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REPORT TO THE PRESIDENT

U.S. Tariff Commission,
June 15, 1967.
To the President:

Pursuant to your request of April 7, 1967, 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 dairy.products 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 and butterfat,
and to determiﬁe related questions.

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

(1) 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;

(2) Cheese and substitutes for cheese containing, or
processed from Edam and Gouda cheeses;

(3) Italian-type cheeses, made from cows' milk, not in
original loaves (Romano made from cows' milk, Reggiano,
Parmesano, Provoloni, Provolette, and Sbrinz), and cheese
and substitutes for cheese containing, or processed from,
such Ttalian-type cheeses, whether or not in original
loaves; and

(4) Articles containing over 5.5 percent but not over
45 percent by weight of butterfat, the butterfat of which
is commercially extractable, or which are capable of being






used for any edible purpose for which products containing
butterfat are used (except articles currently subject to
quotas under Section 22 of the Agricultural Adjustment Act,
as amended, cheeses, and articles packaged for distribution
in the retail trade and ready for use by the purchaser at
retail for an edible purpose or in the preparation of an
edible article).

You also requested that, if the Commission finds and recommends

that quotas be imposed on any of the aforementioned articles, the Com-

mission determine--

(a) whether items 950.08, 950.09, and 950.10, Tariff
Schedules of the United States (TSUS), can be modified to
include any or all of the articles described in the fore-
going subdivisions (1), (2), and (3), respectively, with an
increase in the existing quotas by the amounts of the recom-
mended quotas for any or all of the articles in the respec-
tive subdivisions (1), (2), and (3), and

(b) whether, in lieu of imposing any recommended quotas
for the products (except frozen milk and cream) described in
the foregoing subdivision (4), the quota quantity specified
for the products in item 950.05 of the TSUS can be enlarged
by an amount of such products which, in the judgment of the
Tariff Commission, would have to the extent practicable a
total combined butterfat content approximately equivalent to
the total combined butterfat content of the products in sub-
division (4) (other than frozen milk or cream) included in
any recommended quota therefor--with a corresponding reduc-
tion in any such recommended quota for subdivision (4),

without rendering or tending to render ineffective or materially

interfering with the said programs of the Department of Agriculture.

You further requested that the Commission, in its investigation,

consider and report its findings and recommendations whether--

Section 22 quotas on dairy products [E@§7 be changed from
the present fiscal-year basis, with allocations of cer-
tain quotas being made three times a year, to a calendar-
year basis, with semi-annual allocations when the yearly
quota is periodically allocated






without rendering or tending to render ineffective or materially inter-

fering with the price-support programs for milk and butterfat. l/‘

;/ Public notice of the institution of the Commission's investiga-
tion was issued on Apr. 10, 1967. The notice was posted at the Com-
mission's offices in Washington, D.C., and in New York City, and was
published in the Federal Register (32 F.R. 6011) and in the
Apr. 26, 1967, issue of the Customs Bulletin. A public hearing was
held May 15-17; interested parties were afforded opportunity to pro-
duce evidence and to be heard. In addition to the information sub-
mitted at the hearing, the Commission obtained information from briefs
of interested parties, from fieldwork, from other Government agencies,
and from other appropriate sources.







FINDINGS

On the basis of its investigation, the Commission unanimously
finds:

1. That the articles described below are not now being, but 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 United States Department of Agriculture for milk and butterfat:

(a) American-type cheese, including Colby, washed curd,
and granular cheese (but not including Cheddar) and
cheese and substitutes for cheese containing, or pro-
cessed from, such American-type cheese; and

(b) Articles containing over 5.5 percent but not
over L45 percent by weight of butterfat, the butter-
fat of which is commercially extractable, or which
are capable of being used for any edible purpose for
which products containing butterfat are used, all the
foregoing which are classifiable for tariff purposes
under item 182.91 of the Tariff Schedules of the
United States (TSUS) (except articles packaged for
distribution in the retail trade and ready for use by
the purchaser at retail for an edible purpose or in
the preparation of an edible article).

2. That the articles described below are not being, nor are they
practically certain to be, imported 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

Department of Agriculture for milk and butterfat:

(a) Cheese and substitutes for cheese containing,
or processed from, Edam and Gouda cheeses;






(b) Italian-type cheeses, made from cows' milk,

not in original loaves (Romano made from cows' milk,
Reggiano, Parmesano, Provoloni, Provolette, and
Sbrinz), and cheese and substitutes for cheese con-
taining, or processed from, such Italian-type cheeses,
whether or not in original loaves; and

(c) Articles which would fall within the product
descriptions in the foregoing finding 1(b) but for

the fact that they are not classifiable under item
182.91 of the TSUS.

3. That, in lieu of a separate quota for the products described
in finding 1(a), the present quota description for "Cheddar cheese,
and cheese and substitutes for cheese containing, or processed from,
Cheddar cheese" can be modified to include all of the American-type
cheese and cheese and substitutes for cheese containing, or processed
from such American-type cheese described in finding 1(a), with an
increase in the existing quota by the amount of the quota hereinafter
recommended with respect to the products described in finding 1(a),
without rendering or tending to render ineffective or materially inter-
fering with the said programs of the Department of Agriculture.

k. That, in lieu of imposing the quota hereinafter recommended
for the products described in finding 1(b), the annual quota quantity
specified for the products in item 950.05 of the TSUS can be enlarged
by 58,596,340 pounds, with a reduction in the recommended annual quota
for the products described in finding 1(b) of 106,538,800 pounds,
without réndering or tending to render ineffective or materially inter-
fering with the said progfams of the Department of Agriculture.

5. That the section 22 quotas on dairy products can be changed

from the present fiscal-year basis, with allocations of certain quotas






being made three times a year, to a calendar-year basis, with semi-
annual allocations when the yearly quota is periodically allocated,
without rendering or tending to rende; ineffective or materially inter-
fering with the price-support programs of the Department of Agricul-
ture for milk and butterfat.

6. That for the purposes of the 50-percent clause in the first
proviso to section 22(b) the representative period for imports de-
scribed in findings 1(a) and (b) is the calendar years 1961 through

1965, inclusive.

RECOMMENDATIONS
The'Tariff Commission recommends that the President issue a proc=-
lamation pursuant to section 22(b) of the Agricultural Adjustment Act,
as amended, establishing effective July 1, 1967, quantifative limita7
tions on the following imports as indicated:

1. Articles described in finding 1(a) /American-type cheese,
including Colby, washed curd, and granular cheese (except
Cheddar) and cheese and substitutes for cheese containing, or
processed from, such American-type cheesé7:

For the period July 1, 1967 through
December 31, 1967, an aggregate
quantity of-eeeeemc oo 23,000,000 1bs.

For each calendar year after 1967
an aggregate .quantity of-eeemee—ooa- 46,000,000 1bs.

2. Articles described in finding 1(b) /Articles classifiable
under item 182.91 of the TSUS, if containing over 5.5 per-
cent but not over U5 percent by weight of butterfat, the
butterfat of which is commercially extractable, or which are
capable of being used for any edible purpose for which prod-
ucts containing butterfat are used, except articles packaged
for distribution in the retail trade and ready for use by






the purchaser at retail for an edible purpose or in the
preparation of an edible art1cl§7

For the period July 1, 1967 through
December 31, 1967, an aggregate
quantity of-m-emmemecmccoomom—mmne 53,800,000 1bs.

For each calendar year after 1967
an aggregate quantity of-e-=—ecea-- 107,600,000 1bs.

It is recommended that the foregoing calendar year quotas be so admin-
istered that not more than half of the quota quantities be permitted
entry during the first half of each year.

The Commission further recommends that the above proposed quotas
be regulated by means of a licensing system administered by the
Department of Agriculture in such a manner as to provide an equitable
distribution of the quotas for such articles among importers and users;
and that the quotas be allocated to such products of various countries
in accordance with the provisions of Article XIII of the General
Agreement on Tariffs and Trade, taking into account the historic
pattern of shipments of such products to the United States.by each
country, and with due account being taken of any special factors which
may have affected or may be affecting the trade in these products,
such as the restraint exercised by some countries in not incre?sing
their exports of Colby cheese and butterfat-sugar mixtures to the U.S.
market. |

The Commission has no recommendation as to whether the proposed
quota for products described in finding 1(a) should be merged with the
present quota for products described in item 950.08 of the TSUS, such

as Cheddar cheese, with merged product descriptions. It also has no






recommendation as to whether the proposed quota quantity for products
described in finding 1(b) should be lowered with a corresponding
increase in the present quota quantity for products described in item
950.05 of the TSUS }/, said increase to be based on butterfat content
of the products covered by finding 1(b).

