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REPORT TO THE PRESIDENT

United States International Trade Commission,
July 21, 1976.

To the President:

Pursuant to your request of March 26, 1976, the United States

International Trade Commission has conducted an investigation
(No. 22-40) under subsections (a) and (d) of section 22 of the
Agricultural Adjustment Act, as amended (7 U.S.C. 624), with respect
to mixtures of dried milk and other ingredients. 1/ The purpose
of this investigation was to determine whether--

Dried milk (described in items 115.45, 115.50,

115.55, and 118.05) which contains not over 5.5

percent by weight of butterfat and which is

mixed with other ingredients, including but not

limited to sugar, if such mixtures are capable

of being further processed or mixed with similar

or other ingredients and are not prepared for

marketing to the retail consumers in the identical

form and package in which imported; all the

foregoing mixtures wherever classified under

the Tariff Schedules of the United States (TSUS)
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 program conducted:by- the Department of Agriculture for

milk, or to reduce substantially the amount of products processed in

the United States from domestic milk.

1/ Public notice of the investigation was issued Apr. 26, 1976.
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
Apr. .29, 1976 (41 F.R. 17976). A public hearing was held on May 25,
1976; all interested parties were afforded an oppdrtunity to produce
evidence and to be heard. ' :




With your letter of March 26 you forwarded a copy of Proclamation
No. 4423 (both shown‘in. app. A of this report), which was issued
pursuant to section 22(b) of the Agricultural Adjustment Act, as
amended. The proclamation established an emergency quota of zero
pounds for imports of the aforementioned dried milk mixtures, such
quota to continue in effect pending Presidential action upon receipt
of the report of the Commission's findings and recommendations with
respect to such dried milk mixtures. The emergency quota was pro-
vided for by adding item 950.19 to the dairy product quota provisions

in part 3 of the Appendix to the TSUS.

You also requested that the Commission advise you with respect
to a recommendation you received from the Secretary of Agriculture
that the monetary limitation in headnote 2 (b) of part 3 of the
Appendix to the TSUS for the exclusion from the quota restrictions
provided for in part 3 of articles (except cotton and cotton waste)
with an aggregate value of not over $10 in any shipment, if imported
as samples for taking orders, for the personal use of the importer,
or for research, should be adjusted, and that the authority for
making such an adjustment and any further adjustments which may
become necessary in the future should be vested in the Secretary of
Agriculture. You requested that the Commission's advice on this
recommendation include the amounts of any ipcreases deemed appropriate

.
in the limitation at the present time.

The report of the Commission on the aforementioned matters,
including its findings and recommendations, is submitted -herewith.
The information contained in this report was obtained from evidence

submitted at the publip hearing, from briefs, from other Government



Findings

On the basis of the investigation--

(1) The Commission fihds (Chairman Leonard and Commissioner Ablondi

dissenting) 1/ that the articles described below are being, or are prac-

tically 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 program
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:

Dried milk (described in items 115.45, 115.50, 115.55,
and 118.05) which contains not over 5.5 percent by
weight of butterfat and which is mixed with other in-
gredients, including but not limited to sugar, if such
mixtures contain over 16 percent milk solids by weight,
are capable of being further processed or mixed with
similar or other ingredients and are not prepared for
marketing to the retail consumers in the identical

form and package in which imported; all the foregoing
mixtures provided for in items 182.98 and 493.16 of

the Tariff Schedules of the United States, except arti-
cles within the scope of other import restrictions pro-
vided for in this part 3 of the Appendix to the Tariff
Schedules of the United States.

