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Consumer Welfare Effects of Dairy Cost Structure and Economies
of Scale in Iran

Abstract

Dairy industry is one of the most important parts of the food industry which by linking dairy farms
and consumers, contributing to reducing the risk of milk production and is very effective in improving
food security. This has brought special attention to this section. One of the most important policies in this
area is the pricing of dairy products which is based on the average cost. In this study by investigating the
cost structure and economies of scale in Iran’s dairy industry, the effect of pricing strategy in the base of
optimal scale average cost on the welfare of dairy consumer is also examined. For this purpose, the statistics
of 30 dairy factories during the period from 2004 to 2012 and the Translog multivariate cost function were
used. The results show that the production scale of dairy products including milk, yogurt and cheese isn’t at
an optimal and is approximated to 0.5. Also, the average cost of production at an optimal scale is 28 percent
lower than the average cost in this industry, and 28 percent reduction in the cost of these products could



increase the welfare of consumers of milk, yogurt and cheese by 39, 30 and 45 percent. Therefore, moving
the dairy industry towards optimal scale and changing the pricing strategy of the state, in addition to
improving the production efficiency in the industry, will help to increase dairy consumption and thereby

improve consumer welfare.
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