If the two cheese quotas were to be merged, it would be necessary
(1) to allocate the merged quotas in such a manner that imports of fhe
products nQW'subject to quotas would not be further restricted in i
violation of the authority in section 22(d), and (2) to allocate a
portion of the merged quota to the cheese and cheese substitutes
initially being subjected to the new quota to the extent necessary to
avoid a violation of the criterion in section 22(b) that import re-
strictions shall be no lower than 50 percent of the average imports of
‘such products during a representative period of such imports.

If the quota quantity for the products described in finding 1(b)
is to be reduced from the Commission's recommended quota level with a
corresponding increase in the quota quantity applicable to products
described in item 950.05, it will be necessary to establish a minimum
quota quantity of 50 percent of the average annual imports during. the
representative period of the products described in finding 1(b) for
such products if the authority to impose quotas under section 22(b) is
not to be exceeded.

The Commission also recommends that the President issue a procla-

mation pursuant to section 22(d) of the Agricultural Adjustment Act,

_gg/'Butter, and fresh or sour cream containing over 45 percent of
butterfat, provided for in part 4B of schedule 1 of the TSUS.






as amended, to change the quotas on dairy products from the present
fiscal-year basis, with allocations of certain quotas being made three
times a year, to a calendar-year basis, with semi-annual allocations
when the yearly quota is periodically allocated and with unused por-
tions of the first semi-annual allocations to carry over to the latter

half of each calendar year.
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CONSIDERATIONS BEARING ON THE COMMISSION'S
FINDINGS AND RECOMMENDATIONS

The United States, a leading world producer of milk and dairy
products, geherally supplies nearly all of its own requirements. Im-
ports of dairy products supplied less than 1 percent of U.S. consump-
tion prior to 1966. Section 22 quotas have been imposed on U.S.
imports of certain manufactured dairy products, however, because it
was found that their unrestricted entry would materially interfere-
with the Government's price-support program for milk and butterfat.
The Agricultural Act of 1949, as amended, requires the Secretary of
Agriculture to support the prices of whole milk, butterfat, and prod-
ucts made therefrom, at such level between 75 percent and 90 percent
of parity as will assure an adequate supply. To éupport the prices,
the Department of Agriculture maintains a purchase program for three
manufactured dairy products--butter, Cheddar cheese, and nonfat dry
milk; the Department stands ready at all times to purchase these
products at designated support prices.

During 1966 and in early 1967, imports of some dairy products
not subject to the aforementioned quotas rose sharply. In terms of
milk equivalent, aggregate imports of all dairy products in 1966
amounted to 2,775 million pounds compared with 918 million pounds in
1965. Imports of dairy products in January-April 1967 were double
those in the corresponding period of 1966--1,363 million pounds, com-

pared with 668 million pounds, respectively.
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The recent increase in U.S. imports of dairy products reflected
largely the rapidly expanding trade in Colby cheese and butterfat-
sugar mixtures--products not subject to section 22 quotas. U.S. im-
ports of Colby cheese increased from 14.1 million pounds in 1965 to
46.0 million pounds in 1966, while imports of butterfat-sugar mixtures
increased from less than a million pounds in 1965 to 107.6 million
pounds in 1966. These two products combined accounted for 92 percent
of the increase in annual imports of dairy products between 1965 and.
1966. In the absence of quota restrictions, 1J.S. imports of these
products are practically certain to continue to increase substantially.
Entries of both products were materially larger in the first quarter
of 1967 than in the corresponding period of 1966. The U.S. prices for
butterfat, the lower limits of which are determined by the price-
'support program for dairy products, have made the U.S. market for
Colby cheese and butterfat-sugar mixtures attractive to foreign pro-
ducers. The annual output of milk in other countries, moreover, was
about 2 percent greater in 1966 than in 1965; it is expected to be
still higher in 1967. Imports of some dairy products other than
Colby cheese and butterfat-sugar mixtures also increased in 1966 and
early 1967; such imports, however, were far smaller than imports of
Colby cheese and butterfat-sugar mixtures. The Commission deems that,
unless quantitative restrictions are imposed, imports of Colby cheese
and butterfat-sugar mixtures will materially interfere with the

Department of Agriculture's price-support program for dairy products;
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it does not believe that imports of the other dairy products presently
free of quota are practically certain to do so.

The annual U.S. production of milk has declined significantly
since 1964. ' The domestic output of milk in 1966 was materially lower
than in most years during the preceding decade. The output in that
year--120 billion pounds--was 6 percent lower than in 1964. The
latest forecast by the Department of Agriculture indicates that the
7.5. production of milk in 1967 will remain nearly as low as in 1966.
In the spring and summer of 1966, to encourage the U.S. production of
milk, the Secretary of Agriculture raised the purchase (support)
prices of butter, Cheddar cheese, and nonfat dry milk--the products
supported directly .by the Department of Agriculturef Support priceg
were increased, on the average, by about a fifth. With the reduced
milk supply in 1966, however, the market prices of the three products
were substantially above the prices at which the Commodity Credit
Corporation (CCC) stood ready to buy. Because of the strong commer-
cial market for dairy products in that year, CCC acquisitions of
butter, Cheddar cheese, and nonfat dry milk were only a small fraction
of the annual purchases in preceding years (when imports were far
smaller than in 1966). Moreover, about half of the Government pur-
chases in 1966 were acquiréd at market prices exceeding the support
prices in order that the CCC might be able to meet commitments under
school lunch and other non-price-support programs. At the end of
1966, CCC stocks of dairy products were almost nonexistent, although

commercial stocks were somewhat larger than in preceding years.
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Late in 1966 the market price of butter declined to the CCC pur-
chase price and, in the early montﬁs of 1967, the market price of
Cheddar cheese declined nearly to the CCC purchase price.' Meanwhile,
the market price of nonfat dry milk continued slightly above the CCC
purchase price--as it had been for many months.

The rapidly growing imports of Colby cheese and butterfat-sugar
mixtures in late 1966 and early 1967 contributed to the decline in
the U.S. market prices of Cheddar cheese and butter. In terms of .
milk equivalent, imports of Colby cheese and butterfat-sugar mixtures
in January-April 1967 were fourfold those in the corresponding period
of 1966--910 million pounds compared with 232 million pounds, respec-
tivély. The decrease in domestic prices also reflected the declining
consumption of manufactured dairy products at fhe same time that their
production was being expanded. As a result of the price changes,
Government purchases of butter and Cheddar cheese rose sharply in
January-April 1967. During that period, Government acquisitions of
dairy products at support prices (in terms of milk equivalent)
equaled nearly 8 percent of the U.S. production of milk--a high>level
of Government purchasing. With the likelihood of greater imports of
Colby cheese and butterfat-sugar mixtures if restrictions are not
imposed, Government acquisitions are practically certain to become
substantially larger--a clear indication of prospective material
interference with the Department of Agriculture's price-support pro-

grams. The Secretary's purpose in raising support prices in 1966 was
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to increase U.S. milk production and not to stimulate imports in such
volume as to negate the objectives of the program.

The quota restrictions on imports of Colby cheese and butterfat-
sugar mixtures proposed by the Commission would permit entries of the
respective products in the volumes that were imported in 1966. With
the low U.S. production of milk in 1966 and the steady annual domestic
consumption of fluid milk, the utilization of domestic milk in manufac-
tured dairy products in 1966 was 3.8 billion pounds below that in 1965.
Despite the increased imports of manufactured dairy products in 1966,
U.S. supplies of manufactured dairy products were smaller in that year
than in 1965. In mid-1966, when the Secretary of Agriculture increased
support prices materially to encourage U.S. milk production, he recog-
nized in effect that supplies of milk and butterfat were not adequate.
In view of the Department of Agriculture's current prediction that
domestic milk production in 1967 will approximate the output in 1966,
imports of dairy products in about the same volume that entered in
1966 are necessary to assure an adequate supply of milk. Imports in
such volume will not interfere with the price-support program.