1/ Chairman Leonard and Commissioner Ablondi find that the articles
described in the President's letter of March 26, 1976, 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 ineffective, or materially interfere with, the price-support
program 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. '



(2) The Commission unanimously finds that increasing the monetary
limita;ion in headnote 2(b) 6f part 3 of the Appendix to the Tariff
Schedules of the United States for the exclusion from the quota
restrictions provided for in part 3 of articles (except cotton and
cotton waste) to an aggregate value of not over $25 in any shipment,
if imported as samples for téking ofders, for the personal use of the
importer, or for research will not render or tend to render ineffec-
tive, or materially interfere with, any program or operation undertaken
under Title 7 or the Soil Conservation and Domestic Allotment Act, as
amended, or section 32, Public Law Numbered 320, Seventy-Fourth
Congress, approved August 24, 1935, as amended, or any loan, purchase,
or other program or operation undertaken by the Department of
Agriculture, or any agency operating under its direction, with respect
to any agriéultural commodity or product thereof, or to reduce sub-
stantially the amount of any product processed in the United States
from any agricultural commodity or product thereof with respect to

which any such program or operation is being undertaken. 1/

1/ Commissioners Parker and Bedell agree that the recommended modifi-
cation would have no adverse effect upon any program conducted by the
Department of Agriculture but do not believe that such a finding is
essential or required to support the action recommended and, in their
judgment, other criteria such as administrative manageability are
sufficient to warrant the action recommended. Thik is shown by the
history of this monetary limitation.



Recommendations

(1) The Commission recommends (Chairman Leonard and Commissioner
Ablondi dissenting) 1/ that éhe President issue a proclamation pur-
suant to section 22(b) of the Agricultural Adjustment Act, as amended,
modifying the article description in item 950.19 of the Tariff
Schedules of the United States to read as set forth in finding (1).

(2) The Commission unanimously recommends that the President
issue a proclamation pﬁrsuant to section 22(d) modifying headnote 2(b)
of part 3 of the Appendix to the Tariff Schedules of the United
States by changing‘"SlO" to ''$25",

(3) The Commissién fecommends (Commissioners Bedell and Parker
dissenting) 2/ that the authority for making further adjustment in
the monetary limitation in headnote 2(b) of part 3 of the Appendix
to the Tariff Schedules of the United States not be vested in the

Secretary of Agriculture.

1/ Chairman Leonard and Commissioner Ablondi recommend that the
President issue a proclamation pursuant to section 22(b) of the Agri-
cultural Adjustment Act;, as amended, terminating item 950.19 of the
Tariff Schedules of the United States.

2/ Commissioners Bedell and Parker recommend that the authority for
making further adjustments in the monetary limitation in headnote 2(b)
of part 3 of the Appendix to the Tariff Schedules of the United States
be vested in the Secretary of Agriculture provided such authority may
lawfully be so delegated.
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Statement of Reasons of Commissioners George M. Moore,
Catherine Bedell, and Joseph 0. Parker

The agricultural price support program

The Agricultural Act of 1949, as amended, requires the Secretary
of Agriculture to support the price of milk at such level between 75
percent and 90 percent of parity as he determines necessary to assure
an adequate supply of pure and wholesome milk to meet current needs,
reflect changes in the cost of production, and assure a level of
farm income adequate to maintain productive capacity sufficient to
meet anticipated future needs. The current level of price support as
established by the Secretary of Agriculture is 80 percent of parity.
In carrying out the price-support program, the Department of Agricul-

"ture conducts a purchase program for three basic manufactured dairy
products-Qbutter, Cheddar cheese, and nonfat dry milk. Under this
program, the Department stands ready to purchase, at announced prices,
the aforementioned three products necessary to carry out the price-support
objective.

The maintenance of this price-support program for dairy products
has resulted in a domestic price level above the world price level and thus
serves as an incentive to the importation of dairy products. Imports,
if permitted to flow unabated, would displace doFestically produced
products in the marketplace and significantly increase the cost of the
purchase program to the Department of Agriculture and would render or
tend to render ineffective, or materially interfere with programs or
operations undertaken by the Department of Agriculture.

Section 104 of the Defense Production Act of 1950, as amended,
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of the expiration of these quotas, the President, on the basis of a
report on investigation No. 22-6 from the Tariff Commission (now the
United States International Trade Commission) pursuant to section 22

of the Agricultural Adjustment;Act, as amended, imposed by proclama-
tion, effective July 1, 1953, import quotas on the same dairy products
that had been subject to quotas under section 104. Since 1953 the
quota program has been modified in an effort to place under restriction
impoerts of dairy products’ which had effectively avoided the then_exist-

ing quotas.

