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Two views on U.S. dairy policy are, first, that it is an
instance of the "capture" theory of economic regulation —— that

it serves the interests of dairy producers at the expense af
consumers and taxpayers by raising dairy product prices —— and

second, that dairy policy is an instance of governmental action

to correct‘market failwre —— that dairy policy serves the joint
interests of producers, consumers, and taxpayers. This paper
disclUusses several analytical issues which have been important in

A

the debats betwsen these views.
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producer group, & cooparative, which may be bargaining on
own {(Cassels) or under the i a edéral

(Harris). In either case the producers do not

control, so thaf i+t theay are viewad

with free entry. A cartel with free entry has the
equilibrium as. monopalldtlc competition, characte

sence of monopoly rents in the usual sensea. However,

surplus is increased as long as some farner—o wned production

inputs are not perfectly elastic in supply. The reason is that
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price discrimination increases the farm orice received for any
given quantity marketed and thus has the same eff=ct as a right—

ward shift in total demand.
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Market 1 | Market 2.

Figure 1. A marketing order in market 1 reduces the average.price of
markets 1 and 2, and increases aggregate output.