In the course of the current investigation, the Department of
Agriculture and other interested parties repeatedly stressed that the
importation of the products concerned constituted an "evasion" of the
existing section 22 quotas, implying that such "evasion" provided
grounds for the restriction or exclusion altogether of the products

concerned. Under the provisions of section 22, however, imports of
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articles are not appropriately subject to restriction merely because
they evade current quotas. The Commission had occasion previously to
deal with this question. In 1955 the Department of Agriculture sought
clarification of the original restrictions imposed on dairy products
by Presidential Proclamation 3019 in order to encompass therein
Ttalian-type cheeses cut into portions (not in original loaves) on the
ground that such imports constituted "evasions" of the import quotas
on Italian-type cheeses in original loaves. In commenting on the
Department's expressed fear of wholesale evasion of the quotas, the
Commission stated:
- We do not discount the possibility that some of the

fears of the Department of Agriculture of wholesale avoid-

ance of the restrictions on articles covered by Proclama-

tion 3019 might develop. However, section 22 contemplates

the imposition of restrictions on imports thereunder only

if imports are being or are practically certain to be

entered under such conditions and in such quantities as to

render or tend to render ineffective, or materially inter-

fere with, an agricultural program. (Report to the President

on Specified Dairy Products, July 1955, p. 5-6; underscoring
supplied.)

Colby, washed curd, and granular cheeses

The President's letter of April 7 directed that the Tariff Com-
mission's investigation should include Colby, washed curd, and granu-
lar cheeses. These cheeses, together with Cheddar cheese (which is
presently subject to an import quota under section 22), are all used
primarily in the production of pasteurized process American cheese,
and (under regulations of the Food and Drug Administration) only they

are eligible to be so used. The production of pasteurized process
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American cheese has constitgted the principal outlet for domestic
Cheddar cheese and by far the major outlet for imported Cheddar and
domestic and imported Colby. The four cheeses are interchangeable
with one another when used to make such process cheese. Producers of
such cheeses, moreover, can readily utilize their milk supply to make
any of the four.

The annual U.S. consumption and production of Colby cheese‘about
doubled over the last decade. The annual U.S. consumption and produc-
tion of Cheddar--with which Colby competes directly--increased sub-
stantially. The annual consumption and production of washed curd and
granular' cheeses were small.

During thé period 1961-65, annual U.S. imports of Colby cheese
averaged 12 million pounds. In 1966, however, attracted by the high
prices in the United States, imports of Colby cheese totaled neaély
46 million pounds. In the early months of 1967, the imports of Colby
continued to increase; in January-March, they totaled nearly 24 mil-
lion pounds (an annual rate of 96 million pounds), compared ﬁith 11
million pounds in the corresponding months of 1966. U.S. imports of
washed curd and granular cheeses were nil or negligib}e, as they
always have been.

The imports of Colby cheese in 1966 did not interfere materially
with the Department of Agriculture's price-support program. Market
prices of Cheddar cheese during that year were materially above the
CCC purchase price for that product. Government acquisitions of

Cheddar were small; moreover, they were purchased at market prices
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(above support prices) because the Department of Agriculture needed

~ the cheese for various programs. If imports of Colby cheese should
increase substantially above the 1966 volume, however, the price of
Cheddar is likely to decline sufficiently to cause large acquisitions
of Cheddar under the Department's purchase program. The experience
of the early months of 1967--when imports of Colby and Government
acquisitions of Cheddar both rose sharply--indicates such likelihood.
If material interference with the Government's price-support program
is to be avoided, therefore, annual U.S. imports of Colby cheese must
be restricted to the volume that entered in 1966. ;/ Because of the
ability of producers to shift between Colby, washed curd, and granular
cheeses, and in view of the interchangeability of those cheeses in the
production of pasteurized process American cheese, the quota should
encompass all three cheeses.

In terms of the effect on the price-support programs, it probably
would matter little whether a separate quota for Colby, washed curd,
and granular cheeses were established, or whether such quota were com-
bined with the existing quota on Cheddar cheese. 1In the latter event,
most of the imports entering under the quota would probably consist of
Cheddar rather than Colby, in part because of the lower U.S. import

duty applicable to Cheddar. Problems involved in administering the

1/ For purposes of section 22, the Commission has determined that
the representative period for imports of Colby cheese is the period
1961-65. Section 22 provides that imports cannot be restricted to
less than 50 percent of the average annual imports in the representa-
tive period. The quota recommended by the Commission is above this
statutory minimum.
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quotas are discussed in a later section on "Administration of the

quotas."

Process Fdam and Gouda cheeses

Imports of natural Edam and Gouda cheeses have been subject to
import quotas under section 22 since 1953. Process Edam and Gouda
cheeses, on the other hand, are free of quota. They differ markedly
from the natural cﬁeeses from which they are made. The texture and
flavor of the cheeses are altered materially by the proceésing. Tﬁe
process Edam and Gouda cheeses, moreover, are packaged and marketed
in different forms, and are generally higher priced, than the natural
product.

Little, if an&, process Edam and Gouda is produced in the United
_States. TImports of these cheeses have increased gradually over the
past decade, in response to the expanding consumption of this specialty.
In terms of milk equivalent, the increase in imports has been trivial,
compared with thé aggregate increase in imports of dairy products;
the milk equivalent of the imports, moreover, is insignificant in
relation to U.S. milk production. Hence, although imports of process
Edam and Gouda will probably continue to increase gradually, they are
not practically certain to affect materially the Department of Agri-

culture's price-support proérams for milk and butterfat.

Italian-type cheeses (not in original loaves)

Italian-type cheeses in original loaves have been subject to

quantitative import restrictions under section 22 since 1953. Such
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cheeses not in original loaves, however, are free of quota. They are
identical to the respective cheeses.in original loaves, except that
the cheese has been cut into slices or pieces, or has been grated.

Italian-type cheeses not in original loaves have been imported
into the United States for a number of years. The imports in 1966
(450,000 pounds) are believed to have been somewhat larger than in |
any year of the preceding decade. Nevertheless, they were negligible,
compared with U.S. consumption of Italian-type cheeses--accounting-for
onlj about & half of 1 percent of such consumption. The milk equiva-
lent bf imported Italian-type cheeses not in original loaves,‘moreover,
is insignificant in relation to U.S. milk production. Although im-
ports of Italian-type cheeses not in original loaves will be larger in
1967 than in 1966, such imports will not have an observable effect on
the Department's price-support program for milk and butterfat.

Articles containing over 5.5 percent but not over 4s percent
of butterfat

The President's letter directing the Tariff Commission to con-
duct this investigation specified that, among other articles, the
Commission should investigate imports of the following--

(k) Articles containing over 5.5 percent but not
over L5 percent by weight of butterfat, the butterfat
of which is commercially extractable, or which are
capable of being used for any edible purpose for which
products containing butterfat are used (except articles
currently subject to quotas under Section 22 of the
Agricultural Adjustment Act, as amended, cheeses, and
articles packaged for distribution in the retail trade
and ready for use by the purchaser at retail for an
edible purpose or in the preparation of an edible
article).
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The principal articles encompassed in the above description that have
been imported in recent years are butterfat-sugar mixtures, frozen
cream, condensed or evaporated milk, and chocolate crumb. Butterfat-
sugar mixtures account for the great bulk of recent U.S. imports of
these articles; they also account for the predominant share of the
aggregate increase in imports of the articles that occurred in 1966.
and early 1967. For these and other reasons specified below, the
Commission has recommended that imports of butterfat-sugar mixtures
should be made subject to an'import quota, but that imports of the
other articles should not.

Butterfat-sugar mixtures.--The imported butterfat-sugar mixtures

that fall within the above description all contain just under L5 per-
cent of butterfat. The principal mixture imported consists by weight
of approximately Ll percent of butterfat and 56 percent of sugar;
similar products have about the same proportion of butterfat, but
contain various proportions of sugar and other ingredients. ;/ U.S.
imports of mixtures that contain more than 45 percent of butterfat are
embargoed as a result of action taken by the President in 1957 under
section 22. The imported butterfat-sugar mixtures are used to replace
part of the cream used in the manufacture of ice cream. Such mixtures

are not manufactured for commercial purposes in the United States.

