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PROJECTED CHANGES IN POLISH DAIRY COOPERATIVES MANAGEMENT
AFTER THE REMOVAL OF THE MILK QUOTA SYSTEM IN THE EUROPEAN UNION!

Stability of the EU milk market after elimination of milk quotas and production regulation is discussed. Repealing milk
quotas without effective mechanisms for stabilizing the EU milk market will be unfavourable for European milk producers.
It is likely that the dairy cooperatives in Poland, and other European Union countries, will need to improve management in
such ways as to enrich competitive product range for domestic and foreign markets, outside the European Union as well.
Competition necessitates production of dairy products with higher added value, better quality management and better pro-
cessing. As a result, dairy co-operatives will be able to increase economic efficiency, therefore increasing net profits of the
cooperatives i.e. milk producing farmers, in partnership with the cooperatives will be able to participate in the dividends as
compensation for losses caused by lower raw milk wholesale prices. At the level of the European Union or Member States,
the removal of the quota system may be partially offset by subsidies for milk producers arising from intensification of eco-
nomic policies in areas such as environment or social assistance, as well as research and innovation.
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IMpodecop Cnasomip FOmuxk,
Joxtop MipociaBa Ma:kena HoBak,
Vuisepcumem SAna Koxanosecvroeo y Kenvye, ¢hinian y llvomprosi Tpubynanbcokomy

IIVIAHYBAHHS 3MIH B YIIPABJITHHI IIOJIBCBbKUMHU MOJIOYHUMH KOOIIEPATUBAMMU
HICJIA BIAMIHA CUCTEMU KBOT HA MOJIOKOITPOAYKTH Y €BPOCOIO3I

Ob2osoproemucs cmabinbricmsb Ha monounomy punky €C nicis yCyHenHsa MOTOUYHUX KEON Md GUPOOHUH020 Pe2yTIO8AaHHS.
Anymosanns MOLOUHUX KEOM 06e3 3anpo6aoiCcen s epeKmusHux mexanizvie cmaoinizayii monounozo punxy €C 6yoe necnpu-
AMAUGUM OISl €6PONENCLKUX 8UPOOHUKIE Monokd. FmosipHo, wo monounum koonepamusam y ITonviyi ma inwux kpainax €e-
poneiticvkoeo Coro3y 6yde HeoOXIOHO NOKpaAWUmMuy YnpasiinHa y maxkutl cnocio, wo nioeuuumu KOHKYPEeHmMoCHPOMONCHICIb
NpOOYKYIi 015t BHYMPIUHBLO20 | 306HIUHBO2O PUHKY, Y MOMY 4ucii i noza mexcamu €sponeticvkoeo Corozy. Konkypenyisa suma-
2ae UPOOHUYMBA MOIOKONPOOYKIMNIG 3 U010 O0OAHOTO 8APMICIMIO, NOKPAWEHHAM YUPAGTIHHA AKICIMIO MA UPOOHUYUM NPO-
yecom. Ak pe3ynvmam, MOnOUHI KOONEPAMUBU MAMUMYNb MONCTUBICINb NOKPAWUMU eKOHOMIUHY eqheKmUGHICMb, Ni0GuLyY-
104U Yucmuil npUOYmoK KOOnepamuegis, moomo ghepmepu-eupoOHUKU MOIOKA 8 NAPMHEPCMEI 3 KOONepaAmueamu Mamumyns
3moey bpamu yuacme y po3nooini OugioeHoi8, maxKux sik KOMNEHCayis 30UmKie, CHPUYUHEHUX HUNCUUMU ONMOBUMU YIHAMU HA
Mmonoko. Ha pieni kpain-unenie €gponeticokoeo Coro3y 6i0MiHa cucmemu KONMYBAHHs MOJce OYMU YACMKOBO KOMNEHCOBAHA
wsaxom cyocuoill 015t BUPOOHUKIE MONOKA, AKI GUNIUBAIOMb 3 THMEHCUDIKAYIT eKOHOMIUHOI NONIMUKU Y Makux cgepax, sK
OXOPOHA HABKOTUUIHBO20 CEPeO0BUYA YU COYIANLHA OONOMO2d, A MAKOIC OOCTIONCEHHSA MA THHOBAY].