U.S. stocks and price support

Milk solids in the form of nonfat dry milk, dried whey, dried whqle
milk, and dried buttermilk are used as ingredients in a wide range of
food products. Historically, there has been a surplus of dried milk
products (and relatively low prices) in the United States. Beginning
in late 1972, prodﬁction (particularly of nonfat dry milk) declined and
market prices for nonfat dry milk rose above the support price. Market
and support prices for nonfat dry milk rose rapidly, doubling between
. mid-1972 and mid-1975; however, beginning in mid-1974, the market price
declined toward the support price and the Government began acquiring
stocks of nonfat dry milk. Such stocks increased from 4 million pounds
in June 1974 to 420 million pounds in March 1976, a record high in
recent years.

The market price for nonfat dry milk is currently slightly below
the support price, and the Commodity Credit Corporatibn purchased 102

million pounds of the product in the period from January-June 1976.
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During the most recent marketing year (ended March 31, 1976), expendi~

tures under the dairy price-support program totaled $233 million.

Actual and potential imports

In November of 1975, a mixture of dried milk and sugar was imported
from Canada. This was a new product consisting of nonfat dried milk
and sugar in such proportions as to avoid the then existing quota restric-
tions. Thus, a means had temporarily been found ihrough which dried milk,
not only from Canada but from other major producers, could enter the
United States in potentially massive amounts.

Stocks of nonfat dry milk in the major foreign producing countries
are very large. At the end of 1975, world stocks amounted to about
3 billion pounds, more than double the stocks available at the
end of 1974. Nonfat dry milk prices on the world market are signifi-
cantl&'below the U.S. price. For example, the price of nonfat dry
milk f.o.b. New Zealand is 16 cents per pound, compared with 62 cents
per pound in the United States.

The recent importation of mixtures of dried milk and sugar shows
beyond doubt that importers were again proceeding to avoid the existing
quotas on dairy products by producing mixtures for entry under other
tariff classifications. Considering the price disparities between
dried milk in the United States and dried mi}k in foreign countries
and the potential supply available for export to the United States,
together with the actions of exporters and importers to bring mixtures

of dried milk and other ingredients into the United States, it was practi-

cally certain that imports of dried milk mixtures would enter the United
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States under such conditions and in such quantities as to render or
tend to render ineffective or materially interfere with the price-
support program for milk.

In mid-November 1975, immediately after the first test shipment from
Canada of the mixture of dried milk and sugar, the U.S. Government took up
the matter with Canadian authorities. The result was that on November 21,
1975, the Canadian Dairy Commission suspended further sales of nonfat dry
milk for export to the United States and the suspension continues in effect.
The United States asked the governments of Australia and New Zealand not
to allow shipments of nonfat dry milk to the United States and these govern-
ments pronised their ongoing cooperation in the matter. The European
Community also agreed not to subsidize nonfat dry milk exports to the
United States. On March 26, 1976, the President, upon recommendation
of the Secretary of Agriculture, exercised his emergency powers under the
provisions of section 22 and placed under quota almost all imported mixtures
of dried milk and other ingredients.

The conditions which led to the imposition of the original quota
still exist and, indeed, as we have previously discussed, have been
exacerbated by growing stocks of dried milk in both the United States
and elsewhere, lower market prices, and increased purchases under
support programs. If the present quota is abolished, dried milk
mixtures already determined to be outside previously existing quotas
would be practically certain to be exported to 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
program for milk of the Department of Agriculture. There is no evidence

in the record before the Commission which indicates that all those
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countries which are curren;ly restricting exportation of dried milk to
the United States will perménently restrict the exportafion of such milk
or thaf it will not be sold to third countries and then re-exported to
the United States. Based on all of the factors listed above, we find
the criteria of section 22 of the Agricultural Adjustment Act, are

satisfied and, therefore, recommend that the quota, revised as described

below, be maintained.