;/ The butterfat-sugar mixtures are imported under various trade
names, such as Ernex, Isex, Junex, and Lorex. The amount of sugar con-
tained in imported butterfat-sugar mixtures is influenced by quotas
imposed in 1966 under the Sugar Act on imports of such mixtures con-
taining more than 25 percent of sugar. Before the quotas were imposed,
U.S. imports of the mixtures generally contained 56 percent of sugar.
Currently, imports entering under the quota contain 56 percent of sugar;
some of the imported products, however, contain only about 24 percent

of sugar, and thus are free to enter outside of the quota.
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Imports of butterfat-sugar mixtures of the types considered here
first entered the United States in appreciable volume in 1961; they
averaged 2 million pounds annually in 1961-65. In 1966, when U.S.
production of milk was low and supplies of butterfat for manufacturing
purposes declined, such imports increased to 107.6 million pounds. 1In
that year the butterfat content of the imported mixtures was equiva~-
lent to about 1 percent of the U.S. production of butterfat, and to
about 12 percent of the butterfat in the ice cream produced in the.
United States. Because of the reduced U.S. production of milk, the
increased imports of the butterfat-sugar mixtures in 1966 did not
result in substantial CCC acquisitions of dairy products in that year.

In the absence of restrictions, imports of butterfat-sugar mix-
tures will continue to increase. In the first quarter of 1967, im-
ports totaled 38 million pounds (an annual rate of 152 million
pounds), compared with less than 5 million pounds in the first quarter
of 1966. Since imports of butterfat-sugar mixtures are likely to
increase substantially above the 1966 volume, U.S. acquisitions of
dairy products are practically certain to be at a level detrimental
to the price-support program. If material interference with the
Government's price-support program is to be avoided, therefore, annual
U.S. imports of such mixtures should be restricted to the volume that

entered in 1966. 1/

;/ For the purposes of section 22, the Commission has determined that
the representative period for imports of butterfat-sugar mixtures is
the period 1961-65. Section 22 provides that imports cannot be re-
stricted to less than 50 percent of the average annual imports in the
representative period. The quota recommended by the Commission is
above this statutory minimum. :
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As regards its effect on the price-support program, it probably
would matter little whether a separate quota for the butterfat-sugar
mixtures were established, or whether a quota for such products were
added to the'existing quota on butter. The quota volume of butterfat-
sugar mixtures recommended by the Commission can be converted into its
butter equivalent. Butterfat-sugar mixtures contain approximately %h
percent of butterfat, and commercial U.S. butter ordinarily contains
80 percent of butterfat; hence, 100 pounds of the mixtures are equiva-
lent to 55 pounds of butter. Problems involved in administering the
quotas are discussed in a later section on "Administration of the
quotas.":

Frozen cream, condensed or evaporated milk, and chocolate

crumb.--U.S. imports of frozen cream, condensed or evaporated milk

(in bulk), 1/ and chocolate crumb have been negligible compared with
the domestic output of directly competitive counterparts. In 1966,
imports of frozen cream were equivalent to materially less than 1
percent of the U.S. production of cream; imports of condensed or
evaporated milk in bulk containers were equivalent to a similarry low
share of U.S. output of such milk; and the whole milk solids contained
in imports of chocolate crumb were equivalent to about 2 percent of
the whole milk solids contained in U.S. production of milk chocolate.

Accordingly, the milk equivalent of the aggregate imports of these

1/ Imported condensed or evaporated milk in retail-sized containers
are excluded from this investigation. '






23

products is trivial compared with U.S. milk production. Imports of
these products have accounted for only a small share of the recent
increase in imports of dairy products. As indicated by data presented
in later sections of the report, they are not likely, moreover, to
become major factors in the U.S. import trade in dairy products.
Largely for these reasons, the Commission has concluded that imports
of frozen cream, condensed or evaporated milk in bulk, and chocolate
crumb are not interfering, and are not practically certain to inter-
fere, materially with the Department of Agriculture's price-support

programs on milk and butterfat.

Administration of the quotas

The Commissioﬁ has recommended that the proposed quotas be
‘administered by means of a licensing system to assure an equitable
distribution of the quotas 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 adminis-
tration of nearly all other quantitative restrictions on U.S. imports
of dairy products.

To be equitable, the allocation of the quotas among supplying
countries, while based upon the shares they supplied during a repre-
sentative period, must reflect any special factors that have affected
or may currently be affecting trade in the articles concerned. For
example, various countries, at the request of the United States
Government, restricted their exports of Colby cheese and butterfét-

sugar. mixtures to the United States in reéent years. These countries
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should not now be penalized in the allocation of quota shares by

virtue of their cooperation in such efforts. The Commission suggests
that the principles set forth in article XIIT of the General Agree-
ment on Tariffs and Trade (GATT) be fully observed in the administra-
tion of the quotas. This article provides rules for the administration
of quantitative restrictions to which the United States and the other
GATT members have agreed (see appendix C).

If the proposed quota on Colby, washed curd, and granular cheeses
is combined with the existing quota on Cheddar, and if the bulk of the
proposed quota on butterfat-sugar mixtures is added to the existing
quota on butter, special licensing problems will arise. Some of the
major countries that have recently shipped Colby cheese to the United
States are not among those which have established a historical posi-
tion in shipping Cheddar to this country. Similarly, the major sup-
pliers of the butterfat-sugar mixtures do not in all instances hold a
major share of the existing butter quota. If the respective quotas
are.combined, countries sharing in the existing quotas and those
supplying the products proposed to be placed under quota should‘be
accorded equitable treatment to the fullest extent practicable.

The Commission recommends that all quotas on dairy products be
placed on a calendar-year basis, and that the existing quotas on
cheese, as well as the quotas proposed herein, be so administered
that not more than half of the quota quantities be permitted entry
during the first half of the year. U.S. imports of cheese presently

under quota are now controlled in such a manner that not more than a
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third of the annual quantity may be imported during the first U4
months of the quota year and not morevthan two-thirds during the
first 8 months. Because the current quotas are imposed for 12-month
periods ending June 30, the first 4 months of the quota year are

July-October, and the second 4 months are November-February. Under

present circumstances, therefore, an importer could, if he chose,
enter all of his allotted amount in the last 4 months of the quota
year (March-June), but he could not enter more than a third in the
first 4 months, or more than two-thirds in the first 8 months. Im-
porters of the cheeses now under quota have urged that the quotas be
changed  to a calendar-year basis, and the Secretary of Agriculturé
has supported their request. If the cheese quotas were placed on a
calendar-year basis with semiannual allocations, importers could
'delay the importation of as much of their annual allotment as they
deemed advisable and enter such quantities toward the end of the
calendar year--the period of largest sales of imported cheese. Semi-
annual limitations on entries under license would afford importers
further flexibility in entering the permitted quantities; the secre-
tary of Agriculture has stated that the Department could administer

semiannual allocations more efficiently than those currently employed.

Respectfully submitted.

Paul Kaplowitzy Chairman
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INFORMATION OBTAINED IN THE INVESTIGATION
The Domestic Dairy Situation

The U.S. output of milk for sale in the fluid state is generally

.

producgd near the large population centers, whereas milk used in manu-
factured products is produced largely in the East North Central and
West North Central regions of the United States. In recent years,'
these two regions combined have accounted for nearly 70 percent of the
milk used in manufactured dairy products. Wisconsin and Minnesota
have been the leading States producing milk consumed in maﬁufactured
dairy products; other important sources have been Iowa, New York, and
California. In 1966, Wisconsin, Minnesota, énd Ioﬁa accounted for
more than half of the.U.S. production of butter, Cheddar cheese, and

" nonfat dry milk.

| In recent years about half of the U.S. production of milk for
human consumption has been consumed in the fluid form; the remainder
has been used to manufacture dairy products (fig. 1). In 1966_about
40 percent of the volume used in manufactured dairy produété’Was ﬁsed
in butter; 30 percent‘was used in cheese; 15 percent, in frozeﬁ.dairy
products (principally ice cream); and the remaining 15 percent, in g.

variety of products, including condensed and evaporated milk.

Recent trends in the U.S. production of milk

During the past decade the U.S. annual production of milk has
usually varied less than 2 percent from year to year (table 1). It
increased irregﬁlarly from 121 billion pounds in 1953 to a record of

127 billion pounds in 1964. By 1966, however, the production of-milk






Figure 1.--U.S. production and use of milk, U.S. im-
ports and total available supply, 1958-66
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had declined to 120 billion pounds, or 5.5 percent below the level of
1964. The output of milk in 1966 was valued at $5.8 billion. The
decline in milk production in recent years has beeglassociated with
more favorable returns in alternative farm enterprises, particularly
livestock, and increasing opportunities for off-farm employment.
From time to time over the years, the Secretary of Agriculturev
has increased the price-support levels when the output of milk has
declined. Within a period of 3 months in early 1966 (April 1 to
June 29), the Secretary increased by nearly a fifth the level of
support for manufacturing milk. Between October 1966 and March 1967,
he took additional actions intended to increase the income of dairy

farmers. These actions are discussed in detail in the following

section of this report.