Kniouosi cnoea: ynpasninus eumpamamu ma AKiCmio, MOAOYHI KOOREPAMUsU, 6iOMiHa KGOM HA MOTOKONPOOYKMU.

Mpodeccop Cnagomup FOmuk,

Joktop MupocaaBa Ma:xena HoBak,
Vuusepcumem Ana Koxanosckoeo ¢ Keavye, unuan ¢ Illemprose Tpubynansckom

IJIAHUPOBAHUE U3SMEHEHUI B YIIPABJIEHUH OJIbCKUMHA MOJIOYHBIMH
KOOIIEPATUBAMM IIOCJIE OTMEHBI CUCTEMbI KBOT
HA MOJIOKOITPOAYKTbI B EBPOCOIO3E

Obcyscoaemes cmabunvrocms na monounom peinke EC nocne yempanenus MOIOYHbIX KOM U NPOU3BOOCMBEHHOZ0 pe-
2ynuposanust. AHHYIUPOBAHIUE MOIOYHBIX K8OM 0e3 6HeOPEeHUsL AP PEKMUBHBIX MEXAHUIMOE CIAOUIUZAYUU MOLOYHO20 DblH-
ka EC 6yoem nebrazonpusimuoiym 015l e8PONENCKUX npousgooumeneti MoioKkd. BeposmHo, umo MOLOUHbIM KOONEpamueam
6 Ilonvuwe u opyeux cmpanax Eeponetickoco Corsa Oyoem HeoOXo0umMo yiyuiuums ynpasieHue maxkum oopasom, 4umoowl
NOBbICUMb KOHKYPEHMOCNOCODHOCMb NPOOYKYUU 0I5l 6HYMPEHHE20 U 6HEUWIHEe20 PbIHKA, 8 MOM yucie u 3a npederamu Ee-
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ponetickoeo Coiosa. Konkypenyus mpebyem npouzeo0cmea MOIOUHbIX NPOOYKINOE ¢ bojiee 6blCOKOU 00OAGLEHHOU CMOUMO-
Cmbio, YIyuueHuemM YRpasienus KaueCmeom i npou3eo0cmeeHHvim npoyeccom. Kaxk pesynomam, monounvie koonepamugvl
O6YOym umemsv 803MOICHOCb VIVUULUMb IKOHOMUUECKVIO IPDEKMUBHOCHIb, NOBIUAS YUCTTYIO NPUOBLIL KOONEPAMUBOE,
Mo ecnmbv ghepmepbl-npou3go0Umenu MoioKd 8 NapmHepcmee ¢ KOONEpamusamu 6yOoym umems G03MONCHOCHb YUACMEO8ANb
6 pacnpedenenuu OUSUOEHO08, MAKUX KAK KOMNEHCAYUs YOLINKOS, BbI36ANHbIX HUSKUMU ONMOSbIMU Yenamu na moioko. Ha
yposre cmpan-uiernos Esponeiickoco Coroza ommena cucmemvt KEOMUPOBAHUsL MOJICEM ObIMb YACTNIUYHO KOMAEHCUPOBAHA
nymem cyocuouti 0si npouzsooumenell MoioKd, KOmopwle 8blMeKaronm U3 UHMeHCUPUKAYUU IKOHOMULECKOU NOTUMUKU 8
MAKUX chepax, KaKk oXpana OKpyscarowets cpedbl Ui COYUAIbHAS NOMOUb, A MAKICE UCCLEO08AHUSL U UHHOBAYULL.
Knrouesvie cnosa: ynpasnenue 3ampamamus u Ka4ecmeom, MOLOYHbLE KOONEPAMUBHL, OMMEHA KON HA MOIOKORPOOYKNIbL.

Introduction

Having in mind the present market conditions of the European Union’s member states and the anticipated
direction of change, it is inadvisable to avoid difficult questions. Indeed, they should be raised — can we declare
the European Union’s food safety is presently a moot point? Are we sure that the future will never serve us food
shortages? Can we, and do we have the right to ignore fundamental human needs simply because the present
Common Agricultural Policy (CAP) is very effective? These questions seem to be rhetorical, yet the axiom is
the assertion that nothing is forever. Not that long ago, hunger was evident in post-war Europe and was the mo-
tivation for the Common Agricultural Policy, the main pillar of the Treaty of Rome and the European Common
Market. Worthwhile remembering is that prudence demands not forgetting history, which can repeat itself.