Recommended revision of TSUS item 950.19

From the evidence established by our investigation, we do not
find that all of the articles which would be excluded from entry into
the United States by the President's Proclamation No. 4423, because they
contain small amounts of dried milk, should be excluded. We have con-
cluded that there are many articles which contain small amounts of dried
milk which ﬁave historically been imported and which do not interfere
with the price-support program for milk within the meaning of section
22. These products should not be excluded and it is our recommendation,

therefore, that the quota be limited to those articles which contain

over 16 percent milk solids by weight such as the mixture of driedmilk and

sugar from Canada, classifiable for tariff purposes in TSUS item 182.98,
and the mixture of dried milk and casein in TSUS item 493.16, which
could o6therwise avoid previously existing quotas. Mixtures which have
historically been imported, such as certain dried soup ingredients

and bakery extenders which do not contain over 16 percent milk solids
by weight, admitted under TSUS item 182.98, would not be within our

recommended zero quota.

10
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During the course of the Commission s investigation a representative of
the Department of Agriculture testified that it was not the Department's
intention in recommending the emergency action taken by the President to
include articles already dubject to previously existing quotas. Under
the product description we have recommended, such articles are not included
under the revision to item 950.19.
Section 22(b) of the Agricultural Adjustment Act, as amended,

provides that--

no proclamation under this section shall impose any

limitation on the total quantity of any article or

articles which may be entered, or withdrawn from

warehouse, for consumption which reduces such per-

missible total quantity to proportionately less than

than 50 per centum of the total quantity of such

article or articles which was entered, or withdrawn

from warehouse, for consumption during a represen-

tative period as determined by the President...

Information obtained in the investigation indicated that in the

period January-October 1975 there were no imports into the United
States of articles which contained over 16 percent by weight of milk
solids, classifiable in TSUS items 182.98 and 493.16, which fit the other

criteria of our finding and recommendation. Therefore, the zero quota

we have recommended does not contravene the foregoing provision.

Monetary limitation

The request of the President for advice from the Commission with
respect to the monetary limitation in headnote 2(b) of part 3 of the
Appendix to the TSUS for the exclusion from the quota restriction has

been considered in the light of changed conditions since the monetary

11
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limitation was first proclaimed in 1953. We have concluded that the
value of $10 per shipment is no longer realistic in the light of changes

which have taken place, and we recommend that such figure be increased

to $25.

12
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Statement of Vice-Chairman Daniel Minchew

Pursuant to the request of the President of March 26, 1976, the
United States International Trade Commission (Commission) conducted an

|
investigation under subsections (a) and (d) of section 22 of the Agri-
cultural Adjustment Act, as amended, with respect to mixtures of dried
milk and other ingredients. The purpose of this investigation was to
determine whether--

Dried milk (described in items 115.45, 115.50, 115.55, and

118.05) which contains not over 5.5 percent by weight of

butterfat and which is mixed with other ingredients, inclu-

ding but not limited to sugar, if such mixtures are capable

of being further processed or mixed with similar or other

ingredients and are not prepared for marketing to the retail

consumers in the identical form and package in which imported;.

all the foregoing mixtures wherever classified under the Tariff

Schedules of the United States (TSUS)
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
program of the U. S. Department of Agriculture for milk, or to reduce
substantially the amount of products processed in the United States from
domestic milk.

A copy of Proclamation No. 4423, which was issued March 26, 1976,
pursuant to section 22(b) of the Agricultural Adjustment Act, as
amended, was included with the President's request to the Commission -of
the same date. .This proclamation established an:emergency quota of zero
pounds for imports of the aforementioned dried milk mixtures, such quota

to continue in effect pending Presidential action uﬁbn receipt of the

~ report of the Commission's findings and recommendations with respect to

13
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such dried milk mixtures. The emergency quota was provided for by
adding item 950.19 to the dgiry product quota provisions in part 3 of
the Appendix to the TSUS.