In December 1966 the U.S. output of milk was higher than in
December 1965, after being below year-earlier levels in each mqnth
since February 1965. The output in January-April 1967 was 0.3 per-
cent larger than year-earlier levels. In March 1967 the Department of
Agriculture attributed the increased output of milk that had occurred
since December 1966, principally to increasing gains in the average
output per cow. (Dairy farmers continued to cull dairy cows at the
high rate that had prevailed for several years.) In March the Depart-

ment forecast that "Higher dairy prices and income indicate that milk
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output during the first half of 1967 wiil continue above year-earlier
low levels." _/ In May 1967, however, the Department reported that
the average output per cow had declined and the rapid gains in aver-
age output per cow occurring in 1966 and early 1967 probably would not
continue. The Department further forecast that "Unless this decline
in milk cow numbers slows considerably in the last half of the year,
milk production in the last half of 1967 could fall below year-earlier
levels." 2/ Accordingly it appears that the U.S. output of milk in
1967 will increase only slightly from the 1966 level.

Since the early 1950's U.S. dairy farmers have altered their
operatiohs considerably, through improvements in breeding, feeding,
disease control, and management. In 1953, the average annual output
of milk per cow was about 5,500 pounds; By 1966, the average was
'8,500 pounds. Concurrentliy the number of milk cows on U.S. farms
declined from 22 million head to.lh million head. The decline in the
number of dairy farms in operation was at a greater rate than that in
the number of dairy cows. The number of U.S. farms selling m%lk has
decreased by about 10 percent annually in recent years. The avérage
number of cows on U.S. dairy farms increased from 20 per farm in 1954
to 26 per farm in 1959;.§/ currently, the number of cows per farm

probably averages considerably more than 30.

1/ The Dairy Situation, March 1967, p. 3.
2/ The Dairy Situation, May 1967, p. 5.
3/ Data from Census of Agriculture.
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In 1966, some 500,000 farms sold milk and cream in the United
States. About 200,000 of that total were large commercial operations.
Such commercial farms, whose numbers have increased in recent years,
accounted for some 75 percent of the U.S. output of milk and cream.
The farmers continuing to sell milk have expanded and specialized
their operations to take advantage of improvements in technology, gain
access to better markets, and offset rising costs. Dairymeh have béen
shifting to cows that produce milk with a lower butterfat content and
have marketed a larger portion of their output as whole milk, rather
than as farm-separated cream.

" The marketing of milk in the United States has become more uni-
form and standardized-in recent years. About half of the milk sold by
farmers to handlers (processors or dealers) is marketed under Federal
‘Milk Marketing Orders. These orders, administered'by the U.S. Depart-
ment of Agriculture, require milk handlers to pay farmers certain

minimum prices for milk based on its end use.

Manufactured dairy products as an outlet for milk

The share of the total output of milk utilized in making cheese
and frozen dairy products has increased in recent years, whereas that
going to butter has decreased (table 2). In terms of milk equivalent,
the aggregate per capita consumption of fluid milk and dairy products
has déclined (table 3), notwithstanding the increase in the consump-

tion of cheese and frozen dairy products.
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The U.S. output of major dairy products in recent'years is shown

in the following tabulation:

Frozen dairy

Year Butter Cheese products _!-/

¢ Million : Million @ Million

¢ pounds ¢ pounds gallons
1962--mmmmmmmmmmmmmm e ©1,537 % 1,59 933
1963-mmmmmmmmm e —m—m e m e ———— :  1l,hk20 ¢ 1,632 : 963
196l mimmm o mm e m e e e e s 1,k 1,72k : 1,000
1965=mmmmmmmmmmmmmmmmm o mm e oo oo : 1,323 @ 1,756 : 1,03k
1966=-=-=-=- GG E L e L L P : 1,119 : 1,873 : 1,042

y Excludes water ices and frozen desserts not cdntaining butterfat. |
Ih 1966 the output of butter was lower than in any year since 1920;
vindeed, it was more than 25 percent lower than in 1962. A lengthy
~and severe decline in U.s. output of butter had resulted largely from
the competition of oledma.rgarine. | U.S. production of both cheese and
frozen dairy products was at record levels in 1966,' and was consider-
gbly larger in that year than in 1962.

During the period 1962-66, the price of cheese rose relative to
the price of butter. As the demand for cheese increased rapidly,
virtually all of the rising output of.cheese was absorbed, and stocks
wei'e smell. In recent years the demand for cheese has yisen sharply,
principally because of increased purchases of cheese for school lunch
programs (to offset reduced Commodity Credit Corporation (cce) cheese
donations) and higher meat prices. The commercial demand for frozen '
dairy products, which has been increasing, has been associated with
increased per capita disposable income. Because of the stronger de-
mand for cheese and frozen dairy products and the rgduced supplies of

milk, producers of manufactured dairy products have paid increasing
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prices to farmers for manufacturing milk in recent years. The average
domestic market price of such milk increased from $3.3O per hundred
pounds in the 1964 marketing year (beginning April 1) to $4.2L4 in the
period June 30, 1966-March 31, 1967 (table 4). In October 1966 the
price averaged $4.42, the hiéhest monthly level attained since World
War II. After October, the price declined somewhat more than season-
ally; on April 1, 1967, it averaged $4.07. The prices paid to the
farmer for manufacturing milk in March 1967 were 23 percent higher,
than in 1964,

When the U.S. output of milk increased in late 1966 and early
1967, the additional supplies of milk were used to manufacture dairy
products. As the output of manufactured products rose, commercial
stocks, particularly those of butter é,nd cheese, increased. In 1966,

‘commercial yearend stocks of dairy products were larger than in any
year since 1961 (table 5). ‘Stocks of dairy products acquired by the
Federal Government under its price-support operations, on-the other
hand, were lower than in most recent years. Trade sources indiéa.te
that some firms which manufacture and/ or assemble cheese had noi:
foreseen that the output of milk would incr_easel in late 1966. Hen‘cé,
commercia;l_ firms accumﬁlated stocks of dairy products during the year
in order to assure themselves of an adequate supply. There was also
some feeling that the levels at which the Federél Government would
support the prices of dairy products might be further increased.
Should that have occurred it would have been more profitable for pro-

ducers of butter and assemblers of cheese to sell their current
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production to the CCC and to use their accumulated stocks for process-

ing or for distribution through normal trade channels.

U.S. foreign trade in dairy products

Although the United States has generally been a net exporter ofv
dairy products since World War II, imports exceeded exports in 1966
(table 1). Exports have been small compared with domestic production.
In recent years, moreover, most of the U.S. exports of dairy products
have been subsidized by Government programs. U.S. commercial expdfts
of dairy products have been negligible, primarily because prices in
most other countries have been lower than those in.the United States.
During the period 1953-65 the whole-milk equivalent of the U.S.
annual exports of dairy products ranged from 655 million to 6,872 mil-
lion pounds, or from 0.5 percent to 5.4 percent of. domestic production.
Exports were larger in 1963 and 1964 relative to domestic production
(equivalent to 4.0 percent and 5.k percent, respectively) than in
preceding years, principally because of the low levels of milk pro-
duction in Western Europe. In 1966, however, U.S. exports of dgiryg‘
products were equal to only 0.6 percent of production, because smaller
Gévernment supplies were available for export, and world milk produc-
tion had increased.

For many years, U.S. imports of dairy products (in terms of milk
equivalent) have been small compared with domestic production (table 1).
During 1953-65, annual imports of all dairy products increased from

525 million pounds to 918 million pounds. A large part of the increase
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occurred after 1958, when'products not subject to section 22'quotas
(mainly Colby cheese and Junex and similar products) began to be im-
ported. l/ In 1966, imports of dairy prodﬁcts increased sharply,
amounting to 2,775 million pounds (fig. 2). Products subject to sec-
tion 22 quotas accounted for 279 million pounds. The bulk of the
imports in 1966 were accounted for by Junex and similar products and
Colby cheese. The quantities (milk equivalent) of these products |
imported in 1965 and 1966 are shown in the following tabulatién (in .

millions of pounds):

Commodity 1965' 1966

Junex and similar products--- 8 1,276
Colby cheese======= —————————— 175 222
Total--=-==mn=mn et 183 1,828

Imports of the above products in 1966 accounted for about 70 percent
‘of the U.S. imports of all dairy products (tables 6 and 7).

