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REPORT TO THE PRESIDENT

U.S. Tariff Commission,
: : July 28, 1971.
To the President:

Pursuant to your request of March 12, 1971, the U.S. Tariff Com-
mission has completed an investigation under subsections (a) and (d)
of section 22 of the Agricultural Adjustment Act, as amended (7 u.s.c.
624), to determine whether certain cheeses and substitutes for cheese
described in your letter are being, or are practically certain to be,
imported into the United States under such conditions and in such
quantities as to render or tend to render ineffective, or materially
interfere with, the price-support programs of the U.S. Department of
Agriculture for milk or to reduce substantially the amount of‘prbducts
processed in the United States from domestic milk, and to determine
related questions as outlined in the letter.:

Specifically, you referred to the following articles in your
request:

1. Swiss'or Emmenthaler cheese with eye forma-
tion; Gruyere-process cheese; and cheese and substi-
tutes for cheese containing, or processed from, such
cheeses; all the foregoing, if having a purchase price
of 47 cents per pound or more. '

2. Cheese, and substitutes for cheese, provided
for in items 117.75 and 117.85, subpart C, part 4,
schedule 1 of the TSUS (except cheese not containing
cow's milk; cheese except cottage cheese, containing

' no butterfat or not over 0.5 percent by weight of
butterfat; and articles within the scope of other
import quotas provided for -in part 3 of the Appendix

to the TSUS); all the foregoing, if having a purchase
price of 47 cents per pound or more.



3. Cheese, and substitutes for cheese, con-
taining 0.5 percent or less by weight of butterfat,
provided for in items 117.75 and 117.85, subpart C,
part 4, schedule 1 of the TSUS (except .articles
within the scope of other import quotas provided for
in part 3 of the Appendix to the TSUS); all the fore-
going, if having a purchase price of 47 cents per
pound or more.

("Purchase price" as used in the above descrip-
tions refers to a price determined in accordance with
headnote 3(a)(iii) of part 3 of the Appendix to the
Tariff Schedules of the United States.)

You also requested that the Commission consider the effects of
imports of the above-described articles in various purchase price
categories of 47 cents or more per pound. You further requested that
the Commission determine, in the event quantitative restrictions
should be placed upon the importation of any such articles not now
subject to quantitative limitations under section 22 of the Agficul—
tural Adjustment Act, whether the contemplated action--

(a) should establish separate quotas for such
articles having a purchase price of 47 cents or more
per pound; or

(b) should combine the new restrictions with the
existing provisions of items 950.10B through 950.10E
of Part 3 of the Appendix to the Tariff Schedules of
the United States with an increase in the existing
quotas by the amounts of the quotas for any or all of
the articles having a purchase price of 47 cents or
more per pound; or

(c) should adjust upward the level of any or all
of the purchase prices specified in the existing
provisions of items 950.10B through 950.10E with an
increase in the existing quotas by the amounts of the
quotas for any or all of the articles having a pur-
chase price of 47 cents or more per pound.



In connection with (a) and (c), you requested that the Commission

determine whether the purchase prices should be derived from and fluc-
tuate with the support price for milk rather than remain fixed as in
the existing provisions.
You requested that the Commission report its findings and recom-
mendations on these matters to you at the earliest practicable date.
The information contained in this report was obtained from evi-
dence submitted at the public hearing, from briefs, from other Govern-

ment agencies, and from the Commission's files. 1/

Milk Equivalency Concept

Dairy products are derivatives from whole milk. In studying
imports of dairy products, and in particular the effects of imports
on programs of the Department of Agriculture, a method for relating
these products to whole milk (i.e., the concept of "milk equivalency")
was formulated. This concept, which is based upon the current solids
content of whole milk, assumes that the fat- and nonfat-solids portions
in whole milk are in the ratio of 1:2.3; i.e., for a given poundage
of whole milk, 3.7 percent thereof is butterfat and 8.6 percent is

nonfat solids. 2/

1/ Public notice of the imstitution of the Commission's sec, 22
investigation (No. 22-29) was issued on Mar. 18, 1971. The notice was
posted at the Commission's offices in Washington, D.C., and in New York
City, and was published in the Federal Register of Mar. 23, 1971,

(36 F.R. 5456) and in the Apr. 7, 1971, issue of the Customs Bulletin.
A public hearing was held Apr. 20-22, 1971; all interested parties
were afforded opportunity to produce evidence and to be heard.

2/ U.S. Department of Agriculture Statistical Bulletin No. 362,

June 1965.




The Department of Agriculture supports the price of milk through
the purchase of three products--butter (the milkﬁsolids content of
which is virtually all butterfat), Cheddar cheese (containing virtually
all of the butterfat and about half of the nonfat milk solids of the
whole milk from which it is produced), and nonfat dry milk (the milk-
solids content of which is virtually all nonfat milk solids). It
appears, therefore, that in examining the effects of imports of dairy
products on the price-support programs, consideration should be given
not only to the butterfat contained in the imported products, but also
to the nonfat milk solids. Nevertheless, the milk equiﬁalent of im-
ported products, regardless of their butterfat-nonfat milk-solids
ratio, has usually been computed only on the basis of their butterfat
content. It is noted that imports of butter, as well as of many of
the basic forms of nonfat milk solids (e.g., nonfat dry milk, dry
buttermilk, and dry whey), have been subject to section 22 quotas
since 1953.

As ‘already indicated, measuring the milk equivalency of imports
on a butterfat basis gives little weight to imports containing little
or no butterfat. However, with respect to the imports of cheeses here
under investigation, which contain virtually all of the butterfat and
about half of thé nonfat solids of the milk from which they are pro-
duced, measuring milk equivalency on a butterfat basis gives a failrly
realistic weight to imports of the product concerned. In this report,
as in previous Tariff Commission reports on dairy products, the milkr

equivalency concept on a butterfat basis is used in discussions



regarding total imports, production, total Government purchases, ex-

ports, and stocks of dairy products. In the portion of this report
that deals with individual cheeses and substitutes for cheese, such

articles are discussed primarily on a product-weight basis.

Developments Leading to the Investigation

As compared with the domestic production of whole milk, the whole-
milk equivalent of U.S. imports of dairy products has been small for
many years. Between 1953 1/ and 1965, anﬁual imports of dairy_prod;
ucts were equivalent to 0.4 to 0.7 percent of the U.S. output of milk.
Imports rose sharply during 1966 and continued to increase during
1967. 1In each of those years they were about three times as large as
in 1965; in 1967 the ratio of imports to total domestic milk produc-
tion was 2.4 percent, the highest level on record (table 1). On
June 30, 1967, the President imposed section 22 quotas on dairy prod-
ucts that had accounted for about 95 percent of the increase in
imports during 1966 and the first half of 1967. The import trade
then shifted largely to the articles that remained free of quotas.
Because additional quotas were imposed under section 22 in 1968 and
1969, imports of dairy products in those years were smaller than in
the 2 preceding years. In 1968 and 1969 such imports were equivalent

to 1.5 percent and 1.4 percent, respectively, of total U.S. production

1/ Quotas on certain dairy products under sec. 22 of the Agricul-
tural Adjustment Act, as amended, were first imposed in mid-1953
(Presidential Proclamation No. 3019). Such dairy products had previ-
ously been subject to comparable restrictions imposed by the Secre-
tary of Agriculture under the provisions of the Defense Production Act
of 1950. Prior to that some dairy products had been subject to quotas
under the Second War Powers Act, 19L2.



of milk., In 1970, when imports of dairy products were larger than
in 1968 or 1969, they were equivalent to 1.5 percent of U.S. pro-
duction of milk. Virtually all of the increase in imports from 1969
to 1970 was accounted for by quota—free articles that were destined
fof further processing prior to sale at retail.

On‘January 1, 1971, four of the queta-free articles that entered
in increased quantities in 1969 and 1970--ice cream, chocolate crumb
containing 5.5 percent or less of butterfat (low-fat chocolate crumb),
certain animal feeds containing milk or milk dérivatives (milk replacers
and bases therefor), and, if having a purchase price under 47 cents per
pound, certain cheeses containing 0.5 percent or less by weight of
butterfa£ (low-fat cheeses)--were made subject to quotas. ;j

Among the arficles that in 1970 accounted for a larger share of
the uncontrolled imports of milk equivalent (fat-solids basis) than
those on which the President toock section 22 actiom in January 1971
Wére the cheeses and substitutes for cheese having a purchase price
of 47 cents per pound or mere and referred to in items (1) and.(f) of
the President's request for this investigatiom. 2/ There have been
no known imports of the cheeses amd substitutes for cheese referred

to in item (3) of the Presideant's request--i.e., those containing

1/ Presidential Proclamation No. 4026.

2/ Such cheeses and substitutes for' cheese were among the artlcles
subject to investigation No. 332-64 under section 332 of the Tariff
Act of 1930 pursuant to a resolutien of the Committee on Ways and
Means of the House of Representatives adopted June 23, 1970 (TC Pub-~-
lication 340, 1970).

On a product-welght basis, imports of these cheeses and substitutes
for cheese had increased less sharply during the period 1965-70 than
the products made subject to section 22 guotas in January 1971.



0.5 percent or less of butterfat and having a purchase frice of

47 cents per pound or more.

The cheeses subject to this investigation accounted for about
470 million of the 1.9 billion pounds of milk equivalent (fat-solids
basis) imported in 1970; imports of other dairy products not subject
to current quotas, and not included in this investigation, amounted to
about 200 million pounds of milk equivalent and consisted primarily
of cheeses made from sheep's milk. 1/ Imports of the articles made
subject to section 22 quotas on January 1, 1971, accounted for about
327 million pounds of milk equivalent in 1970. 2/ 1If there is no
significant change in the composition of these articles when importgd
under the quotas, the milk equivalent of the quotas establisheﬁ in
January 1971 would approximate 26 million pounds.

The cheeses and substitutes for cheese referred to in the Presi-
dent's request of March 12, 1971, are of the same varieties as the
cheeses currently subject to "price break" quotas, but have a higher
purchase price. These quotas limit the imports of the cheeses if
they have a purchase price under 47 cents per pound, or if shipped
otherwise than in pursuance to a purchase, é/ whereas the imports

of the higher priced cheeses are free of quotas.

1/ There is little, if any, U.S. production of sheep's milk cheese.

2/ Ice cream accounted for nearly all of the milk equivalent (fat-
solids basis) of the four products.

3/ "Shipments otherwise than in pursuance to a purchase' refers to
shipments such as consignments (shipments to agents) and intracompany
transfers, for which there is no transaction price on which to base
quota applicability.



Findings 1/

On the basis of the investigation=--

1. The Commission finds that the articles described below are
béing or are practically certain to be iméorted into the United
States under such conditions and in such quantities as to materially
.interfere with the price-support programs of the United States
‘Department of Agriculture for milk: 2/

(a) Swiss or Emmenthaler cheese with eye formation;
Gruyere-process cheese; and cheese and sub-
stitutes for cheese containing, or processed
from, such cheeses; all the foregoing, if
having a purchase price of 47 cents per pound
or more.

(b) Cheese, and substitutes for cheese, provided
for in items 117.75 and 117.85, subpart C,
part 4, schedule 1 of the TSUS (except
cheese not containing cow's milk; cheese,
eéxcept cottage cheese, containing no butter-
fat or not over 0.5 percent by weight of
butterfat; and articles with the scope of
other import quotas provided for in part 3
of the Appendix to the TSUS); all the fore-
going, if having a purchase price of 47
cents per pound or more.

2. Commissioners Sutton and Moore find--
(a) That the articles described below are practically
certain to be imported into the United States under such conditions

and in such quantities as to render or tend to render ineffective, or

1/ Chairman Bedell did not participate. ' She had not taken office at
the time the Commission made its findings and recommendations.

2/ Commissioners Sutton and Moore find that the articles "are being"
80 imported, and Commissioners Leomnard and Young find that the articles
are not now "being,'" but "are practically certain to be'" 80 imported.



materially interfere with, the price-support programs of the United

States Department of Agriculture for milk:

Cheese, and substitutes for cheese, containing 0.5

percent or less by weight of butterfat, provided
for in items 117.75 and 117.85, subpart C, part 4,
schedule 1 of the TSUS (except cheese not contain-
ing cow's milk and articles within the scope of
other import quotas provided for in part 3 of the
Appendix to the TSUS); all the foregoing, if
having a purchase price of 47 cents per pound or
more.

(b) That, with respect to cheese and substitutes for cheese
not containing cow's milk specifically excepted above from finding
2(a); such articles are not being and are not practically certain to
be imported into the Upited States under such conditions and in such
quantities as to render or tend to render ineffective, or materially .
interfere with, the price support programs of the United States
Departmént of Agriculture for milk, or to reduce substantially the
amount of products prbcessed in the United States from domestic milk.

(c) That, with respect to articles of the types covered by
finding 2(b) and shipped otherwise than in pursuance to a purchase,
or if having a purchase price under 47 cents per pound, the circum~
stances requiring the imposition of quantitative restrictions no
longer exist.

3. Commissioners Leonard and Young find that the articles
described below are not now being, and are not practically certain to
be, imported into the United States under such conditions and in such

quantities as to render or tend to render ineffective, or materially

interfere with, the price-support programs of the United States
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Department of Agriculture for milk, or to reduce substantially the
amount of products processed in the United States from domestic milk:
Cheese, and substitutes for cheese, containing 0.5
percent or less by weight of butterfat, provided
for in items 117.75 and 117.85, subpart C, part 4,
schedule 1 of the TSUS (except articles within
the scope of other import quotas provided for in
part 3 of the Appendix to the TSUS); all the fore-
going, if having a purchase price of 47 cents per
pound or more.
4. The Commission unanimously finds that, for the purposes of
the 50-percent clause in the first proviso to section 22(b), the

representative period for imports described in the foregoing findings

is the calendar years 1963 through 1965.

5. The Commission unanimously finds that, the President should,
pursuant to subsections (b) and (d) of section 22, combine the new
resfrictions on all of the articles described in finding 1 with the
‘existing provisions of items 950.10B through 950.10D of part 3 of the
- Appendix to the TSUS, thereby eliminating the purchase price concept
from the quota provisionms.

6. Commissioners Sutton and Moore find that the President should,
pursuant to subsections (b) and (d) of section 22, combine the new
restrictions on all of the articles described in their finding 2(a)
with the existing provisions of item 950.10E of part 3 of the Appendix
to the TSUS, thereby eliminating the purchase price concept from the

quota provisgions.
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Recommendations 1/

The Commission recommends that the Prusident issue a proclamation
pursuant to section 22(b) and (d) of the Agricultural Adjustment Act,
as amended, to (1) establish for each calendar year after 1971 quantita-
tive limitations on the products covered by their fiﬁdings 1(a) and
1(b), and for the remainder of 1971 a prorated portion of the annual
quota limitations and (2) combine the foregoing quantitative limita-
tions with the existing quantitative limitations in the provisions of
items 950.10B through 950.10D of part 3 of the Appendix to the TSUS.
The annual quota quantities recommended by Commissioners Sutton and
Moore and those recommended by Commissioners Leonard and Young are set
forth below.

Quota quantities (in pounds)
recommended by--

Commissioners Commissioners
TSUS _ Sutton and Leonard and
item Description Moore Young

Swiss or Emmenthaler cheese
- with eye formation;
Gruyere-process cheese;
and cheese and substi-
tutes for cheese con-
taining, or processed
from, such cheeses:
950.10B Swiss or Emmenthaler
cheese with eye

formation 16,000,000 2/ 26,500,000 2/
950.10C Other than Swiss or -

Emmenthaler with
eye formation----~----- 8,600,000 3/ 14,000,000 3/

1/ The differences between the recommendations of Commissioners
Sutton and Moore and those of Commissioners Leonard and Young are
explained in their individual statements.

2/ Includes the current annual quota quantity of 4,271,000 pounds for
such cheese if shipped otherwise than in pursuance to a purchase, or if
having a purchase price under 47 cents per pound.

3/ Includes the current annual quota quantity of 3,289,000 pounds for
such cheese if shipped otherwise than in pursuance to a purchase, or if

hawrine a nurrhaca nrdra 1mdar A7 Aants mnar mnAnnAd
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Quota quantities (in pounds)
recommended by--
Commissioners Commissioners
TSUS Sutton and Leonard and
item Description Moore Young

950.10D Cheese and substitutes
for cheese provided
for in items 117.75
and 117.85, part 4C,
schedule 1 (except
cheese not containing
cow's milk; cheese,
except cottage cheese,
containing no butterfat
or not over 0.5 percent
by weight of butterfat,
and articles within the
scope of other import
quotas provided for in
part 3 of the Appendix
to the TSUS) 34,300,000 1/ 46,000,000 1/

Commissioners Sutton and Moore recommend also that item 950.10E
of the Tariff Schedules of the United States be modified by adding
the underscored language and deleting the language struck through,

as indicated below:

950.10E Cheese, and substitutes for cheese,

containing 0.5 percent or less by
weight of butterfat, as provided
for in items 117.75 and 117.85 of
subpart C, part 4, schedule 1
(except cheese not containing cow's
milk and articles within the scope
of other import quotas provided for

- in part 3 of the Appendix to the
TSUS)$+ edl-the-feregeingy-if-having
a-purehace-price-of-47-centa-per
peund-or-more- v 8,901,000 pounds 2/

1/ Includes the current annual quota quantity of 25,090,000 pounds
for such cheese if shipped otherwise than in pursuance to a purchase,
or if having a purchase price under 47 cents per pound.

2/ The current annual quota quantity.
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The Commission recommends that headnote 3(a) (iii) of part 3 of
the Appendix to the TSUS defining purchase price be repealed for the
purposes of items 950.10B through 950.10D of that part, in event find-
ing 5 and its related recommendations are implemented. In addition,
Commissioners Sutton and Moore recommend that the headnote be repealed
for the purpose of item 950.10E, in event finding 6 and its related
recommendation is implemented. |

It is recommended that the quotas proposed above be administered
by means of a licensing system to aésure an equitable distribution of
the quota among importers, users, and supplying countries. Such
licensing procedures, to be administered by the U.S. Department of
Agriculture, would be in keeping with the administration of most other
quantitative restrictions on U.S. imports of cheeses and other dairy
products. To be equitable, all allocation of the quotas among supply-
ing countries, while based upon the share they supplied during a
representative period, must reflect any special factors that have
affected or may currently be affecting trade in articles concerned.
The principles set forth.in article XIII of the General Agreement on
Tariffs and Trade (GATT) should be fully observed in the administration
of the quotaé. This article provides rules for the administ;atiop of
quantitative restrictions.to which the United States and the other

GATT members have agreed.
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Statement of Commissioners Sutton and Moore

We believe that our findings and recomﬁendations are consistent
with the requirements'of section 22. In support thereof,'the
following considerations, which have been evolved and developed
from the facts obtained in this inveétigation and more fully set
forth elsewhere in this report, are submitted.

Origin and Development of Import Controls
on Dairy Products under Section 22

The Agricultural Adjustment Act of 1949, as amended, requires
the Secretary of Agriculture to support the price of milk at suchj
levels between 75 percent and 90 percent of parity as he determines
necessary to assure an adequate supply. The price-support proérams o
implemented by the Department of Agriculture in order to support the‘
price of milk have resulted in incentives which havé made the
importing of dairy products, including the cheeses here under
ihvestigatién, more profitable. In order to prevent imports of
dairy products from interferriﬁg with the price and production
objectives of the price;support programs, the Unifed Stateg has
imposed certain import controls on dairy products.

For a short time prior to July 1, 1953, temporary import quotas
were imposed on certain dairy products by the Secretary of Agriculture
under authority conferred upon him by section 104 of the Defense
Production Act of 1950, as amended (50 U.S.C. App. sec. 2074).

In anticipation of the expiration of these temporary quotas, the
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President, on the basis of a report on Investigation No. 22-6 from
the Tariff Commission pursuant to section 22 of the Agricultural
Adjustment Act, as amended, imposed by proclamation, effective

July 1, 1953, import quotas on the same dairy products that had been
subject to temporary quotas under section 104.

Since 1953, two types of actions under section 22 have been
taken: (1) The original quotas imposed on four classes of cheeses
(Blue-mold, Cheddar, natural Edam and Gouda, and natural Italian-
type in original loaves) have been liberalized or enlarged to permit
foreign products to share in the increased United States consumption
of such cheeses, and (2) import quotas have been established for
previously uncontrolled imports which appeared fdr the first time in
U.S. markets in significant quantities and which, in large part, were
products designed for the purpose of avoiding the then existing
quota provisions. In this second category of actions were those
resulting from Investigation Nos. 22-14 (1957) and 22-16 (1957) with
respect to butter substitutes, including butter oil, and certain
articles containing butterfat, respectively; those resulting from
Investigation No. 22-26 (1967) with respect to certain fresh or
frozen milk or cream, certain butterfat-sugar mixtures containing
over 5.5 percent of butterfat ("Junex"), and American-type cheeses
other thén Cheddar (primarily Colby); those re;uiting from Investiga-
tion No. 22-27 (1968) with respect to certain cheeses and certain

articles containing butterfat, including so-called chocolate crumb;
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and those resulting from Investigation No. 22-28 (1970) with respect:
to ice cream, low-fat chocolate crumb, certain animél feeds contain-
ing milk or milk derivatives, and certain low-fat cheeses.

No section 22 quotas, except those applicable to the cheeses
here under investigation, are administered via price-break controls.
Those price-break controls were proclaimed on an emergency basis in
September 1968 for Swiss or Emmenthaler cheese, Gruyere-process
cheese, and certain 'other cheese'" (Presidential Proclamation No.
3870), while the Tariff Commission was conducting Investigation
No. 22-27; they were generally continued in effect in January 1969
(Presidential Proclamatioﬁ No. 3884). For certain low-fat cheese,
the price-break controls were proclaimed effective January 1971

(Presidential Proclamation No. 4026) following Investigation No. 22-28.

The Current Import Problem Affecting the Price-Support Programs

The bulk of the imports of cheeses subject to the current
investigation are--as with previous imports of uncontrolled dairy
products--comprised of articles designed to avoid existing quotas.
Virtually all the recent increase in imports of the cheeses under
review (i.e., cheeses having purchase prices of 47 cents or more
per pound) has consisted of cheeses previously having purchase prices
considerably below 47 cents per pound. Despite the action taken by
the Presicent in June 1967 on the basis of Investigation No. 22-26
(Proclamation Nq. 3790) to impose import quotas on products which

together accounted for about 95 percent of the increase in imports
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during 1966 and the first half of 1967, and his expectation that

such action, coupled with the quotas then already in effect, would
reduce annual imports to the "normal level" of approximately one
billion pounds of milk equivalent (fat-solids basis) which prevailed
before 1966, 1/ and despite further action taken by the President

in January 1969 on the basis of Investigation No. 22-27 (Proclamation
No. 3884) to limit impor?s to about 1.3 billion pounds of milk
equivalent, 2/ imports of the uncontrolled dairy products--including
the cheeses subject to this investigation--entered for the first time,
or increased sharpiylin 1969 and 1970. Imports of dairy products
amounted‘to 1;6 pillion pounds of milk equivalent in 1969 and nearly
1.9 billion.poundsvin 1970, On the basis of Investigation No. 22-28
(Proclamation No. 4026) the President imposed section 22 quotas,

effective January 1, 1971, on certain articles that had accounted

1/ On June 30, 1967, the President issued the following statement
simultaneously with the promulgation of Proclamation No. 3790: "I
have today signed a proclamation which will reduce dairy imports to
the normal level which prevailed before 1966. On the basis of these
new quotas, annual imports will be approximately one billion pounds
of milk equivalent, * * % "

2/ When Proclamation No. 3884 was issued on January 6, 1969, the
U.S. Department of Agriculture announced, "It is estimated that in
1969 U.S. imports of all dairy products--both within and outside the
import control system--will amount to approximately 1.3 billion
pounds of milk equivalent." (U.S. Department of Agriculture press
release U.S.D.A. 31-69, January 6, 1969.)
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for about 327 million pounds of the total milk equivalent imported
in 1970. 1/ Although the cheeses subject to thig investigation

(No. 22-29) had accounted for about 470 million pounds of the total
milk equivalent impofted in 1970, they were not included in investi-
gafion No. 22-28. The imports of those cheeses have continued to
increase during 1971, indicating that unless festricted they will
remain anvoutlet via which milk solids of foreign origin will enter

\

the U.S. market in increasing quantities.

Recent U.S. Price-Support Operations

From time to time over the years the Secretary of Agriculture
has increased the Price-support levels when the output of milk has
declined. On April 1, 1970, the price-support objective for manﬁ-
factgring milk was increased from $4.28 to $4.66 per hundred pounds.
That higher support objective failed to make any signifiqant differ-
ence invthe output of milk in 1970. Consequently, on April 1, 1971,
the support price objective was further increased to $4.93 per
hundred pounds, the highest level in the last two decades.  In the
period January-April 1971, output was only 1.0 percent above that
of the comparable period of 1970. Because of theliﬁcrease in the
volume of imports of the cheeses under investigation in 1970 and
1971, totalisupplies of dairy products in the U.S; market havé been

larger than otherwise would have occurred. Thus, market prices have

1/ Neither the President nor the Department of Agriculture indicated
an anticipated level of imports of milk equivalent to be attained as
a result of the quantitative limitations imposed by Proclamation 4026.
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not been as high as they otherwise would have been and substantial
quantities of dairy products were purchased by the Government at the
prevailing support price in 1970 and even larger quantities were
purchased in the period January-April 1971 than in the comparable
period of 1970. 1In terms of milk equivalent, the Department of
Agriculture purchased about 5.8 billion pounds of butter and Cheddar
cheese in 1970, the largest volume of purchases in any year since
1967. 1In addition, the purchases of nonfat dry milk amounted to

447 million pounds, about 21 percent larger than the volume purchased
in 1969. Total purchases have continued at an accelerated rate in
1971, The Department purchased‘about‘3.3 billion pounds of milk
equivalent and 127 million pounds of nonfat dry milk in January-
April 1971 compared with 2.0 billion ppupds and 108 milliop pounds,
respectiveiy, in the compafable period ofvl97d. The 470 million -
pounds of milk equivalent imported in 1970 in the form of cheéses
subject to this 1nvestigati§ﬁband thé estimated 150 million'pounds ‘
so imported in January-April 1971 undoﬁbtediy displaced part of the
dairy products ultimately purchased by the‘Govérnment in 1970 and
in January-April 1971.

The estimated net expenditures by the Government for dairy
price-support and related programs for the year ending June 30, 1971,
amounted to $395 million--the highest level of expenditures since
1963. For the year ending June 30, 1972, such expenditures are
estimated at $510 million-the second highest level of expenditures
by the Government for dairy price-support operations since the pro-

grams have been in existence.
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If controls are not imposed on the cheeses and substitutes for
cheese covered by our affirmative findings, the import trade in such
articles will continue to increase because of the price pull of the
U.S. market for dairy products. Moreover, in the absence of quanti-
tative limitations, the character of the import trade will continue
to be of such nature as to "avoid" the existing quota provisions.

The high level of purchases of dairy products in 1970 and January-
April 1971, and the high costs to the Government of the price-support
operations resulting theref:dm, leave no doubt but that the articles
subject to this investigation are being or are practically certain to
be imported into the Uniﬁed States so as to materially interfere with
the price-support programs of the Department of Agriculture.

Certain cheeses and substitutes for cheese, 47 cents
per pound or more

.The application of thelquota to the varieties of cheeses subject
to this investigation, but for which the purchase price is under
47 cents per pound (the price-support level of the Department of
Agriculture for Cheddar cheese in 1968), apparently was based upon
the,vie& advanced by the Department during the investigation in
1968 that processed chéese and cheese for processing--i.e., the cheese
which was said to be materially interfering with the price-support
programs for milk and butterfat--were so priced for export to the
United States, and that "specialty" cheeses--i.e., cheeses which did
not so interfere--were ﬁriced for'expoft to the United States at 47

cents per pound or more, -
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It came as no surprise that almost immediatély after the price-
break quotas were imposed in 1968 some exporters and importers
resorted to product and selling-price manipulationms, thereby,avoiding
the quotas and entering substantial quantities of the cheeseé
remaining uncontrolled. These developments had been foréseen and
commented on by the Commissioh in Investigation No. 22-27. As a
result thereof, combined imports of under-quota and over-quota
cheeses are, at the present time, almost equal to the toﬁal_imports
of such cheese prior to the imposition of the quotas. Obviously,
the underlying and most dominant.factor contributing'to ;he increased
imports of the cheeses under investigation is the quota restrictionsv
imposed by the President in 1968 and the‘ease with which they have
been and continue to be avoided. The recent substantial increasé inv
the volume of imports of the named cheeées; regardless of thei: pur-
chase prices, has diverted, and in our opinion, will continue to
divert domestic milk to Cheddar cheese, butter, and nonfat dry milk,
thereby increasing the interference of imports witﬁ the Deparﬁmenﬁ‘s
price-support program.

Inappropriateness of the support p:ice as a basis for import

controls.--We have recommended the imposition of an over-all quota
for each of the classes of cheese under review without the use of
either the fixed purchase price presently used, or the subétitution
therefore, of a pﬁrchase pricé which would be derivgd frﬁh and

fluctuate with the support price for Cheddar cheese. In order to
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explein»our lack of confidence in the price support level for Cheddar
cheese as a purchase price limitation for establishing quotas on
imperts, it might be helpful to explore briefly theuobjectives of the
Department's Price-support program for milk.

Prior to each marketing year (beginning April 1), the Department
of Agriculture announces the price-support objective for manufacturing
milk--which accounts for about half of the U.S. production of milk--
and the prices at uhich the Commodity Credit Corporation will
purchase butter (the milk solids content of which is virtually all
butterfat), Qheddar cheese (which contains virtually all the butter-
fat and about half of the nonfat milk solids in whole milk), and
nonfet dry milk--the coproduct of the production of butter-~(the milk
solius content of which is virtually all nonfat milk solids) in
or@e; #o reflect the announced support objective for domestic milk.
Butter:and nonfat dry milk and Cheddar cheese utilize about 70 per-
cent of the U.S. output of manufacturing_milk or about 35 percent:
of the:total_U.Si;output of milk. The over-all objective of the
Debartment's Price-support program is, by directly supporting the -
prices of these three products, to support the Prices of .all domestic
m11k andimilk solids and Products derived therefrom.

In recent years, the Department's purchase price fer butter .-has
been about 1-%/2vt9 2—1/2 times greater than tﬁat for nonfat dry
milk and abou; 25 percent to 50 percent greater than that for

Cheddar cheese,. When the Proclamation establishing the 47-cent
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"price-break" quotas was issued in September 1968, the support price
for butter was 66.4 cents per pound, for nonfat dry milk, 23.1 cents
per pound, and for Cheddar cheese, 47 cents per pound. Currently,
the support price for butter is 67.8 cents per pound, for nonfat dry
milk, 31.7 cents per pound, and for Cheddar cheese, 54.8 cents per
pound.

Both nonfat dry milk and butter are relatively uniform products
the prices for which do not vary greatly in relation to the support
prices therefor. Cheddar cheese, on the other hand, the 1968 support
price for which is being used as the price-break in the existing import
quota provisions, is produced in various qualities and types and’sells
at prices varying widely both below and above its support price.

In practice, the Department, when called upon to purchase
Cheddar at the support level, would not be offered "higher-quality"
aged Cheddar at the support price; likewise; it would not pay the
support price for "lower-quality" Cheddar not meeting its minimum
specifications. The Department would be concerned with Cheddar that
is representative of the bulk of the domestic output, i.e., Cheddar
the domestic prices of which at the time of purchase are nearest
to the support price thereof.

From the foregoing, it is clear that the support price for
Cheddar is neither designed, nor appropriate, for defining the scope

of quota provisions applicable to imports of cheeses which are
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produced in even more varieties, types, and qualities than the
domestic cheeses. 1/ Even assuming no purchase price manipulations

by foreign shippers and domestic importers, the allowance of unre—
stricted entry of foreign cheeses priced above the Cheddar s#ppqrt
level permits their continued competition with the higher-priced
domestic cheeses, thereby tending to lower their prices which are
intended to be supported by the Cheddar support price. Assuming the
existence of wide-spread price manipulation, which we believe to

exist under the current quota provisions, the foreign-produced cheeses
whose prices have been so manipulated are, in fact, avoiding the
-quota provisions intended to restrict them. Unquestionably, in both
-situations, the results are antithetical to the objectives of the price-
‘support program for milk.

As demonstrated by the facts obtained in this inwvestigation, the
:quotas imposed onba fixed purchase price basis have been easily avoided
:and, in our opinion, thé imports resulting therefrom .are maaeri§lly
:interfering Qith the price—suppnrr;prqgramu'uAs.ind;cated before by
‘the Commission in the report on Investigation No. .22-27 in December
1968, article descriptions distinguishing cheesés oh rﬁe,hasis of

their purchase-price differences are highly guestionable techaiques

1/ The anomaly of using the 1968 Cheddar :support price of 47 cents
per pound is further illustrated in the gquota provision of item
950.10E, TSUS, relating to imported cheeses containing 0.5 percent
or less by weight of butterfat. The price support for comparable
domestic cheeses would, in principle, be derived from the 1968
support price of 23.1 cents per pound applicable to nonfat dry milk.
The use of the considerably higher support price of Cheddar in the
quota definition is the likely reason why price manipulations are
apparently not yet being practiced for the purpose of avoiding this
quota.
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in a system of absolute quotas. Prices fluctuate and therefore are
not a stable basis for meaningful, consistent distinctions between
products. Moreover, prices can be and, when proper incentives are
present, often are manipulated with impunity; there is no practical
way to administer provisions based on purchase price with any assur-
ance that price-manipulation practices can be fully contained even
if additional customs personnel were assigned for enforcement.

If the quotas were to be based on fluctuating purchase prices,
their tendency would be to offset the effects of increased domestic
and foreign support levels on the fixed price-break quotas, i.e.,
assuming no price manipulation. Fluctuating price-break quotas,
however, would increase the burdens of customs administration even
more than the current fixed price-break quotas. If, for quota
purposes, the purchase prices of imported cheeses were derived from
and fluctuated with the support price for Cheddar (or the support
price for nonfat dry milk in the cases of the cheeses containing
0.5 percent or less by weight of butterfat), such purchase prices
apparently would tend to decline should the support level drop.
Conceivablv, if the U.S. production of milk increased substantially
and CCC stocks of dairy products became exceptionally large, price
supports might be reduced (within the statutory limits) in order
to discourage production. Under these circumstances, imports would
probably increase at a time when their impact on the price-support

program would be even more pronounced.
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In view of the above circumstances, we have recommended that
the price-break quota system for cheese be abolished.

The recommended remedy (absolute import quotas).--We have

recommended the imposition of import quotas, rather than import
fees, to remedy the material interference caused by imports of the
cheeses and substitutes for cheese in question. The potential impact
of an addttional import fee of even 50 percent ad valorem--the
gaximum permitted under section 22--is difficult to assess for the
classes of iﬁported cheese here under investigation, because part
of them are subject to limitations involQing purchase prices, which
we believe have been manipulated. Conseqﬁently, the reported prices
resulting from transactions involving manipulation are wholly unreliable
for determining the impact on trade which would result if additional
duties were recommended and imposed.

It is likewise difficult to assess the probable impact on
impqrts if the Department of Treasury were to take any affirmative
countervailing action on a complaint lodged in 1968 (and still pending)_
seeking redress under section 303, Tariff Act of 1930. In any
e#ent, we believe it most appropriate to extend quantitative limita-
tions to the cheeses in question. Such a system would be consistent
with, and complementary to, the outstanding controls which are alréady
applicable to imports of most dairy products. Moreover, adminis-
tratién of the existing system would not be further complicated by

superimposing thereon new controls based on additional duties.
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The representative period for imports.--Any proelamation

imposing quantitative limitations under section 22 on any article or

articles cannot reduce the--

* * * permissible total quantity to proportionately

less than 50 percentum of the total quantity of such

article or articles which was entered, or withdrawn

from warehouse, for consumption during a representa-

tive period as determined by the President.
In accordance with this requirement we have found that the representa-
tive period for imports not now subject to quotas is the calendar
years 1963 through 1965, inclusive. The basis for this finding is
clearly delineated in the following table which shows total imports

of the cheeses under investigation, regardless of purchase price,

during 1963-70 (in thousands of pounds):
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It will be observed from this table that for the cheeées in question
the imports in the period 1963-1965 were fairly stable; that uniformly
for all classes significant increases in imports were-fecorded in

]966 (1969 for the cheeses in finding 2(a)) and continued at an
accelerated rate through 1970. As previéusly stated, our analysis
shows the increase in imports of these cheeses to be primarily cheeses
designed to avoid the existing quota provisions. In our view, the
period in which significant increases in imports occurred, especially
where the increases are designed to avoid existing quotas, cannot
properly be reg&rded as being the whole, or part, of a representative
period within the meaning 6f the statute. To do so makes the "repre-
sentative period" concept meaningless; it not only improperly
increases the quantities of articles which must be permitted entry
regardless of impact on the program, but also affects the equities

of the fdreign countries that supplied, and the importefs who
imported, the traditional imports of dairy products.

The recommended quota quantities.--The President's request‘for

this investigation involves primarily new subject matter referred
to the Commission in accordance with subsection (a) of section 22
of the Agricultural Act with respect to the specified cheeses having
purchase prices 47 cents or more per pound. In addition, the

" President also invoked subsection (d) of section 22 to provide the
Commission with jurisdiction in conngction with the named éheeses

having purchase prices under 47 cents per pound all of which are



30

presently within the scope of quantitative limitations previously
imposed under section 22.

With respect to the cheeses already subject to quota limitatioms,
the investigation under subsection (d) of section 22 does not prsvide |
a basis for the President to make such limitations more restrictive .
Accordingly, it would not be appropriate for the Commission to
recommend action which would be more restrictive than the current
limitations on such cheeses. However, by virtue of the jurisdiction
invoked under subsection (d), there would be authority to make recom-
mendations, depending upon the circumstances, for relaxation, removal
of, or no change in such quota limitations. After reviewing the facts
regarding the recent increase in imports ofvthe named cheeses, we are
 convinced that purchase price is a wholly iﬁadequate and inappropriate
basis for an import quota. The net result of the purchase-price quotas
imposed in 1968, as predicted by the Commission in its report on in-
vestigation No. 22-27, has been only to push the imports into the
uncontrolled area (47 cents per pound or more) and thus continue import
interference with the price-support program of the Department of |
Agriculture for milk.

With regard to the cheeses specified in items (1) and (2) of the
President's request and referred to the Commission in accordance with
subsection (a) of section 22, we have found that the recent increase
in the volume of imports, as indicated earlier, is of such magnitude

as to materially interfere with the milk price support program of
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the Department., Withirggard to thg cheeses specified_in item (3) of
the President's request and referred:to the Commission in accordance
with subsection (a), we have»found it is practically-ce;tain that in
due course imports will so interfere. In the circumstances, we have
recommended the imposition of quantitative limitations on all of the
classes of cheese involved. In arriving at the amounts of the quotas
for each of these classes, we have based.our determinations on the
imports of these cheeses in the calendar years 1963-65. We have
selected these 3 years for the reason that they are, as previouslj
stated, the representative period contemplated by the statute.

The 1963-65 imports of the cheeses in question were not under
quantitative controls. The imports in these years were the last
received before imports increased precipitously by virtue of practices
designed to avoid the quantita;ive controls imposed on other dairy
products. Immediately following 1965 these cheeses began to be
imported in considerable quantities. Althohgh data are not available
showing the precise composition of these cheese'imporﬁs in 1963-65
with respect to types, qualities, and uses thereof, such data as are
available strongly suggest that the imports consisted prqdominantly of
so=called "specialty" cheeses, i.e.,‘cheéses of relatively high
quality, intended for table use. It is the cheeses involved in the
normal patterns of.ttade which the Commission at;empted tovprovide for
in its findings and recommendations in connection with investigation
No. 22-27. Those cheeses continue to be, in our judgment, the cheeses

which can be imported in approximately the same quantities as in
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1963-65, without adversely affecting the price support program. We,
therefore, in substance recommended for each of ‘the classes of cheese
having a purchase price of 47 cents per pound or more quota quantities
based on the highest level of annual imports during the representative
period.

As previously indicated, the Commission does not have authority
to recommend greater restrictions with respect to the classes of
cheeses under reviéw, pursuant to subsection (d) of section 22.

Also, we have expressed our views with respect to the inadequacies

and inappropriateness of quota provisions defined in terms of purchase
price, whether fixed or fluctuating. We feel constrained, therefore,
to recommend one over-all quota for each of the classes of cheese
involved regardless of its purchase price. Consequently, we have
combined the amount in each of the existing quotas with the respective
amount we found and recommended for each of the classes not currently
under quota control,

The over-all annual quota quantities we recommended for the
cheeses in question exceed the total largest annual imports of each
of the cheeses in the representative period by 37 percent in the case
of Swiss cheese, 62 percent in the case of Gruyere-process cheese,
and 28 percent in the case of "other cheese" in finding 1(b). There
were no imports of the "low-fat" cheese designated in finding 2(a)
in the representative period, other than hand cheese. That cheese
has a purchase price under 47 cents per pound and is already encompassed
in the current quota. Moreover, since the 47-cent price break quota

for "low-fat" cheese was proclaimed there have been no imports of
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such cheese priced over 47 cents for the reason that the purchase

price requirement has been too high to attract shipments of such cheese
which contain primarily nonfat milk solids and little or no butterfat. l/
We have, therefore, recommended that no allowance be made in the

quota quantity for this class of cheese having a purchase price of

47 cents or more per pound.

Articles excepted from the recommended quotas.--The foregoing

recommended quota for the cheese and substitutes for cheese in finding
2(a) does not include cheeses not containing cow's milk. Such

cheeses were not included in the emergency quotas imposed in

September 1968, nor were they included when the emergency quotas were
continued in eff ct in January 1969. When cheese and substitutes

for cheese containing 0.5 percent or less by weight of butterfat
(excepted from the quotas in January 1969) were made subject to
quotas in January 1971, cheese not containing cow's milk was included
therein, if shipped otherwise than in pursuance to a purchase, or if
having a purchase price under 47 cents per pound. There have been

no imported articles of the kind specified in finding 2(a) and not con-

taining cow's milk, regardless of purchase price. As stated in

findings 2(b) and 2(c), therefore, such articles (1) are not being and
are not practically certain to be, imported into the United States under

such conditions and in such quantities as to render or tend to render

1/ Ve believe, however, that it is practically certain that in due
course this value limitation like the others of this kind can and will
be breached, particularly if action, as recommended, is taken to

eliminate the avoidance practices associated with the other provisions
here under review,
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ineffective or materially interfere with, the price support programs
of the United States Department of Agriculture for milk, or to reduce
substantially the amount of products processed in the United States
from domestic milk, and (2) the circumstances requiring the imposition

of quantitative restrictions on such articles no longer exist.

Conclusion

As important as the separate quotas on defined product classes
are in recognizing the equities of individual foreign countries and
importers and providing for the allocation of their respective shares
of historic trade in these product classes, it is also important
that the quotas on these separate classes be viewed not in isolation
but as an integrated whole in the larger context of their total
impact on the domestic price-support programs. The recommended
quota quantities, when added to the maximum permissible imports
under the existing section 22 quotas, allow total annual imports of
dairy products of approximately 1.4 billion pounds of milk equivalent,
including those products that are to continue to be imported free
from quantitative limitations under section 22--wirtually all of
which are cheeses‘made from sheep's milk. This total, which is about
0.5 billion pounds of milk equivalent smaller than the level attained
in 1970, is consistent with the apparent objective of the President of
limiting total imports of dairy products to 1.3 billion pounds of milk
equivalent when he issued Proclamation No. 3884 in January 1969 impos-

ing quotas on the cheeses in question, if having a purchase price under

:
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47 cents per pound. A larger quota than recommended for any of the
individual cheeses and substitutes for cheese in this investigation
would tend to unstabilize the domestic market and add to the costs

and burdens of program.
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‘Statement of Commissioners Leonard and Young

Price supports and imports

The price-support programs for agricultural commodities, which
are designed to improve farm income, function by removing from com-
mercial channels of trade that quantity of the particular agricultural
product for which there is no demand at the support price. The remain-
ing supply of the product will usually flow into consumption at or
above the prescribed support price. The cost of this surplus removal
operation must be within reasonable bounds or the program will not be
acceptable. Since the support price is usually set above world market
prices, foreign producers can generally obtain higher prices for their
products in the United States than in the home and some other markets.
Impérté drawn into the United States as a consequence of the higher
market prices assured by the price-support program may displace domes-
tic éroducts which must be removed from trade channels by the price-
support program. A burden is thereby placed on the price-support
program and increases its cost. |

The quantity of these imports and the conditions under which they
are entered may result in material interference with the price-support
programs and in some instances may render the programs ineffective.
Furthermore, depending upon the nature of the price-support program,
the amount of products processed in the United States from the price-

supported commodity may be substantially reduced.
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Purpose and test of section 22

To prevent the foregoing conditions from continuing and thus to
protect the integrity of the price—gupport programs, Congress enacted
section 22 of the Agricultural Adjustment Act of 1933, as amended
(7 USC 624), which authorizes import restrictions either in the form
of quotas or fees. 1/ Regardless of the level at which farm prices
are supported pursuant to the provisions of other legislation, section
22 is clearly intended to protect the price-support programs.

The test for imposing import restrictions under section 22 is
entirely different from that established by Congress in legislation
concerning the escape clause, dumping, and unfair trade acts, where
the iﬁposition of quotas, duties, or exclusion orders rests in large
part on whether a domestic industry has been injured. To make an
injury determination in connection with such legislation, the effect
of imports is measured by the degree to which the U.S. market is pene-
trated, the amount U.S. prices have been suppressed or depressed, the
loss of profits, the unemployment or underemployment created, the
idling of productive facilities, et cetera. In section 22, however,
only the adverse effects of imports on the price-support or other
farm programs or the substantial reduction in the amount of products

processed in the United States from the domestic price-supported

1/ Congress enacted sec. 22 to protect not only price-support
programs but also any other program or operation of the Department of
Agriculture, or of any agency operating under its direction, with
respect to any agricultural commodity or product thereof. This dis-
cussion, however, relates only to price-support programs, the only
kind of program involved in the inmstant investigatiom.
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article must be determined. Market penetration of even less thanm 0.1
percent of domestic consumption has had sufficient impact on a price-
support program to produce import restrictions under section 22.

In an investigation under section 22, the Commission is to deter—
mine whether the complained-of imports are being or are practically
certain to be imported into the United States under such conditions
and in such quantities as to render or tend to render ineffective, or
materially interfere with, any program or operation of the U.S. Depart-
ment of Aériculture, or to reduce substantially the amount of any
product processed in the United States from any article for which
there is such a program or operation. The disjunctive nature of the
statute permits an affirmative finding and recomﬁendation for import
restrictions upon satisfaction of any one of several alternative con-
ditions. Accordingly, in a particular investigation--as in this one--
the affirmative findings of individual Commissioners may have various

bases and therefore their recommendations may differ.

Statement of findings

The alternatives on which we predicate our affirmative finding
are that'the cheese and substitutes for cheese described in the
Commission's finding 1(a) and 1(b) are practically certain to be
imported into the United States under such conditions and in such
quantities as to materially interfere with the price-support program

for milk.
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With respect to the low-fat cheese and substitutes for cheese
described in finding 3, we do not find affirmatively. There have been
no known imports of these articles, and we know of no reason to believe
that such imports will develop. Thus, an essential requirement for an
affirmative finding and a recommendation of quantitative restrictionmns
under section 22--viz, that the article or articles are being or are

practically certain to be imported into the United States--is not met.

Practical certainty of material interference

The Agricultural Act of‘1949, as amended, requires the Secretary
of Agriculture to support the price of milk at such levels bétween 75
percent and 90 percent of parity as he determines necésséry to #ssure
an adequate supply. The Secretary carries out this directive by}
announcing, in advance of each marketing year, the price-;upport ob-
jectiye for m#nufacturing-grade milk. To accomplish this objéctive
he also announces the prices at which the Commodity Credit Coipbration
(CCC) will purchase certain storable products processed ffom milk--
butter,‘Chéddar cheese, and nonfat dry milk.

The price-support objective for manufacturing milk for the market-
ing year April 1, 1970 thropgh March 31, 1971 was $4.66 per 100 pounds,
and the average price received by farmers for such milk was $4.75 per
100 pounds. For the marketing year beginning Apfil‘l, 1971, the
price-support objective for milk has been increased to $4.93 per 100

pounds. This recent rise in the price-support level, when translated
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into increased prices at which the CCC offers to purchase dairy
products, will inevitably indﬁce a rise‘in imports of dairy products
not subject to quota- limitations. Imports of the cheeses described
in finding 1(a) and 1(b) rose by 50 percent from 1969 to 1970, when
they reached 56 million pounds (product weight). The anticipated
larger imports will undoubtedly result in a rise in CCC purchases of
domestic dairy products and thus a rise in U.S. expenditures for the
dairy price-support program. During the fiscal year ending June 30,
1971, U.S. expenditures for dairy‘price-support and related programs
reached an estimated $395 million, the highest amount since 1963.

The Department of Agriculture has projected that such expenditures
for the fiscal year ending June 30, 1972 will be about $510 million
and furthermore that the prices received by farmers for manufacturing-
grade milk will be close to the support objective. Thus we find that
imports of the cheeses described in finding 1(a) and 1(b) are prac-
tically certain to continue to increase and very soon reach such
quantities as to materially interfere with the price-support program

for milk.

Recommended remedy

We have recommended absolute import quotas, rather than import
fees, to remedy the material interference which we believe is prac-
tically certain to result from the continued importation, under current

conditions, of the cheeses in question. We believe that a fee of even
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50 percent ad valorem (the maximum permitted under sec. 22) would not
be effective in preventing interference with the price-support program
and further that absolute import quotas are necessary to prevent such
interference. For example, the increased prices following the imposi-
tion of quotas on imports of the cheeses priced at less than 47 cents
per pound did not prevent imports from entering under such conditioms
and in such quantities that they are practically certain to materially
interfere with the price-support program. The cheeses in question
vary widely in taste, quality, and price, so that the probable impact
of a fee on the flow of .imports would also vary and for some cheese a
fee would not be effeetive in gestricting imports.

In this investigation the President specifically asked the Com-
mission whether, in the event that quantitative limitations should be
placed on the imports of articles not currently subject to quantitative
limitations under section 22, separate quotas should be established
for the articles having a purchase price of 47 cents or more per pound
.35 the new quotas should be combined with the existing quotas provided
for the articles of lower purchase price.

We agree with the conclusién of Commissioners Sutton and Moore
that overall quotas are preferable to price-break quotas (whether
using a fixed purchase price or a fluctuating purchase price derived
from the support price for Cheddar cheese). Prices are not a stable

basis for distinguishing meaningful product differeﬁces, particularly
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for such diverse products in terms of taste, quality, and price as the
cheeses here under investigation.

In regard to the size of the quota to be imposed, we have found
that the cheeses in question are not now being imported under such con-
ditions and in such quantities as to materially interfere with the price
support program for milk, and therefore the combined quota quantities
recommended by us approximate the total imports of the specified cheese:
during 1970. 1/

Sectién 22 provides that the quota cannot reduce the total per-
missible imporfs to less than 50 percent of the total quantity imported
during a representative period determined by the President. We agree
with Commissioners Sutton and Moore that a representative period for
imports of the cheeses under consideration is the 3-year period
January i, 1963 through December 31, 1965. In that period most of the
imports were cheeses intended for table use. In subsequent years a
considerable part of the much larger imports have consisted of cheeses

destined for further processing, and they have come principally from

1/ The official import data for the cheeses covered by our recommen-
dations for items 950.10B and 950.10C are shown in table 9 designated
as '"'Swiss cheese' and "Gruyere-process cheese,'" respectively. The
official import data for the cheeses covered by our recommendation for
item 950.10D were not separately reported in 1970. The quota quantity
we are recommending for such cheese is 11 million pounds smaller than
the amount shown in table 9 for "Certain 'other cheese'" in 1970. The
difference is the estimated quantity of the imports of cheese containin
less than 0.5 percent by weight of butterfat and having a purchase
price of less than 47 cents per pound, which cheese is currently re-
stricted by the separate quota provided for item 950.10E.
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countries that had not previously supplied such cheeses. Quota quanti-'
ties approximating the amounts imported in 1970 would provide for total
imports in excess of the required 50 percent of the total annual quan-
tities imported during the representative period 1963-65. Such quota
quantities administered by meaﬁs of the licensing system provided for
in headnote 3(a) to part 3 of the appendix to the TSUS would restrict
the imports of process cheese and cheese for processing, while allow-
‘ing an increase in the imports of specialty cheeses from traditional
sources and at the same time providing greater flexibility in meeting

the market demands for a wide variety of other cheeses.

Suggestions for future considerations of dairy import restrictionms

The present patchwork of section 22 quotas on imports of dairy
products is the result of the continued attractiveness of the U.S.
market for dairy products and the ability of foreign exporters and
U.S. importers to develop and market products not subject to the
import quotas. As the imports of a particular quota-free product
increased, it was made subject to a section 22 quota when the statu-
tory criteria were found to- have been met. We are now recommending
the imposition of quotas on iﬁports of the only products derived
from cqw's milk (except lactose and casein) which have been signifi-
cant articles of international trade in recent years and are not

currently subject to import quotas. However, with the present price
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conditions and the ingenuity of foreign exporters and U.S. importers,
imports of other nonquota dairy products may develop.

In connection with any future actiqnainnde: section 22, we suggest
(a8 others have previously) that i:.méy‘be desirable to place all
imports of dairy products under quota restrictions on a milk-equivalent
basis. Such a system would have the advantage of eliminating disrup-
tions in the domestic market and still allowing for the development of

new products.
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INFORMATION OBTAINED IN THE INVESTIGATION
The Domestic Dairy Situation

Milk for ultimate sale in the fluid state is usually produced
near large population centers throughout the United States, whereas
most of the milk used in manufactured dairy products is produced in
the North Central States. In recent years the North Central States
have accounted for nearly 70 percent of the milk used in manufactured
dairy products. Wisconsiﬁ and Minnesota have been the leading milk-
producing States in the North Central region and also the leading pro-

ducers of manufactured dairy products.

Recent trends in the U.S. production of milk

In the past two decades U.S. dairy farmers have altered their oéer-
ations considerably. The number of U.S. farms selling milk and/or
cream declined from about 1.5 million in the mid-1950's to 380,000 in
1970; the farmers that have remained in dairying have expanded and
specialized, thus increasing their output per unit. Concurrently, the
number of cows kept for milking declined from about 22 million to 12
million head. Output per cow, however, increased from about 5,500
pounds in 1953 to 9,400 pounds in 1970. U.S. output of milk reached
an all-time high of 127 billibn pounds in 1964 (table 1). After
that time, production declined each year through 1969, when it amounted
to 116 billion pounds. In 1970, however, the downward trend halted,
and production rose to 117 billion pounds, representing an increase of
0.9 percent siﬁce 1969. The value of production in 1970 was $6.2

billion, the highest on record. In May 1971 the Department of
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Agriculture estimated that in 1971 the output of milk would rise

slightly above that of 1970.

Utilization of the domestic output of milk

In recent years about half of total U.S. production of milk
has been consumed in the fluid form. Of the remaining half, about 41
percent has been used in making butter (and its byproduct, nonfat dry
milk); 30 percent, in cheese; 19 percent, in frozen dairy products
(principally ice cream); and the remaining 10 percent, in a variety of
other products, including canned milk (table 2). The aggregate quan-
tity of domestic milk used in making dairy products declined from 1964
through 1969, largely because of a reduction in the output of butter.
Although butter production continued downmafd in 1970, the quantity
of domestic milk used in making dairy products increased, reflecting
the increased utilization in making cheese. Because of the strong de-
mand for cheese and the decline in the total supply of milk, producers
of cheese have been increasing the prices paid to farmers for milk more

than have the producers of butter.

erarend stocks of dairy products

Total annual yearend stocks of dairy products (commercial and
Government—owned) have been smaller since the early 1960's than in
many preceding years (table 3). From 1967 to 1969, total '
yearend stocks declined 35 percent. At the end of 1970, however,
stocks were 11 percent larger than at the end of 1969. During 1967-70

the bulk of the stocks were owned commercially, indicating that
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supplies of dairy products were more in balance with commercial demand
at prevailing prices than in earlier periods such as 1961-63 and
1953-55, when total stocks were exceedingly large and the bulk of the
stocks were Government owned. In March 1971 the U.S. Department of
Agriculture reported that stocks of dairy products will probably.be
above year-earlier levels during the remainder of 1971 and that the
bulk of the increase in total stocks will be Government ownéd. On
April 1, 1971, total stocks of dairy products were about 1.5 billion

pounds larger than they were a year earlier; the bulk of the stocks

were Government owned.

Federal Programs for Dairy Ptroducts

Federal Milk Marketing Orders

About 60 percent of the milk sold in 1970 by farmers to handlers
(processors or dealers) was marketed under Federal Milk Marketing
Orders, as compared with about 50 percent in 1967. These orders, ad-
ministered by the U.S. Department of Agriculture, require milk hand-
lers in each Federal Milk Marketing Order area to pay farmers in the
area certain minimum prices for milk, based on its end use. In
January 1971, 62 orders were in effect, compared with 74 orders in
1967. Minimum prices for grade A milk marketed for consumption in
the fluid state (class I) and that marketed for manufacturing use-
(éurplué grade A milk) are established under the orders. Federal
Milk Marketing Orders for manufacturing-grade milk are permitted by
law, but none have been established to date. Government price sup-

port, by the purchase of manufactured dairy products, affects the
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price of manufacturing-grade milk, particularly in the Minnesota-
Wisconsin afeé; where about half of that milk is produced. Under the
marketing orders, minimum prices for grade A milk in other areas are
generally fixed at specified premiums above the price of manufacturing-

grade milk in the Minnesota-Wisconsin area, 1/

The price-support program

Siﬁce 1950, the Secretary of Agriculture has been authorized and
directeq to support the prices of'milk at such level between 75 and
90 percent of the parity price as he determines necessary in order to
assure an adequate supply (Agricultural Act of 1949, as amended). 2/
The Agricultural Act of 1970 (Public Law 91-524) amended the dairy pro-
visions of the 1949 act for the period Aprii 1, 1971, thromgh March 31,

1974. One change was the suspension of the mandatory support for

1/ For a comprehensive discussion of Federal Milk Marketing Orders,

see U.S. Tariff Commission, Dairy Products: Report on Imvestigation
- No. 332-53 Under Section 332 of the Tariff Act of 1930 Pursuant to a

Resolution of the Committee on Ways and Means of the House of Repre-

sentatives Adopted May 10, 1967, TC Publication 233, 1968 (processed).

Besides the Federal program, a number of States have programs to
regulate the price of dairy products. For a brief description of
these programs, see National Commission on Food Marketing, Organiza-
tion and Competition in the Dairy Industry, June 1966, pp. 42-44.
Federal and State Governments also expend funds on research programs
directed toward reducing pollution. For a discussion of these
programs, see Certain Dairy Products: Report on Investigatiom No.
332-64 . . ., TC Publication 340, 1970 (processed).

2/ The parity price of individual commodities is determined by
the Secretary of Agriculture according to a statutory formula, It
is, in effect, the price that a given quantity of a specific com-
modity would have to command in order to give the farmer the puréhas-
ing power equivalent to that in existence during a statutory base
period (for dairy products, 1910-14).




butterfat and the products of milk and butterfat, which was originally

required under the 1949 legislation. Currently, as in earlier years,
however, the required price support for milk is provided by the Depart-
ment of Agriculture through purchases of butter, Cheddar cheese, and
nonfat dry milk. .

In advance of each marketing year (which begins April 1), the
Secretary of Agriculture announces the price-support objective for man-
ufacturing grade milk and the price at which the Commodity Credit Cor-
poration (CCC) of the Department of Agriculture will purchase butter,
Cheddar cheese, and nonfat dry milk. The support objective and the
purchase prices of the three products may be gltered within certain
limits. Under the present legislation, the Secretary ié permitted to
lower the price for‘butter so long as he adjusts the purchase price
for nonfat dry milk and tﬁus maintains the minimum level of parity
(75 percent) for milk, as required by law. The Depaitmeﬁt's offer to
purchase butter, Cheddar cheese, and nonfat dry milk is not limited to
specific quantities; 1/ the products offered, however, must'm;et cer-
tain specificdtions. Since November 1965, the Secretary of Agriculture
has also been authorized by the Food and Agriculture Act of 1965 (sec.
709, Public Law 89-321) to purchase the three products at market prices
above the support price, if ﬁetessary, to meet commitments under various
Government programs (e.g., the school lunch program). (See the follow-

ing section on Government purchases.)

1/ Unlike some Federal price-support programs which control output
of the commodities concerned, the price-support program for dairy
products does not limit the quantity of milk or dairy products that
may be produced or marketed except indirectly through its effect on
price.
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The price-support objective for milk for manufacturing has fluc-

tuated widely since 1953,when quotas were first imposed on imports of

certain dairy products under section 22 of the Agricultural Adjustment

Act, as amended, as shown in the following table.

The CCC price-support objective for milk for manufacturing, marketing
years 1953-71 and fluctuations from the preceding period

Marketing year beginning Apr. 1--

Increase or

: decrease (-) from

preceding period

1953

1954

1955

1956
1957

1958

1959 -
1960:
Apr. 1-Sept. 16

Sept. 17-Mar. 9 (1961)

Mar. 10-31 (1961)
1961

1962

1964

1965

1966:

Apr. 1-June 29
June 30-Mar. 31 (1967)

1967

1968
1969

1970 -

1971

Price-
support
objective :
Cents :
per pound :
3.74 :
3.15 :
3.15 :
3.25 :
3.25 :
. 3.06 :
3.06 :
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Percent

w
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1/ Less than 0.5 percent.
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The Secretary of Agriculture has frequently increased the price-
support objective for milk for manufacturing since the beginning of
the 1963 marketing year. On April 1, 1970, the price-support objec;ive
was increased from $4.28 to $4.66 per hundredweight, representing the
largest increase made in the price-support objective at the beginning
of any marketing year. On March 12, 1971, the Secretary announced
that the price-support objective for the 1971 marketing year would re-
main at $4.66 (81 percent of parity, based on February prices). On
that date he also stated that the price-support objective had been in-
creased at the beginning of the 1970 marketing year because the pro-
‘duction of milk was then declining and the increase was in keeping
with the obligation of the Department under tﬁe statutes to provide
sufficient supplies‘of milk for the 1970's. He also noted the upward
trend in the production éf milk following the 1970 increase in the
price-suﬁport objective.

In his announcement of March 12, 1971, the Secretary said he real-
ized that some dairymen believed that the price-support objective
should be increased, but he stated--

The long time well being of dairymen requires
that prices be kept at levels which will permit the
overwhelming proportion of milk to clear through
commercial markets. Dairymen, like all farm pro-
ducers, are faced with increased costs. But they
know from past experience that they do not benefit
when dairy production substantially exceeds demand

and excessive surpluses pile up in Government ware-
houses. We must avoid this.
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On March 25, 1971--13 days later--the Secréfary of Agriculture
announced that the price-support objective would be increased on
April 1 from $4.66 to $4.93 (85 percent of parity), the highest price
on record (table 4). In this announcement the Secretary of Agriculture
stated, among other things-—-—

that there is a constant analysis of the milk

production situation, and that farmer costs

have escalated sharply particularly in concentrate

feed which has gone up $10 to $20 per ton. Farmers

have no way to cut other costs to compensate for

those which have risen.

During 1969 the average price received by farmers for milk for
manufacturing was 26 cents per hundredweight above the CCC ?rice-
support objective, the greatest margin by which average market prices
of milk for manufacturing have exceeded the‘price—snpport objective
since at least 1953. 1In 1970 the price received by farmers aweraged
9 cents. per hundredweight above the price-support objective. The
price received by farmers in March 1971 was 7 cents per hundredweight
| below the price-support objective--$4;93—-effective April 1, 1971.

In March 1971 the market price for nonfat dry milk was 3.9 cents per
pound below the announced support price; on April 1, the market price
for butter equaled the announced support price, and the market price
for Cheddar cheese was 2.3 cents per pound above the announced support
price.

The Department of Agriculture generally stands ready to resell

dairy products to domestic commercial users for unrestricted use at

announced prices, which are always above the Government purchase
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prices. 1/ The announced resale prices ordinarily set a ceiling on
the wholesale market prices for the products except when Government
éfocks are low. Stocks of dairy products owned by the CCC have not
been resold to the domestic market at less than 110 percent of the
purchase price since March 30, 1967. Previously the Department's
resale price of dairy products for unrestricted use was about 105 per-
cent of the purchase price.

Government purchases.--The U.S. Government removes dairy products

from the commercial market through the Department of Agriculture's_
purchase program and the payment-in-kind export program (PIK) (see
following sectien). 2/ The great bulk of the dairy products so
removed have been acquired through the Department of Agriculture's
purchase program»conducted by the CCC (table 5).

U.S. milk prbducﬁion, gross removals from the commercial market-
(ccc phrchases and PIK exports) of butter, Cheddar cheese, and nonfat
dry milk, and the subsequent unrestricted domestic sales to the com-

mercial market by the CCC in recent years are shown in thé'following

table.

1/ Public Law 91-223, in effect, specified that dairy products
acquired by the CCC through its price-support operations may, insofar
as they can be used in the United States in nomprofit school lunch
programs and certain other charitable and welfare programs, be donated
for any such use prior to any other use or disposition.

2/ Under the Agricultural Act of 1948, as amended, the Department of

_Agriculture conducts school milk programs under which Federal grants
are given to subsidize local purchase of milk for school children.
The Congress directed, however, that the grants thereunder were not to
be regarded as amounts expended for the purpose of carrying out the
price-support program. Data on the annual cost of the school milk
programs are given in table 5 in the column labeled "Special milk pro-
gram." :
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U.S. production of milk, gross removals of milk equivalent by the CCC,
and subsequent unrestricted sales, S5~year averages 1953-62, annual
1963-70, and January-April of 1969-71

Milk equivalent on a fat-solids basis)
Milk equivalent of gross :
U.S t removals (CCC purchases and :

ve oe oo

Milk equivalent

. : PIK exports on a delivery :
. - milk . . of subsequent
Period 1/ : produc~ _basis) ' unrestricted
* tion : ¢ Percent of : domestic sales
: : Quantity ¢ U.S. milk
: : ¢ production :
: Million : s :
¢ pounds : Million pounds : ¢t Million pounds
Average: H : H : S
1953-57--: 123,070 : 7,089 : 5.8 ¢ 180
1958-62~—: 124,055 : 5,962 : 4.8 @ 19
Annual: : : : :
1963--=--:~125,202 : 7,745 3 6.1 : 32
1964~—=—~: 126,967 : 7,676 ¢ 6.0 : 788
1965-=—=-: 124,173 : 5,665 : 4.5 761
1966-—=--: 119,892 : 645 : .5 -
1967-—=—~ ¢ 118,769 : 7,427 6.2 : 1
1968====-: 117,234 : 2/ 5,159 : 4.4 6
1969-=—=-: 116,345 : 3/ 4,479 : 3.8 ¢ 25
1970-==-=: 117,436 : 5,805 : 4.9 : -
Jan,-Apr—=-—: : : :
1969~==~~: 38,608 : 2,133 : 5.5 20
1970-=---: 38,798 : 1,958 : 5.0 : -
1971-===-: 39,198 : 3,270 : 8.3 : -

1/ Calendar—year basis.

2/ Includes milk equivalent of 115 million pounds of evaporated milk
purchased with funds authorized by sec. 32 of Public Law 320 (74th
Cong.).

3/ Includes milk equivalent of 226 million pounds of evaporated mllk
purchased with sec. 32 funds.

Gross removals of dairy products from the commercial market by
the Department of Agriculture accounted for a smaller share of the
U.S. output of milk in 1968-70 than in most earlier years. Such re-
movals were larger in 1970, however, than in any year since 1967. 1In
May 1971 the Department of Agriculture reported that CCC removals of

dairy products from commercial markets in 1971 will likely exceed those

in 1970. 1In Januery-March 1971 CCC removals of dairy products from the

_commercial market were about 70 percent larger than those of the
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comparable period in 1970. Annual purchases of the individual products--
butter, Cheddar‘cheese, and nonfat dry milk--under the support program
have varied (table 6); during January-April 1971, Government purchases
were larger than in the comparable period in 1970. Generally, CCC
purchases have decreased when the market prices have been materially
greater than the Government's support prices (table 4).

When purchases at support priceé have been small and stocks of
dairy products owned by the CCC are deemed insufficient to meet commit-
ments under various Government programs such as the school lunch pro-
gram, the Secretary of Agriculture is: authorized under section 709 of
Public Law 89-321 to use CCC funds to purchase dairy products'atvmarket
prices (rather than at support prices). In 1966, when purchases were
first made under the authority of section 709, all of the cheese and
about a third of the‘butter were bought at market prices; no ncufat
dry milk Qas purchased under section 709. From 1966 until the latter
part of 1969, dairy products were not purchased under section 709 but
were bought at support prices. During the period October—Deéember 1969
Cheddar cheese was again purchased at market prices under section 709.

During the period January-March 1970 no purchases of Cheddar cheese
were made by the‘Government.‘ From April 1970 through February 1971 all
pﬁfchases of cheese by thé Government were at support prices. In
March 1971 the Government purchased 5.3 million pounds of cheese at
market prices under section 709; since then all purchases of cheese

by the Government have been at support prices. On April 1, 1971, the
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support price for Cheddar cheese was increased (table 4), and the
difference between the market prices and the support Prices narrowed.
On April 1, 1971, the market price was 2.3 cents per pound above the
support price, whereas during the preceding marketing year April 1,
1970-March 31, 1971) the market price averaged 3.0 cents above the

suppport price.

Disposition of Government stocks.--The dairy products acquired by

the Government under the price-support program are nearly all disposed
of through domestic welfare and institutional outlets and sales or do-
nations abroad. As shown in the tabulation in the previous section,
small quantities were disposed of through unrestricted commercial sales
prior to 1970. Domestic disposal has been to welfare recipients, thé
school lunch program, military and veterans} hospitals, and penal and
correctional institutions. The quantities of dairy products consumed
under Federal programs.and through commercial channels in the United
States are shown in table 7. Disposal abroad has been through sales
for local currency, barter, long-term supply contracts, and donations
to famine relief.

Inasmuch as the dairy éroducts acquired by the Government under
the price-support program have generally been utilized quite promptly
in recent yeatrs, uncommitted yearend supplies have been small (table 6).
The purchases of butter and Cheddar cheese by the Government in recent
years have generally been disposed of through school lunch and welfare
programs within the United States, whereas most of the nonfat dry milk
has been donated abroad. In 1962-65, however, substantial quantities

of nonfat dry milk and small amounts of butter were exported under the
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U.S. Government PIK program. On March 2, 1966, the U.S. Departmént of
Agriculture announced that the PIK export program for dairy products
h;d been temporarily suspended until the domestic dairy supply situa-
tion again justified its use; by May 1, 1971, the program had not been
reinstated. 1/

Costs of the dairy price-support programs.--The U.S. Department

of Agriculture reports that the annual net Government expendipures'g/
on the dairy price-support and related programs reached a peak of
$612.0 million in the year ending June 30, 1962, owing to unusually‘
large Government purchases of butter, Cheddar cheese, and . nonfat dry
milk. During the years ending June 30,,19§3~70,the annual expenditures
ranged from $68.6 million (in 1966) to $485.5 million (in 1963) (table
5). At the close of the 1970-71 marketing year, the Department
estimated that the expenditures in that year had reached $395 million,
the highest annual expenditures since 1963. At the Commission's

: hearing, the spokesman for thé Department of Agriculture estimated that
the expenditures for the 1971-72 year would amount to $510*million. 3/

| The great bulk of the expenditures have been for purchasing but-

ter, Cheddar cheese, and nonfat dry milk. In recent years the expend-
dtures for puréhasing Cheddar cheese have been lower than those for
purchasing butter and nonfat dry milk. Since 1965 the expenditures

for Cheddar cheese have only accounted for 4 percent (in 1966) to 18

1/ The PIK program is discussed in more detail in U.S. Tariff Commis-
sion, Certain Dairy Products: Report to the President on Investigation
No, 22-27 . . ., TC Publication 274, 1968 (processed), p. A-12.

127 CCC purchases and other costs (processing, repackaging, trans-
portation, storage, and handling), less proceeds from sales, do not
include costs of the special milk program to increase milk consumption
by children in schools, child-care centers, and similar institutionms.

3/ Transcript of hearing, p. 9.




A-14
percent (in 1968) of the total annual expenditures for the three products.

Section 22 quotas on imports of dairy products

Absolute quotas under section 22 of the Agricultural Adjustment
Act, as amended, were first imposed on cerfain dairy products in mid-
1953. Subsequently, as indicated in an earlier section of this report,
other articles were made subject to section 22 quotas after the Tariff
Commission_determined that imports thereof were interfering with the
price-support programs of the U.S. Department of Agriculture for milk
and butterfat. The  annual quotas currently in effect for dairy products
are shown in part 3 of the appendix to the Tariff Schedules of the
United States (TSUS). Such quotas restrict imports pf most articles
derived from cow's milk and currently entering international frade,
except the.cheeses here unéer investigation, lactose, and casein.

The maximum permissible anaual quantity of the specified dairy
pfoducts that can currently be imported under the quotas amounts ﬁo
about 972 million pounds (milk equivalent, fat-solids basis)--aﬁ
amount equal to 0.8 percent of the U.S. production of milk in 1970.
With the exception of several quotas that are not large enough to
attract commercial shipments (e.g., dried cream and certain éondensed
milk and cream), the annual quotas have been filled or substantially
filled in recent years.

For many years the price pull in the U.S. market for foreign
articles derived from milk has been greater for products of high but-

terfat content than for products of high nonfat milk=-solids content.
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In recent years,-as additional dairy products of high buttcrfat con-
tent have become subject to import quotas, shipments of dairy products
to the United States have consisted of increasing quantities of prod-
ucts of relatively high nonfat milk-solids content and/or little or no
butterfat. 1/ An increase in U.S. prices of nonfat milkbsolids has
contributed to the rise in imports of articles primarily containing.
or made from nonfat solids, such as milk replacer bases and.cettainf
low-fat cheeses. |

Pressures of foreign countries to enter the U.S. dairy market
despite the widening coverage of dairy products by import quptas can
be explained largely by significant different;als in recent years bc-
tween U.S. prices and foreign prices. .For example, iﬂ‘February
1971 the wholesale price of butter (finest grade from New iealand) in‘
London--a principal market--was 37.5 cents per pound (about:S cents.
higher tﬁan a year earlier); in Chicago, grade A buttervwas 70.0 cents
per pound (about 2 cents higher tham a year earlier). The correspcnd—
ing price of nonfat dry milk in Lon&on was about 16.5 cents éér pound
(about 7 cents higher than a year earlier), whereas thevaverage u.s.

market price was 28.0 cents per pound (about 1 cent higher than a

year earlier).

Current quotas for cheeses.—fAt the preseﬁt time, imports of

cheeses containing cow's milk, except Goya, Gjetost, Nobbelost,

1/ Imports of certain dried nonfat milk solids--in the form of non-
fat dry milk, dry buttermilk, and dry whey--have been subject to
- quantitative limitation since the sec. 22 quotas for dairy products
became effective in 1953. :
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Gammelost, and the cheeses here under investigation, are subject to
quotas imposed under section 22. The cheeses not cont;ining cow's
milk--principally Roquefort, other sheep's milk cheeses, and goat's
milk cheéses——are*not produced commercially in the United Sta?es and
are not subject to import quotas.

The annual import quotas currently applicable to various cheeses

are as follows:

X

Article 1/ : : Qﬁantity

Pounds,
product weight

.

Blye-mold (except Stilton) cheese, and cheese substi-
tutes for cheese containing, or processed from,

oe ee es se oo

blue-mold cheese-——-- : _5;016,999_ '
Cheddar cheese, and cheese and substitutes’. for cheese : ,
containing, or processed from, Cheddar cheese———————: 10,037,500 2/ -

American-type cheese, including Colby, washed curd, :
and granular cheese (but not including Cheddar) and :
cheese and substitutes for cheese containing, or :
processed from, such American-type cheese :

Edam and Gouda cheeses :

Cheese and substitutes for cheese containlng, or :
processed from, Edam and Gouda cheeses s

Italian-type cheeses, made from cow's milk, in :
original loaves (Romano made from cow's milk, :
Reggiano, Parmesano, Provolone, Provolette, and :
Sbrinz)-- :

Italian-type cheeses, made frem cow's milk, not in :

original loaves (Romano made from cow's milk, :

6,096,600
9,200,400

3,151,000

11,500,100

Reggiano, Parmesano, Provolone, Provolette, and

Sbrinz), and cheese and substitutes for cheese con-

taining, or processed from, such Italian-type

cheeses, whether or not in original loaves—=——-——- —

Swiss or Emmenthaler cheese with eye formation;

~ Gruyere-process cheese; and cheese and substi-
tutes for cheese containing, or processed from,
such cheese: 3/

Swiss or Emmenthaler cheese with eye formation

Other than Swiss or Emmenthaler cheese with eye
formation

1,494,000

4,271,000

3,289,000

See footnotes at end of tabulation.
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Article 1/ Quantity

Pounds,
product weight

Cheeses and substitutes for cheese provided for in
items 117.75 and 117.85, pt. 4C, schedule 1
(except cheese not containing cow's milk; cheese,
except cottage cheese, containing no butterfat or
not over 0.5 percent by weight of butterfat, and
articles within the scope of other import quotas
~provided for in pt. 3 of the appendix to the TSUS
(hereafter referred to as "other cheese") 3/-————==—-
Cheeses and substitutes for cheese, containing 0.5
percent or less by weight of butterfat, as provided
for in items 117.75 and 117.85 of subpt. C, pt. 4,
schedule 1, except articles within the scope of
other import quotas provided for in pt.3 of the
appendix to the TSUS 3/

60 oo o0 80 oo o0 00 se e o0 |ee oo

25,090,000

8,901,000

1/ For the complete description, see pt. 3 of the appendix to the
TSUS.

2/ Not more than 8,812,500 1b. shall be products other than ‘natural

Cheddar cheese made from unpasteurized milk and aged not less than 9.
months.
3/ All the foregoing, if shipped otherwise than in pursuance to a
purchase, or if having a purchase price (as provided in headnote
3(a) (i1i) to pt. 3 of the appendix to the TSUS) under 47 cents per
pound.

With respect to some of the cheeses, the quantity peimitted entry
under quotayis very small compared with U.S. production, whereas the
quantity of others ié large. The quantities specified in the existing
quotas on Cheddar and American-type cheeses, certain Swiss cheese, and
certain "other cheese," for example, is very small compared with the
domestic output. The quotas on blue-mold cheese and Italian—type cheeses,
howéver, were equivalent to about 24 percent and 14 percent, respectively.
of the domestic output in 1969 (the latest year for which data are avail-

~able), and the quotas on Edam and Gouda cheeses (natufal and process),
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Gruyere-process cheeses, and certain "other cheese" containing 0.5
percent or less by weight of butterfat were 1atgér thanvthe domestic -
output.

Administration of section 22 quotas for cheése,?-ImPOrt'QUotas':

on aged dheddar cheese are administered by the Bureau of,Cpstomé_ph a .
first-come, first-sgerved basis; imports of all other cheesgé unde?‘ |
quota are subject to licensing procedures of the Department Of  “
Agricdlture. 1/ The cheeses subject to such licensing pfocedﬁ;es
may be impdrted into the United States only by, or for theraccant of‘:‘
a péréon or firm licensed by the Department of Agricultufe, and oniy |
in accordance with the terms of the licemse. The license autho:izea

a particular .firm to enter designated quantities of cheese from a
designated country through a specified port of entry; all 11censes
for entries of cheeses further require that not more than half of the
dgsignated quantity can be imported in the first 6 months of the quota
year, ‘

When issuing licenses the Department of Agriculture must, to the

fullest extent practicable, assure (1) the eduitable distribution of
the fespective quotas among importers or users and (2) the allocation
of shares of the respective quotas among supplying countries, based
upon the proportion supplied by each country during a previous répre—

sentative period, taking due account of any special factors that may

1/ Presidential Proclamation No. 4026 of Dec. 31, 1970, excepted
certain cheese and substitutes for cheese containing 0.3 percent or
 less by weight of butterfat from the licensing procedure for. the
period Jan. 1-June 30, 1971. ’
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have affected or may be affecting the trade in the articles concerned. 1/
In accordance with these directives, the Department generally regards
an importer who entered cheese during a base period as eligible for a
license; he would usually‘be granted a share of the annual quota
proportionate to his share of total imports of the ch;ése in the base
period. Importers seeking to enter the trade may be licensed to enter
nominal quantities of cheese. Licenses may not be transferred or as-
signed to others, except as authorized by the Department of Agriculture.
Effective January 1, 1971, if the Secretary of Agriculture deter-
mines that, regarding any article for which licenses are required, a
quota quantity specified for a particular country is not likely to be
entered within any calendar year, he may issue a regulation providing
for the adjustment, for that calendar year, of the quantities of such
article which may be entered during such year from particular countries

of origin, but the aggregate quantity permitted to be entered from all

countries during such calendar year may not be exceeded. 2/ .

U.S. Foreign Trade in Dairy Products
Although in most years since World War II the United States has
been a net exporfer of dairy products, imports were substantially
larger than exports in the years 1966-70 (table 1). Exports have been
smalllcompared with domestic producﬁion. Most of the U.S. exports of
dai;y products have been under various Government programs. Unsubsi-

dized U.S. exports of dairy products have been negligible. During the

1/ Headnote 3(a) (1) to~§t. 3 of the appendix to the TSUS.
2/ Presidential Proclamation No. 4026.
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period 1963-~70, annual U.S. exports of dairy»products ranged downward
from 6,872 million pounds in 1964 (equivalent to 5.4 percent of the
U.S. output) to 363 million pounds in 1967 (0.3 percent of U:S. output).
In 1970, exports amounted to 437 million pounds, equal to 0.4 percent
of milk production.

For many years, U.S. imports of dairy products have been small
compared with domestic production (table 1). U.S. imports of certain
dairy products are shown in table 8 for the years 1966-70 (product-
weight basis). Until 1966, annual imports amounted to less than 1
billion pounds (milk equivalent) and were equal to less thaP 1 percent
of U.S. production of milk. In 1966, however, imports increased
sharply, amounting to 2.8 billion pounds (eduivalent to 2.3 percent of
domestic output). Imports in 1967 were even highér-2.9 billion
pounds (equivalent to 2.4 percent of U.S. production).

Effective July 1, 1967, quotas were imposed on several dairy
| products (principally Colby cheese, certain butterfat-sugar mixtures,
and frozen cream) which had accounted for the great bulk of the in-
crease in imports during 1966 and early 1967. Although aggregate
imports of dairy products declined from 2.9 billion pounds in 1967 to
1.8 billion pounds in 1968 (equivalent to 1.5 percent of domestic
output), they were, nonetheless, substantially above the pre-1966
Ievel of 1 billion pounds because imports of the uncontrolled dairy

products continued to increase.
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In 1968 several Presidential actions were taken wiﬁh regard to
U.S. imports of dairy products. 1/ Among other things, the President
on September 24, 1968, proclaimed emergency quotas on Swiss or Emmen-
thaler cheese, Gruyere-process cheese, and certain "other cheese,"
if having a purchase price under 47 cents per pound.\

On January 6, 1569, following a report by the Tariff Commission,
the above-mentioned emergency quotas except for those on '"other cheese"
were continued in effect; 2/ for "other cheese" the product coverage
and the quota quantity were changed. §/

When the proclamation was issued on January 6, 1969, the U.S.
Department of Agriculture announced: "It is estimated that 1969 U.S.
imports of all dairy products--both within and outside the import
control system--will amount to approximately 1.3 billion pounds (milk
equivalent)." 4/ In that year imports of dairy products actually '
amounted to 1.6 billion pounds (equal to 1.4 percent of the U.S. pro-
duction of milk). 1In 1970, imports of dairy products amounted to 1.9
billion pounds (equal to 1.5 percent of the U.S. production of milk),
or about 17 percent larger than in 1969.

Shortly after the quotas became effective in January 1969, imports

of uncontrolled dairy products increased sharply or entered for the

1/ Presidential Proclamation Nos. 3856 and 3870.

2/ Presidential Proclamation No. 3884.

3/ For a discussion of the changes see Certain Dairy Products:
Report on Investigation No. 332-64 . . ., TC Publication 340, 1970
(processed) .-

4/ U.S. Department of .Agriculture press release 31-69, Jan. 6, 1969.
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first time in substantial quantities. On May 13, 1970, the'President
requested the Tariff Commission to conduct an investigation under sec-
tion 22 to derermine whether four of those articles—éiee cream, low-fat
chocolate crumb, milk replecer bases, and, if having a purchase price
under 47 cents per pound, certain’ low—fat cheeses-—were being, or were
practically certain to be, 1mported into the United States 80O as to
interfere with the price-support programs of the Department of Agri—
culture for milk and butterfat. On January 1, 1971, following a report
by the Tariff Commission, those four articles were made subject to
quotas. 1/ Neither the President nor the Department of Agrieulture
has indicated the anticipated level of the milk'equivalent_ofiimporte
likely to be experienced as a result of making those four articles
subject to quotas. | .

Ae already indicated (Pf. 6 £.), the cheeses and substitutes for
cheese having a purchase ﬂrice of 47 cents per pound or more and re-
ferred to in items (1) and.(Z) of the President's request for this
investigation were among rhe articles that in 1970 accounted for a
larger share of the nonquota imports (milk equivalent, fat-solids
basis) than did those on which the President requested section 22
action in May of that year. There were no known imports of the cheeses
and substitutes for cheese referred to in item (3) of the President's
request--i.e., those containing 0.5 percent or less of butterfa€ and

having a purchase price of 47 cents per pound or more. ’Apparently

1/ Presidential Proclamation No.'£b261
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such cheeses were included in the request so that the cheeses currently
being investigated fully complemented those already under quota if
having a purchase price under 47 cents per pound.

On a product-weight basis, imports of the cheeses here under in-
vestigation increased from an estimated 13.6 million pounds in 1965
to about 56.4 million pounds in 1970 (table 9).

During 1968-70, estimated imports on a product-weight basis of
the four articles made subject to quotas on January 1, 1971, had in-
creased even more sharply, as shown in the following table.
U.S. imports of ice cream, low-fat chocolate crumb, milk replacer

bases, and low-fat cheese, 1968-70,and quota quantities effective
Jan. 1, 1971

: Quota
Item : Imports : quantity
: : : effective
, 1968 . 1969 . 1970 . yan. 1, 1971
Ice cream-----——----1,000 gal--: - :2,588 : 8,006 : 431
Low-fat chocolate crumb : : : :
1,000 1b=-: - 477 : 9,693 : 4,680
Milk replacer bases——-—- do--—-: 2,398 : 9,693 : 27,435 : 16,300
Low—-fat cheeses do : 60 : 3,000 : 11,027 : 8,901

Except for ice cream, the quota quantities shown above were about
equal to imports during July 1969-June 1970--a 12-month period when
imports were exceptionally high. The quota quantity for ice cream,
however, the product containing the bulk of the imports of fat solids,
equaled 50 percent of the average annual imports of that article dur-
ing the representative period designated by the President (1967-69),

and thus was the minimum quota quantity allowed by the statute.
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Agricultural Support Programs and Export
Subsidies of Foreign Countries

In many foreign countries, as in the United States, govermments
operate price-support programs for dairy products designed to-maintain
and improve farmers' incomes. Encouragement of production by support
prices favorable to producers--in the absence of effective production
or marketing controls--has generally given rise to additional measures
to deal with resulting surpluses. Important among these hés been the
use of export subsidies to increase sales in foreign nmarkets. More-
over, high prices in ;he home markets engendered by price-support
policies generally have necessitated measures to protect'the home
markets against lower priced imports. Curtailment‘of imports in
custémary markets,<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>