Further, the President requested advice with respect to a recom-
mendation received from the Secretary of Agriculture that the monetary
limitation in headnote 2(b) of part 3 of the Appendix to the TSUS for
the exclusion from the quota restrictions provided for in part 3 of
articles (except cotton and cotton waste) with an aggregate value,of
not over $10 in any shipment, if imported as samples for taking orders,
for the personal use of the importer, or for research should be adjusted,
and that the authority for making such an adjustment and any further
adjustments which may become necessary in the future should be vested
in the Secretary of Agriculture. The requested advice was to include
the amounts of any increases deemed appropriate in the limitation at

the present time.

Findings

(1) I find that the articles described below 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 ineffec-
tive, or materially interfere with, the price-support program of the U.S.
Department of Agriculture for milk, or to reduce substantially the amount

!
of products processed in the United States from domestic milk:

Dried milk (described in items 115.45, 115.50, 115.55,

and 118.05) which contains not over 5.5 percent by weight

of butterfat and which is mixed with other ingredients,

including but not limited to sugar, if such mixtures con-

tain over 16 percent milk solids by weight, are capable of

being furpher processed or mixed with similar or other ingre-
dients and are not prepared for marketing to the retail con-

14
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sumers in the identical form and package in which im-
ported; all the foregoing mixtures provided for in items
182.98 and 493.16 of the Tariff Schedules of the United
States, except articles within the scope of other import
restrictions provided for in this part 3 of the Appendix
to the Tariff Schedules of the United States.

i
‘

(2) I find that increasing the monetary limitation in headnote
2(b) of part 3 of the Appendix to the Tariff Schedules of the United
States for the exclusion from the quota restrictions provided for in
part 3 of articles (except cotton and cotton waste) to an aggregate
value of not over $25 in any shipment, if imported as samples for taking
orders, for the personal use of the importer, or for research will not
render or tend to render ineffective, or materially interfere with, any
program or operation undertaken under Title 7 or the Soil Conservation and
Domestic Allotment Act, as amended, or section 32, Public Law Numbered‘
320, Seventy-Fourth Congress, approved August 24, 1935, as amended, or any

loan, purchase, or other program or operation undertaken by the Department

of Agriculture, or any agency operating under its direction, with respect

to any agricultural commodity or product thereof, or to reduce substantially

the amount of any product processed in the United States from any agri-
cultural commodity or product thereof with respect to which any such

program or operation is being undertaken.

Recommendations

(1) I recommend that the President issue a proclamation pursuant
to section 22(b) of the Agricultural Adjustment Act, as amended, modify-
ing item 950.19 of the Tariff Schedules of the Uni;ed States to read as

set forth in finding (1).

15
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(2) I recommend that the President issue a proclamation pursuant
to section 22(d) modifying headnote 2(b) of part 3 of the Appendix to
the TSUS by changing "$10" to "$25".

(3) I further recommend that the authority for making further
adjustment in the monetary limitation in headnote 2(b) of part 3 of the
Appendix to the Tariff Schedules of the United States not be vested in

the Secretary of Agriculture.

Considerations

The Agricultural Adjustment Act of 1949, as amended, requires the
Secretary of Agriculture to4support the price of milk at such level
between 75 percent and 90 percent of parity as he determines necessary to
assure an adequate supply of pure and wholesome milk to meet current needs,
reflect changes in the cost of production, and assure a level of farm income
adequate to maintain productive capacity sufficient to meet anticipated
future needs. Among other things designed to support the prices of dairy
products, the Department of Agriculture maintains a purchase program for
three basic manufactured dairy products--butter, Cheddar cheese, and nonfat dry
milk; and the Department stands ready at all times to purchase, at announced
prices, unlimited quantities of these three products that meet certain speci-
fications.

The maintanance of these price-support programs for dairy products has.
resulted in incentives which have made the importing of dairy producfs more
profitable. Such imports, if permitted to flow unabated, could significantly

increase the costs of the purchase program to the Department of Agriculture

16



and prevent or materially interfere with the price and production
"objectives of the total price-support programs. As a result, various
quantitative limitations have been recommended by the Commission and

imposed by the President under section 22 since 1953 on dairy products,
|
including products designed to avoid previously imposed quotas.