The U.S. annual imports of all dairy products were equivalent to
0.4 percent of the U.S. production of milk in 1953, 0.7 percent in
1965, and 2.3 percent in 1966. In that year the U.S. price of
butterfat was exceedingly high relative to world prices. The whole;
sale price of butter (about 80 percent butterfat) in January 1967 at
London (a principal market) was 37.5 cents per pound; in Chicago, it
was 66.5 cents per pound. The annual world output of milk, which
rose about 2 percent from 1965 to 1966, will probably increase further
in 1967. Under current conditions, U.S. imports of dairy produéts in

1967 will probably exceed those in 1966.

1/ Sec. 22 quotas are discussed in the section of this report on
U.S. nontariff import restrictions on dairy products.
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Figure 2.--U.S. imports of dairy products, by quota
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The Price-Support Program

The Agricultural Act of 1949, as amended, requires the
Secretary of Agriculture to support the prices of whole milk,
butterfat, and products made therefrom, at such level between
75 percent and 90 percent of parity as will assure an adequate
supply of milk. l/ To achieve this objective, the Department
of Agriculture maintains a purchase program for three manufac-
tured dairy products--butter, Cheddar cheese, and nonfat dry
milk. In many areas, the Department also establishes minimum
prices to be paid to farmers for milk under Federal Milk
Marketing Orders. 2/

In advance of each marketing year (which begins April 1), the
Secretary of Agriculture announces the price-support objective for
milk to be used in manufacturing, and the prices at which the De-

partment of Agriculture will purchase butter, Cheddar cheese, and
AY

1/ 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 pur-
chasing power equivalent to that in existence during a statutory
base period (1910-1L4).

g/ Besides the Federal program, a number of States have programs
to regulate the prices of dairy products. For a brief description
of these programs, see National Commission on Food Marketing,
Organization and Competition in the Dairy Industry, June 1966,
pp. 42-L4lh,
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nonfat dry milk. ;/ The support objective of milk for manufacturing
and the purchase prices of the three dairy products may be altered--
within the limits imposed by the legal parity objectives--whenever the
Secretary deems it necessary to carry out the statute's directive.

The Department's offer to purchase butter, Cheddar cheese, and nonfat
dry milk is not limited to specific quantities; g/ the products offered,
however, must meet certain specifications. Since November 1965,

the Secretary of Agriculture has also been authorized to purchase '

the three products at market prices above the purchase (support)
prices, if thevquantities puréhased at.support-prices are deeﬁed insuf-
ficient to meet commitments under various Government programs (e.g.,
the school lunch program} §/ The Department of Agriculture generally
 stands ready to resell dairy products to the domestic commercial users
for unrestricted use at announced prices, which are always above the
Government purchase prices. Thus, the announced resale prices ordi-
narily set a ceiling on the wholesale market prices for those products.
It is likely that market prices would exceed CCC resale prices only

when Government stocks are low.

;]'The‘purchase prices of butter, Cheddar cheese, and nonfat dry milk
are based on historical gross processing margins (the average spread
between the price of the milk used and the market price of the prod-
uct) and the support objective for milk for manufacturing.

g/ Unlike some Federal price-support programs which control output of
the commodities concerned, the price-support program on dairy products
does not directly limit the quantity of milk or dairy products that may
be produced or marketed.

;/ Sec. 709, Public Law 89-321. See the following section on Govern-
ment purchases.
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In many areas of the Unitéd States. minimum prices that must be
paid to farmers for milk are established under Federai Milk Marketing
Orders. Currently, 73 orders sre in effect; they‘apply to about half
of the milk marketed in the United States. Minimum prices for both
milk marketed for consumption in the fluid state (Class I) and milk
marketed for manufacturing use (surplus milk) are established under
the orders. Most Federal Milk Marketing Orders derive Class I
prices from the Minnesota-Wisconsin price series, which reports mar-
ket prices for manufacturing milk in that area. Class I prices aré
generally fixed at specified,premiumé abpve such prices. Thé prices
on which the Minnesota-Wisconsin price series is based are influenced
in part by competitive conditions in that two-State area, where about

| half of the U.S. output of milk for manufacturing is produced and
-where more than half of such milk is sold free from Milk Marketing
Orders. Nevertheless, the prices of milk for manufacturing sold in
Minnesota and Wisconsin are materially influenced by thé Department

of Agriculture purchasé program for dairy products.

As indicated in the preceding section, the Secretary of Agricul-
ture sharply increased support levels for dairy produéts in the spring
of 1966. During marketing years 1962-65, the Departmenf's price-sup-
port objective for manufacturing milk, which was equivalent to 75 per-
- cent of parity throughout the period, was increased gradually from
$3.11 to $3.24 per hundred pounds. On April 1, 1966, the Secretary

increased the support objective to $3.50 per hundred pounds (78 percent
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of parity), and on June 29 he further increased it to $4.00 per hun-
dred pounds (89.5-§ercent of parity). The latter objective for manu-
facturing milk was 23 percent higher than the Department's support
objective at the close of the previous marketing year. On October 1k,
1966, the Secretary announced that the support objective of $h.00 per
hundred péunds would be continued through the year ending March 31,
1968. On March 30, 1967, the Secretary further announced (a) thatv
the purchase (support) prices for butter, Cheddar cheese, and nonfat
dry milk would remain unchanged in the year ending March 30, 1968, and
(b) that stocks of dairy products owned by the CCC.would not be resold
to the domestic market at less than 110 percent of the purchase price.
In recent years the Department's resale price of dairy products for
unrestricted use has generally been about 105 percent of the purchase
.price of the product concerned.

Because of the incréased spread between the purchase price and the
resale price, commercial stocks of butter and cheese ma& be larger in
the spring and summer of 1967 than would otherwise have occurred.
During the flush period of milk production in 1967--i.e., in the
spring and summer, when prices paid to farmers for milk for manu-
facturing generally decline--butter dealers and cheese éssemblers
will probably stqre larger—than—usuai stocks for use in the fall--a,

- time of year when the output of milk seasonally declines. With users
of butter and cheese seeking supplies and with dealers and assembiers
trying to assemble substantial stocks, prices currently being paid to
the farmer for manufacturing milk may be higher thap they would have'

been if the reséle price had not been raised.
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The price-support program has generally played a pentral
role in determining market prices of milk and dairy products in the
ﬁnited States in recent years. Market prices of butter, Cheddar
cheese, and nonfat dry milk--the products directly supported——have
usually approximated the Government's purchase prices (table L).
In recent &ears, the margin by which average market prices of milk for
manufacturing have exceeded the support objective has gradually in-
creased. In the last part of the 1966 marketing year, the spread
amounted to 24 cents, compared with 8 cents in the 1962/63 marketing
year. On April 1, 1967, however, the average market price of milk for
manufacturing was only 7 cents higher than the support objective.
This sharp reduction in the spread resulted indirectly from both
1an increase in the purchase prices for butter, Cheddar cheese,
and nonfat dry milk and afdecline in the market priées of some of
those products. The market price of butter (Grade A at Chicago) hgd been
materially above the Government's purchage pr;ce, but declined until
it equaled the purchase price on April 1 (table 4). The mar-
ket price of Cheddar cheese also deciined in the spring of 1967, but
remained higher than the Government's purchase price; }/ the price of
nonfat dry milk increased slightly in the spring of 1967 and was

slightly above the Govermment's purchase price.

;/ Moreover, trade sources report that assemblers generally do not
sell Cheddar cheese to the Government until market prices decline
about 1 cent below the CCC prices.
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Government purchases

Dairy products have been rem§ved from the commercial market by
the U.S. Governmént throughvboth the Department of Agriculture's
purchase program and the Payment-in-Kind (PIK) export program (see
following section). l/ The great bulk of the dairy products so re-
moved have been acquired by the Government under the purchasé program,
which is conducted by the Commodity Credit Corporatlon (ccc). The-
share of the U.S. annual production of milk -(milk equivalent basis)
removed by programs of the U.S. Department of Agriculture from the
commercial market in the form of butter, Cheddar cheése, and nonfat
dry milk during 1953-66, is shown, by years, in thé following tabula-

tion (in millions of pounds):

Milk equivalent
U.S. milk of CCC purchases

Calendar year production and PIK exports Percent
1953--ccccana= ——--- 120,221 10,328 8.6
195haamcemaen “-=- 122,094 9,216 7.5
1955-====n=mmmmnan- 122,945 L, 780 3.9
1956==mm=umx ———e-ee 124,860 5,224 4.2
1957-=====mcnmnnn- 124,628 5,899 L.7
1958-cccccamnaana-- 123,220 4,713 3.8
1959--===cccmmmannn 121,989 3,214 2.6
1960-===nu= ——————— - 122,951 : 3,112 2.5
1961l-=mmmmmmmmam——— 125,442 8,024 6.4
1962~==mmmmmmmmmaaa 126,021 10,748 8.5
1963---===c=mmmaun- 125,009 T,TT7 6.2
i T 127,000 8,464 6.7
1965=wmmmncnmanana- 125,061 6,449 5.2
1966-==mmmemmmmm==a 120,230 648 .5
Jan.-Mar.:

1966-=mmmmmmmamae 29,479 200 T
1967==mmmmmmmmmee 29,582 2,300 7.8

_/ Under the Agricultural Act of 1949, 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 9.






A-17

The amounts of butter, Cheddar cheese, and nonfat dry milk pur-
chased annually under thé price-support program varied considerably
dﬁring the period 1953-66 (table 8). In 1966, the Government purchases
of butter and nonfat dry milk were substantially lower than in any year
during the 1953-66 period; purchases of Cheddar cheese were lower than
in any such year except 1960. Indeed, the Department of Agriculture'
did not purchase any cheese from October 1965 through October l966,u
nor did it purchase any butter during the period April-September 1966.
It appears that the strong commercial demand for butter and cheese
kept market pricés above the éupport prices during those montﬁs.

When the Departmen£ began to purchase butter and cheese in October
and November 1966, respectively, such purchases were, for the first
time, made under section 709 of Public Law.89—321. -As noted earlier,
the Secretary of Agricultﬁre is authorized under section 709 to use
CCC funds to purchase dairy products at market prices (rather than at
support prices) if stocks of dairy products owned by the CCC are
deemed insufficient to meet commitments under various Government pro-
grams such as the school lunch program. Nine of the 23 million'pounds
of butter purchased by the Department of Agriculture in 1966, or about
4O percent of the total, were purchased under the authérity of section
T709; all of the cheeée was so purchased. Nonfat dry milk- has not been

- purchased under section 709. By December 1966, when the market prices
for butter had declined to support levéls, and the market price§ for
Cheddar cheese were closer to support levels than earlier, Government
purchases under section 709 were discontinued. Since then purchases

by the Department have been made at support prices.
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Purchases of butter and cheese by the Department c_>f Agriculture
were larger in January-March 1967 than during fhe corresponding months
of 1966, though not materially larger than in the corresponding months
of 1964 or 1965 (table 8); the purchases of nonfat dry milk during
January-March 1967 were substantially smaller than in the corresponding

months of the 3 previous years.

Disposition of Government stocks

The dairy products acquired by the Government under the price-sup-
port programs are disposed of predominantly throggh tvio channels--domes-
tic welfare outlets and sales or donations abroad. 'deestic disposal
has been to welfare recipients, the school lunch program, military and
veteran hospitals, and penal a{;d correctional institutions. Disposal
abroad has been through sales for local currency, barter, long-term
éupply contracts, and donations to famine relief.

Inasmuch as the dairy products acquired by the Government under
the price-support program have generally been utilized quite promptly
in recent years, uncommitted yearend supplies have been small (*Ba_.ble 8).
At the end of 1966, the uncommitted supplies of butter and Cheddai'
cheese owned by the Government totaled 6 million and 8 million pounds,
respectively; nonfat dry milk amounted to 64 million pou.nt.is. The un-
committed supplies at the end of viVIarch 1967 were materially larger than
’at the end of 1966, though generally not as large as uncommitted sup-

plies at the end of other recent years.
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The purchases of butter and Cheddar cheese in recent years have
generally been disposed of through school lunch and wélfare programs
ﬁithin 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
U.S. Government PIK program. In 1963-65 export sales of butter and
nonfat dry milk were also made through the CCC's export sales progfém,
and considerable quantities of butter were donated abroad.

Under the PIK program, commercial stocks of butter and nonfat dry
milk may be purchased by U.S. exporters at domestic market pfices and
exported at the prices prevailing in the foreign markets. The U.S.
Government affords'the exporter an announced subsidy (in the form of
CCC-owned commodities-—pringipally grain) equal approximately to the
.difference between the U;S. and foreign market prices. On March 2,
1966, the U.S. Department of Agriculture announced that the PIK ex-
port program for dairy products had been temporarily suspended until
the domestic dairy supply situation again jus£ified its use; by

May 1, 1967, the program had not been reinstated.

Costs of the dairy price-support programs

The net ;/ Government expenditures on the dairy price-support
and related programs reached record levels in 1962-63, as the Govern-

ment purchased increased quantities of butter, Cheddar cheese, and

1/ CCC purchase and other costs (processing, repackaging, trans-
portation, storage, and handling),‘less proceeds from sales.
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nonfat dry milk (table 9). The expenditures declined sharply, how-
ever, in the year ending June 30, .1966.. . In tﬂe current year, which
énds June 30, 1967, expenditures have been substantially higher than
in 1966.

The U.S.'Department of Agriculture's net éxpenditures on butter,
Cheddar cheese, and nonfat dry milk for fhe fiscal years 1963-66 are

shown in the following tabulation (in millions of dollars): 1/

f Commodity :
Year ending June 30-- ,f Butt f Cheddar 3. Nonfat, f Total

X putter . Cheese ' dry milk °®
1963---------------------?—--F—-; 221 ; 51 ; 17k ; T
1964 m m o m e e e e : 146 : 52 137 :+ 335
1965-====-===== R R L L LT : 125 : L5 . 136 : . 306
1966 mmmmmmmm e e e : - 3: 76 : 1/ 98

1/ Includes net expenditﬁres of $19 million for condensed and evap-
‘orated milk exported to South Vietnam under Public ILaw 480.

The total net Government expenditures on the price-support prbgrams

for dairy products have declined in recent years.

1/ The Dairy Situation, March 1967, p. 2k.
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U.S. Nontariff Import Restrictions on Dairy Products.l/

For a number of years, U.S. imports_of designated dairy products
have been subject to a variety of nontariff iﬁport controls. Abso-
lute quotas have been imposed on some products under section 22 of
the Agricultural'Adjustment Act, as amended. For sanitary and other
purposes, importers of some dairy products have been required to have
entry pefmits under the Federal Import Milk Act of 1927. In 1966,
the Deparfment of Agriculture imposed quotas on imports of certainA
mixtures containing priﬁcipally sugar and butterfat under section"206
of the Sugar Act of 1948. Certain foreign countries, moreover, have
committed themselves in recént years'to‘limit their ekports.of spe-~
~ ecific dairy products to the United States. Some of the afbremen—
tioned controls, pgfticularly those established under section 22,
have undoubtedly restricted imports of certain dairy products.

In recent years, many dairy products have not-been subject to-
U.S. import quotas imposed under section 22. These have included
fiuid milk and cream, condensed and evﬁporate@ milk, certain products
5}Containing not over 45 percent of butterfat, Colby cheese? process:.
>Edam and Gouds cheeses, Italian-type cheeses (not in original loaves),
Swiss cheese, and "specialty-type" cheeses, such: as Roquefort and
other sheep's-milk cheéses, and Gruyere-process anqrmiscellaheous
cheeses, This in&estigation is concerned with imports of’SOmg of the

- _products mentioned above. '

;/'The tariff restrictions on the products considered in this in-
vestigation--including the "tariff quota'" on cream--are discussed in
the sections on the respective products.

A}
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The Contracting Parties to the General Agreement on Tariffs and
Trade (GATT) have frequently criticized the United States for its
continued maintenance of the absolute quotas under section 22 of the
Agricultural Adjustment Act. They have, however, granted the United
States a waiver of its obligations "to the extent necessary to pre-
vent a conflict with such provisions of the general agreement in the
case of action required to be taken by the Government of the United

States under section 22."

Section 22 quotas on imports of dairy products

For ‘a number of years the United States hés imposed absolute
quotas on imports of a variety of daify products under the provi-
sions of section 22 éf the Agricultural Adjustment Act, as
amended. 1/

Current quotas,--The annual quotas in effect for the year end-

ing June 30, 1967 (except where noted) are as follows:

;/ Quotas on dairy products under section 22 were first imposed in
mid-1953. Imports of some dairy products had been subject to quota
before then under the provisions of the Second War Powers Act of
1942 and the Defense Production Act of 1950. The historical develop-
ment of U.S. quotas on imports of dairy products is described briefly
in appendix B.
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Commodity Quantity
BUbEET == mmmmm i mmm s o e 707,000 1bs.
Butter substitutes containing 1,200,000 1bs. 1/

more than U5 percent of butter-
fat and butter oil.

Certain articles containing more None
‘than 45 percent of butterfat.

Dried whole milke=e=—=commmmae e 7,000 1bs.

Dried buttermilkem=mmme oo 496,000 1bs.

Dried Cream======s==——coao e 500 l1bs.

Dried skimmed milKe==-commammommmmceeeee o 1,807,500 1bs.

Malted milk, and compounds or 6,000 1bs.
mixtures of or substitutes for (Aggregate quantit&)
milk or cream.

Cheddar cheese, and cheese and - 2,780,100 1bs.
substitutes for cheese contain- (Aggregate quantity)
.ing, or processed from, Cheddar
cheese.

Edam and Gouda cheeSe==memmec oo 9,200,400 1bs.

' (Aggregate quantity)

Blue-mold (except Stilton) cheese, 5,016,999 1bs.
and cheese and substitutes for (Aggregate quantity)

cheese containing, or processed
from, blue-mold cheese. :
Italian-type cheeses, made from 11,500,100 1lbs.

cow's milk, in original loaves (Aggregate quantity)
(Romano made from cow's milk,
Reggiano, Parmesano, Provoloni,
Provolette, and Sbrinz).

1/ Calendar year 1967.

Most of the import quotas shown above were established in 1953.
However, the quota on butter substitutes containing more than 45 per-
cent of butterfat and butter oil and that on certain articles contain-
-ing more than 45 percent of butterfat were established in 1957. The -
quota on imports of butter substitutes and butter oil was 1,800,000

pounds for the 1957 calendar year, but since then has been at the
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level shown in the tabulation. On July 1, 1960, the annual quota on
Edam and Gouda cheeses was increased from 4,600,200 to the amount
shown in the tabulation, and that on Italian-type cheeses, from
9,200,100 pounds to the amount shown. On March 29, 1962, the quota

on blue-mold cheese was increased from 4,167,000 pounds to the amount
shown. The quota on Cheddar cheese was increased to 3,706,800 pounds
for a single quota year--that ending June 30, 1966; it has been at éhe
omount shown in the tabulation for all other quota years since 1953.

The maximum permissible quantity of dairy products that can cur-

rently be imported under the quotas amounts to 292 million pounds
(milk equivalent)--an amount equal to two-tenths of 1 percent of U.S.
milk consumption in 1966. While the amounts of some individual dairy
.producté.permitted entry under the quotas are very small compared with
U.S. output of the respecﬁive products, the quantities of others per-
mitted entry are large compared with U.S. production. The quantities
specified in the existing quotas on butter, Cheddar cheese, and dried
milk products, for example, are infinitesimal compared with the domes-
tic output of these products. The butterfat equivalent of the annual
quota on butter substitutes containing over 45 percent of butterfat
and butter oil has been small compared with the domestic production of
butterfat. The quotas on blue-mold éheese and on Ifalian—type cheeses,
however, were equivalent to about 22 percent and 14 percent, respec-
tively, of the domestic output of those cheeses in 1966, while that on
Edam and Gouda cheeses has been larger than the domestic output in

recent years.
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Although U.S. imports of natural Edam and Gouda cheeses and Ital-
ian-type cheeses in original loaves have been materially smaller in
fecent years than the amounts authorized under the quotas, the quotas
on most othér dairy products (except dried cream) have been substanti-
ally filleﬁ. In the quota years (ending June 30) 1962-66, the annual
quota on butter was 89 to 96 percent filled (table 10); that on Ched-
dar cheese, 84 to 96 percént (table 11); that on Edam and Gouda A
cheese, 57 to 77 percent (table 12); and that on Italian-type cheeses
in original loaves, 64 to 87 percent (table J3).  Except for that on
dried cream, the quotas oﬁ the other dairy products-have‘genérally ;
been filled. The quota on dried cream (500 pounds) appafentLy is not

sufficiently large to attract commercial shipments.

Administration 'of section 22 guotas.--Most of the section 22
quotas on dairy products ére administered.by the Department of Agri-
culture through a system of import.licenses. Imports of all dairy
products under quota, except butter substitutes and butter oil, are-
subject to the licensing procedure; the quota for butter substitutes
is_admiﬂistered by the Bureau of Customs’on a first-come, first-
served basis. In general, dairy products under quota may be imported
into the United States only by, or for the account of, a persbn or
firm licensed by the Department of Agriculture, and only in accordance
. with the terms of the license. Licenses usually authorize a particu-
lar firm to enter designated quantities of a specific dairy product
from a designated country through a specified port of entry; licenses

for entries of the various cheeses (but not the other dairy products
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under quota) further require that not more than one-third of the
designated quantity can be imported in the first U4 moﬁths of the
quota year and not more than two-thirds of the first 8 months. ;/
When iésuing licenses the Department of Agriculture must, to the
fullest extent practicable, assure (1) the equitable distribution df
the respective quotas among importers or‘users, and (2) the allocétion
of shares of the respective quotas among supplying countries, based
upon the proportion supplied by such countries during previous repre-

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

have affected or may be affecting the trade in the articles concerned.
- In accord with these directives, the Depértment generally regards an
importer who entergd a dairy product during a base period as eligible
for allicense; such importer usually would be granted a share of the
respective annual quota proportionate to his share of total imports of
the product in question in the base period. Importers seeking to en-
ter the trade may be licensed to enter nominal quantities of a siﬁgle
product. g/ Licenses may not be transferred‘or assigned to others
except as authorized by the_Department of Agriculture.

As noted earlier, U.S. imports of cheese that are under quqta
must be controlled in such a manner that not more than one-third of

the annual amount may be imported during the first 4 months of the

;/ The administrative regulations established by the Department of-
Agriculture are published in TCFR6.

g/ At present the so-called new business quota for Italian-type
cheeses is 5,000 pounds; Edam and Gouda cheeses, 10,000 pounds; blue-
mold cheese, 2,500 pounds; and Cheddar cheese, 1,000 pounds.
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quota year and not more than two-thirds during the first eight months.
Because the quotas are imposed for 12-month periods ending June 30,
the first 4 months of the quota year are July-October, and the

second 4 months are November-February. Under present circumstances,
therefore, an importer could, if he chose, enter all of his allotted
amount in the last 4 months of the quota year (March-June), But

as indicated he could not enter more than a third in the first L
months, or more than two-thirds in the first 8 months. Importers-
of the cheese under quota have strongly urged that the quotas be
chénged to a calendar-year basis. Imports of cheese reflect a strong

seasonal factor. In 1966, for example, two-fifths of the imports of

cheese not under quota (i.e., not restricted to stipulated time
periods) entered during the last quarter of the year; sales

of many imported cheeses are heavy preceding and during the yearend
holiday seasons. If the cheeée quotas were on a calendar-year basis,
importers could hold as much of their annual license as they deemed
advisable for entry during the LY-month period September-December, .
the period of largest imports of cheese. Semiannual limitations on
entries under license, rather than thrice-yearly limitatiéns as at
present, would obviously accord further flexibility té the importers

in entering the permitted quantities; the Secretary of Agriculture

has stated that semiannual limitations would be more efficient for

his department to administer.
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Quotas under the Sugar Act of 1948, as amended

In 1966, imports of Junex and similar products, which are mix-
tures largely of sugar and butterfat, increased sharply above the
levels of annual imports in the immediately preceding years. The
Department of Agriculture determined that the sugar in such products
was of sufficient quantities as to substantially interfere with the
attainment of objectives of the Sugar Act of 1948, as amended. