lose that 
distinct “first mover” advantage from this model.  
 
We can also apply this model with respect to price. Since FFTF states the Market 
Stabilization Program’s design is to increase price, we can equate that to setting a price 
floor. In the Stackelberg Model for Sequential Price Competition, the “second mover” 
has a clear advantage since they know the “first mover” price and can set their price 
somewhere between their break-even cost of production and the “first mover” price. By 
the Market Stabilization Program setting a price, we are clearly the “first mover” in this 
model and the “second mover” has the dominant position over us in our market and 
export markets. 
 
Considering the results from the Appendix Table of FAPRI’s study, which showed that 
exports would have decreased in 2009 had the Market Stabilization Program been in 
place, and the advantages just described from Stackelberg’s Models for Price and 
Quantity Competition, all of the evidence shows that FFTF’s Market Stabilization would 
have been detrimental to the United States in domestic and foreign markets. Ironically, 
our commodity prices would have been more volatile under the Market Stabilization 
Program than they would have been without it.  

Market with Reduced Quantity Supplied 
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The conclusion from these two conditions has to be that the Market Stabilization Program 
will result in future peril for the US Dairy Industry. 
 
 
Dairy Margin Insurance Program 
 
Recently, there has been a great deal of discussion in regards to price support and price 
risk management to which FFTF has developed a Dairy Margin Insurance Program that 
they believe to be the answer to this issue. FFTF keeps talking about how much this 
program would have paid to individual producers in 2009, but no one seems concerned 
with where all of this money would have come from. In the next few pages, I look at how 
much money FFTF’s Margin Insurance Program would have cost US taxpayers and I 
compare those costs to the costs of another Margin Insurance Program, Livestock Gross 
Margin- Dairy (LGM).  
 
Before we get into a comparison, it is crucial to point out some details that will help 
explain how payments will be handled under each program.  
 
LGM is a program administered by the Risk Management Agency and handled by 
private insurance companies. The Risk Management Agency and private insurance 
companies sign a Standard Reinsurance Agreement (SRA) each year, which sets the 
guidelines and rules for various programs. Under the SRA, the private insurance 
companies are responsible for the first 35% of all losses associated with the LGM 
Program. This may seem like the companies are getting the better end of the deal with the 
government but in fact the first 35% of all losses covers a vast majority of the possible 
losses over the past ten years. 
 
FFTF’s Dairy Margin Insurance Program would force the federal government to 
assume all of the risk and liabilities under this program. Going back over the past ten 
years would have resulted in drastic losses to the federal government under this program 
that far surpass any losses they would have been responsible for under the LGM program. 
An alternate version of this program is being discussed that would cap how much milk 
any given farmer could enroll at 4.1 million pounds per farmer per year. As you will see 
from the following graphs, with or without the production cap, over the past ten years 
FFTF’s Margin Insurance Program would have cost the federal government large 
amounts of money while occurring at very inopportune times (i.e. during 2009’s 
recession).  
 
 The following charts compare losses to the federal government under the LGM Program 
and FFTF’s Margin Insurance Program (with and without the 4.1 million pound per 
farmer per year cap). 
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Table condensed based on 2010 herd data from National Agricultural Statistics Service (NASS). 
http://usda.mannlib.cornell.edu/usda/current/FarmLandIn/FarmLandIn-02-11-2011_revision.txt 

 
     Total Milk Prod. Insurable 

Herd Sizes Farms 
% of Total 

Farms 
% of National 

Prod. 
Total Milk 

Production Basic Cov. 75% Sup. Cov. 90% 

1 to 199 
 

55,100  88.16% 26.30% 
           

49,970,000,000  37,477,500,000  44,973,000,000 

200 to 2000+ 
   

7,400  11.84% 73.70% 
         

140,030,000,000  
                 

105,022,500,000  
                 

126,027,000,000  

Total 
 

62,500  100.00% 100.00% 
         

190,000,000,000  
                 

142,500,000,000  
                 

171,000,000,000  
 
 

 
 
Over the past 10 years, the average loss to the Federal Government under FFTF’s Margin Program (Basic Coverage plus $4 
Supplemental Coverage) would have been roughly 590 million dollars. In 2009, the loss to the Federal Government would have been 
roughly 5 billion dollars. Compare that to an average of 44.7 million dollars under the LGM-Dairy program and a 2009 total loss of 
roughly 447 million dollars to the Federal Government. This is represented visually on the next page. 
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Table condensed based on 2010 herd data from National Agricultural Statistics Service (NASS). 
http://usda.mannlib.cornell.edu/usda/current/FarmLandIn/FarmLandIn-02-11-2011_revision.txt 

 

Herd Sizes Farms 
% of Total 

Farms 
% of National 

Prod. 
Total Milk 

Production 
Total Milk Prod. 

Insurable Percent Milk Insured 

1 to 199  55,100  88.16% 26.30% 
           

49,970,000,000  
                  

49,970,000,000  100.00% 

200 to 2000+    7,400  11.84% 73.70% 
         

140,030,000,000  
                  

30,340,000,000  21.67% 

Total  62,500  100.00% 100.00% 
         

190,000,000,000  
                  

80,310,000,000  42.27% 
 
 

 
Over the past 10 years, the average loss to the Federal Government under FFTF’s Margin Program (Basic Coverage plus $4 
Supplemental Coverage), with 4.1 million pound limit per farm per year, would have been roughly 290 million dollars. In 2009, the 
loss to the Federal Government would have been roughly 2.5 billion dollars. Compare that to an average of 21 million dollars under 
the LGM-Dairy program and a 2009 total loss of roughly 210 million dollars to the Federal Government. This is represented visually 
on the next page.
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Page 12 of this document presents actual 2010 herd data from National Agriculture 
Statistics Service (NASS) along with loss comparisons under LGM and FFTF’s Margin 
Insurance Program. The pertinent information from the condensed table is that there are 
62,500 farms producing 190 billion pounds of milk. Under FFTF, a dairy producer would 
be able to insure up to 75% of their production under Basic coverage and up to 90% of 
their production under the Supplemental coverage. In terms of national milk production 
that equates to 142.5 billion pounds of milk enrolled under Basic coverage and 171 
billion pounds of milk enrolled under Supplemental coverage. To make a straight 
comparison between both programs, I am using 171 billion pounds of milk to 
demonstrate LGM losses as well as the Supplemental coverage losses under FFTF. 
 
The loss comparison, following the condensed table, takes the historical price data from 
2002 to 2011 and lists total losses incurred by the federal government for each year and 
for each coverage. As you can see from the table, in 2009, the federal government would 
have been responsible for approximately 447 million dollars under the LGM Program. 
Under FFTF’s Program, the federal government at $4 Supplemental coverage would have 
been responsible for over 5 billion dollars ($1.2 billion for Basic coverage and $3.8 
billion for Supplemental coverage). On average from 2002 to 2011, LGM would have 
cost approximately 45 million dollars per year and FFTF’s program would have cost 
approximately 590 million dollars per year to the federal government. Page 13 
demonstrates a snapshot of what the losses incurred would be for 2003, 2006, and 2009. 
 
Page 14 of this document shows similar data to what page 12 shows, except now we are 
examining FFTF’s Margin Insurance Program with a 4.1 million pound cap per producer 
per year. As you can see, farms with herd sizes from 1 to 199 cows are able to fully 
insure their milk production under this program. Farms with herd sizes of 200+ cows are 
only able to insure 21.67%, for a total national milk production insurable under this 
program being 80.31 million pounds of milk. That equates to roughly 42% of all US milk 
production. Once again under FFTF’s Program a producer can insure 75% under Basic 
coverage and 90% under Supplemental coverage. Using the same amount of milk 
production under LGM as FFTF’s Program (with cap), we can see that the total losses to 
the federal government are still very heavy even with the milk production cap. The 
federal government loss under LGM would be approximately 21 million dollars per year 
over the past ten years and roughly 290 million dollars per year under FFTF’s Program 
(with cap). Page 15 demonstrates a snapshot of what the losses incurred would be for 
2003, 2006, and 2009. 
 
Aside from the possibility of federal government paying out billions of dollars in losses 
to dairy producers, there are a myriad of other issues FFTF’s Margin Insurance Program 
presents, including but not limited to lack of flexibility for different feed rations, no 
allowance for growing operations, every dairy producer insuring against a National 
Margin that might be quite different from their own actual margin…  
 
As you can see from all of the previous data, over the past 10 years, had FFTF’s Margin 
Insurance program been in place, the federal government would have had to pay out 
billions of dollars in claim payments.  
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Combining the possibility of a 5 billion dollar federal government payout to dairy 
producers under the Margin Insurance Program during the 2009 recession along with 
decreased exports under the Market Stabilization Program screams the question, who’s 
Future is this Foundation for? 
 
 
About the Author 
 
Jason Morrissey is a graduate of Virginia Tech with a B.S. in mathematics and a focus on 
economics. He works daily with farmers and has developed sophisticated spreadsheets 
that assist farmers in determining how to utilize currently available tools for managing 
their market risk in an increasingly complex global marketplace for agriculture 
commodities.  
 
Jason can be reached at: Jason@insuringyourfuture.com  
 
About DPAC 
 
The Dairy Policy Action Coalition is a coalition of grassroots dairy producers actively 
participating, with a unified voice, on policies and issues affecting milk pricing. The 2011 
DPAC board is made up of active dairy producers—operating dairy farms ranging in size 
from 30 cows to 2000 cows—from Pennsylvania, Ohio, New York, North Carolina, 
Tennessee, Indiana, and Wisconsin, along with ad hoc producer members serving on 
action groups from additional regions covering more than 12 additional states. DPAC is 
funded by donations instead of dues. In 2010, DPAC received financial support from 
dairy farmers and dairy farm organizations in 20 states and from local businesses that 
serve dairy farms in eight states.  

Visit http://www.dpac.net/ or email the correspondence secretary, Sherry Bunting, at  
agrite@ptd.net to learn more. 

 

 