Producing your own food is a great asset, whereas having the possibility of purchase is a great illusion of
independence and a grave financial unknown. That which is relatively inexpensive today, does not have to be in
the future, especially when global production and demand structures shift.

It should be remembered that the Common Agricultural Policy — its vision and mission — built the European
Common Market and presently drives the European Union. Weakening that agricultural policy may mean weak-
ening the EU in its entirety; therefore, the Common Agricultural Policy should be improved, not liquidated.

Changes to the attributes of the common policy are, however, necessary since improvement requires adjust-
ment. Pursuing better solutions is the responsibility of humans and that is why changes have to be introduced
— well prepared changes which meld low risk and high success probability.

It bears emphasis that success, or good solution, in the market reality is a relative concept for the farmer, milk
producer or consumer. The key issue for the milk producer (and for every producer) is maximum profit. This
means that producers and their representatives will endorse:

* maintaining quotas for as long as possible because this instrument limits over production, and as such par-
tially stabilizes wholesale prices,

 maintaining highest wholesale prices,

 maintaining highest various subsidies,

» maintaining the most advantageous production intensification to the limits of acceptable profit margin,

* maintaining the most advantageous production scale based on subsidy limits (higher sums are better than
lower),

* lowering unit production costs (which is the most challenging).

With this in mind, it is worthwhile stressing that there are approximately one million milk producers and
about five thousand dairies in the European Union, generally co-operative. Taking into account involved fam-
ily members, production and milk processing, directly and indirectly affected are about 5 to 6 million people.
Theoretically speaking, milk consumption and its processing pertains to all inhabitants of the EU i.e. approxi-
mately 499.7 million people for whom priorities differ from those of the producers. Worthwhile is noting that the
consumer economic spectrum in the EU is wide, especially after expanded membership integration; 40 million
consumers live at poverty levels and another 40 million live at near poverty levels. Dependent on wealth levels,
consumers can expect of the dairy industry:

* new, better quality milk products with high added value at reasonable price hike,

* better quality of existing brands with no price hike,

* products with no quality change at lower prices, and

* substitution of current products at substantially lower prices.

The key factors for consumers are quality and price; whereas, for the producer, maximum profit which, in
effect means maximum direct revenue surplus from milk production.

The decision of repealing milk quotas from the EU’s Common Agricultural Policy in 2015 has been for all
practical purposes decided; however, this decision should have been preceded — and it was not — with developed
alternative mechanisms, which, on the one hand, would be in accordance with WTO principles, and on the other,
effectively stabilize production, wholesale prices and farmer incomes. It bears attention that the milk market is
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not only sensitive, but also atypical. In the event of removing milk quotas, wholesale price reductions may cause
higher production for some period — not lower — as a means of compensation by producers for lower prices. This,
in turn, could cause social and political perturbations greater than anticipated. Thus the consideration of stabiliz-
ing mechanisms is advisory in order to reduce negative impact when milk quotas are rescinded.

Potential stabilizing mechanisms reducing impacts from milk quota repeal.

It is likely that the dairy cooperatives in Poland and other European Union countries will need to improve
management to enrich the production of product ranges and be competitive in the domestic and foreign markets,
outside the European Union as well. Necessity is the production of dairy products with higher added value, better
quality management and better processing. As a result, the dairy co-operatives will be able to increase economic
efficiency. This will increase the net profit of the cooperatives and milk producing farmers, who co-own the
cooperative, will be able to participate in the dividends to compensate for losses due to lower wholesale prices
for raw milk.

‘Key success factors’ (KSF) influence producers’ lifestyle and production profitability [1]. Contrary to popu-
lar belief, there aren’t many; in fact, just a few. They can have various attributes — economic, organizational,
technological, legal, administrative and, in exceptional instances, political.

Regarding milk production in the Common Agricultural Policy, one can consider factors which especially
concern themselves with economics, organization, law and administration [2]. Separating these considerations
is difficult since they influence each other i.e. they are interfaced.

Having in mind a holistic and dialectical approach to global market development, one can accept without
greater risk the notion that indirect mechanisms are more effective in the long run than rigid direct mechanisms
such as subsidies, minimum prices, proscriptions or prescriptions [3]. Indirect mechanisms — currency volume,
currency price, tax and credit preferences, for example — have the disadvantage that they don’t give immediate
results and one has to wait longer for, relatively speaking, lasting, understood and majority accepted effects.

With the perspective of the EU milk production quotas repeal, parallel and specific evaluation of the following
methods (by no means comprehensive) would seem to be in order to reduce the impact of having no quota system.

Tying milk production with EU environmental protection policy.

Rational milk production with regard to scale and volume has strategic weight for environmental protection;
cattle on pastures or large corrals also affect countryside landscapes. Therefore, taking advantage of EU envi-
ronmental funds, in the form of subsidies for farms respecting environmental requirements, may be an effective
method for rational rural development maintaining natural values cherished by the whole society i.e. equally for
affluent and indigent countries, urban and rural residents, as well. These regulations can be understood and ac-
cepted. Furthermore, the key of this approach may be protecting landscapes, as well as environmental protection,
from irrational intensity and scale of agricultural production [4].

For example, a condition for a farm to receive appropriately scaled subsidies from the EU environmental
funds may be:

* not surpassing maximum milk sales of e.g. 8 tons/hectare annually calculated by each physical agricultural
hectare of the farm,

* not surpassing general milk sales by a farm in the volume of e.g. 1 million kg annually,

* maintaining appropriate manure tanks and pads,

* possession and utilization of pastures,

* possession and utilization of large corrals specifying minimum area for one bull or one cow,

« fulfilling requirements of animal welfare e.g. proportional to annual average number of cows on the farm,

» milk production in agriculturally less favored areas (LFA) proportionally to production scale or annual
average of milking cows on the farm.

Linking milk production with EU social and aid policies.

Tying profitability of milk production to EU institutions responsible for social and aid policies may be an
important stabilizing element.

This could be tied into already existing and utilized programs such as subsidies for milk consumption in
schools, consumption of butter in mass catering, or use of butter in ice cream production.

Regardless of the above examples, it may be advisable to institutionalize activities which will be probably
introduced in EU aid programs directed to EU citizens living in poverty or near-poverty conditions; this pertains
to approximately 80 million people who need support. These kinds of endeavors would significantly strengthen
the Union’s authority and at the same time, could be the rationale for Union contracts within these policies for
powered milk and butter. This in turn would be an important stabilizing factor for milk production profitability.

Another significant consideration may be the value of maintaining reserves of powdered skim milk, butter
and hard cheeses for external EU aid needs. Appropriate reserves earmarked for foreign aid should be maintained
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and administrated under the EU’s humanitarian aid policies. Here again, as mentioned above, the authority of the
EU would be reinforced (but on the international scale) and would be the rationale for additional powdered milk,
butter and hard cheese contracts, further stabilizing the profitability of milk production.

Linking milk production to European Union common policies for innovation.

From the perspective of Keynesian theory, economic development results from several dynamics, among
them rising demand and active participation of the state, especially in the area of infrastructure investment.
Desiring production growth and guaranteed wholesale milk prices for producers, the market should be earlier
surveyed for potential growth in demand for new generation processed milk products with the highest added
values. This may be resultant of the EU’s innovation policies; a system of incentives for scientific research which
would develop new technologies and products causing growth in demand for an attractive range of milk products
at relatively high prices.

Such initiatives, in the long run, may bring surprisingly good results for milk producers as well; however, this
research demands consistent and suitable funding [5]. With the duration, expense and relevance of the concept
in mind, it is necessary that the EU engage itself institutionally in said proposal.

Linking milk production with the European Union’s common energy policy.

Agriculture can and should produce more for energy. This creates new opportunities for farms, especially
those less profitable. Besides great natural gas projects — as well as crude oil, nuclear energy, wind and water
generation — one should not, cannot minimalize energy sources derived from farms.

European Union energy policy can, in the future, financially support production of:

* energy crop growth,

* ethanol,

* bio-diesel,

* biogas from farms engaged in beef, pork or milk production.

Funding could be directed to end or commodity production. Transferring this issue to the EU’s common
energy policy may, in the future, be seen as justified.

Establishing minimum wholesale milk prices administratively through the European Commission.

This proposal would have to reconcile, on the one hand, the variable need of the market, and on the other, the
stabilizing role. Therefore, it would be prudent to consider minimum wholesale prices in the European Union at
a level of e.g. 90% of the average wholesale price for the past 3 years in the EU.

The above proposal would gradually cause adjusting production volume to the need of the market with a
moderate mechanism for stabilizing wholesale prices in the EU.

Direct administrative subsidies for milk production.

In the case where quotas were repealed, production increased and wholesale prices fell, prudence may indi-
cate partial compensation of production costs through a system of direct subsidies for milk production through-
out the EU where 50% of the recommended subsidy came from the Commission’s budget and at least 50% of
said subsidy came from member-state budgets.

This mechanism could function temporarily through the nearest financial period. The rate of funding for milk
production should be negotiated and be established as e.g. 10 eurocents for 1 kilogram of milk sold by the dairy
farmer, where 5 eurocents came from the EU budget and at least 5 eurocents came from that member-state’s
budget. A condition for EU budget payment should be initial member-state payment.

Futures contracting insuring minimum sales price for skimmed milk powder, bulk butter and selected
hard cheese earmarked for export.

The European Commission could, through a designated agency and/or agencies, participate in futures mar-
kets to insure minimum sales price of skimmed milk powder (SMP), bulk butter and selected hard cheese. These
commodities could originate from EU market intervention.

Such a mechanism would stabilize prices for SMP, bulk butter and hard cheese, and in turn, stabilize whole-
sale milk price.

However, it should be noticed that in the long-term, futures contracts can only stabilize prices, but they
cannot continually raise those prices. Therefore, in the case of repealed milk quotas, futures contracts will not
cause prices to rise to present levels in the long-term i.e. contract prices may be stable, but at lower than present
levels. The influence of futures contracts on prices can be stabilizing or destabilizing. Stabilizing effect can be at-
tained through careful analysis of milk prices and milk products and appropriate anticipatory intervention which
would reflect countercyclical — not procyclical — features. Variations in price changes vary in time state-by-state,
therefore the decisions for contracting should be undertaken in reference to each state’s reality by that state and
realized by the appropriate state agency.

The stabilization of prices at a lower level through futures contacts is not only a great value for producers, it
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also allows forecasting the market as well. In the event there were no futures contracts, lower wholesale prices
and their high variability would generally give a negative social and political effect.

Another issue to consider is the possibility to establish minimum wholesale prices to facilitate a given state’s
intervention with regard to exporting skimmed milk powder, butter and hard cheese. The minimum wholesale
price of milk should be determined at least one year earlier for any given year.

Summarizing these considerations, it remains to mention that the above propositions don’t have to be insti-
tuted all at once — they can be initiated individually, as package programs, or altogether. Furthermore, they in no
way exhaust other possibilities in this issue.

Conclusions

1. These considerations are fragmentary and do not comprehensively explore the issue. They may have
missed actual conditions, yet may be motivation for consideration regarding the EU milk market after repeal of
milk quotas and releasing said market.

2. Repealing milk quotas without effective mechanisms for stabilizing the EU milk market will be unfavor-
able for European producers. This impact may be partially ameliorated through suggested direct and indirect
activity tying milk production with other EU policy areas e.g.

— environmental protection,

— social assistance,

— innovation and research, and

— energy.

3. There are additional proposals:

— establishing minimal milk wholesale prices administratively by the European Commission,

— direct administrative subsidies for milk production,

— acting on the price of wholesale milk by earlier establishing minimum prices for hard cheese, skimmed
milk powder and butter,

— futures contracts insuring minimum sale prices for SMP, bulk butter and selected hard cheese earmarked for
export, or for internal and external EU aid. The effect of futures on prices may have stabilizing or destabilizing effect.
Gaining stabilizing effect may be attained through careful analysis of milk price and derivative products, and early
intervention in order to promote anti-cyclical, and not pro-cyclical dynamics. Delaying price change vary in different
countries, however decisions of price-freeze should be undertaken country-by-country through their state agencies.

4. The dairy cooperatives in Poland and other European Union countries will need to change management in
such a way as to enrich production and product range being more competitive in the domestic and foreign markets,
also outside the European Union. A necessity is the production of dairy products with higher added value, better
quality management and better processing. As a result of the dairy co-operatives will be able to increase economic
efficiency. This will increase the net profit of cooperatives and milk producing farmers, who co-own the coopera-
tives, will be able to participate in the dividends compensating losses due to lower wholesale prices for raw milk.
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