Milk solids in the form of nonfat dry milk, dried whey, dried milk,
and dried buttermilk are used as ingredients in a wide range of food
products. Historically, there has been a surplus of dried milk products

(and relatively low prices) in the United States. Beginning in late 1972,

production (particularly of nonfat dry milk) declined and market prices for

nonfat dry milk rose above the support price. Market and support prices
for nonfat dry milk rose rapidly, doubling between mid-1972 and mid-1975;
however, beginning in mid-1974, the market price declined toward the
support price, and the Government began acquiring stocks of nonfat drv
milk. Such stocks increased from 4 million pounds in June 1974 to 420
million pounds in March 1976, a record high in recent years.

The market price for nonfat dry milk is currently slightly below
the support price, and the Commodity Credit Corporation purchased 102
million pounds of the product in the period January-June 1976. During
the most recent marketing year, ended March 31, 1976, expenditures under
the dairy program totaled $233 million, also a high in recent years.

'Stocks of nonfa; dry milk in the major foreign producing countries
are very large. At the end of 1975, world stocks amounted to about 3
billion pounds, more than double the amount available at the end of 1974.
Prices of nonfat dry milk on the world market are sighificantly below

the U.S. price. For example, the price of nonfat dry milk f.o.b. New
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Zealand is 16 cents per pound, compared with 62 cents per pound in
the United States.

The recent importation of mixtures of dried milk and sugar shows
beyond doubt that importers have rediscovered the method which had pre-
viously been used to avoid quotas on dairy productsé-mixing sugar with a
milk product and creating an article not subject to outstanding quotas.
Accordingly, mixtures of nonfat dry milk and sugar began to enter the
United States in November 1975.

Considering the disparities between prices in the United States
and in foreign countries, it was practically certain that imports of dried
milk mixtures would enter 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 program for milk.

Despite my finding that Presidential action is necessary, I cannot
agree that articles containing small amounts 6f dried milk should be
excluded. I believe that articles which contain small amounts of dried
milk and which have historically been imported are not interfering with
the price-support program for milk within the meaning of section 22.

Furthermore, the question arose as to whether articles previously
subject to section 22 import restrictions were included in this investi-
gation. A representative of the Department of Agriculture advised that it
was not its intention that such articles be included. Accordingly, I have
recommended that the article description for thL quota item 950.19 be

changed to exclude articles within the scope of éhe other section 22

import restrictions. I have recommended that they be specifically excluded
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from quota 1tem 950.19."
Section: 22(b) of ‘the Agricultural AdJustment Act, as. amended,
‘contains. a prov1$o that -~
no proclamation under this section shall .impose .any
limitation on the total quantity of any article or
articles which may- be‘entered, or withdrawn from . .
warehouse, for consumption which reduces such per=: .- . "~ ~
missible total quantity to proportionately less than
50 per centum of the total quantity of such article
or articles which was entered, or withdrawn from ware- -
house, for consumption during a representative period
as determined by the President.

Information obtained in the investigation indicated that in the period
January-October 1975 there were no imports into the United States of articles
whiéﬁ contained oféf 16 percent by weight of milk solids and which were clas-
sifiéble in TSUS items 182.98 and 493.16 and which fit the other criteria of
my findings and recommendations. For this reason, I have found that a zero-
pound quota is consistent with section 22(b).

The President's request from the Commission as to the monetary limitation
in headnote 2(b) of part 3 of the Appendix to the TSUS for the exclusion from
the quota restriction should be considered in light of its effect on the
pfice-support system of the Department of Agriculture. I have concluded that
increasing the value to $25 from $10 per shipment would not render or tend
to render ineffective, or materially interfere with, any of the programs of
the U. S. Depértment of Agriculture as described in finding number (2)
or reduce substantially the amount of such products processed in the.United

States. The increase from $10 to $25 allows for the inflation in prices of
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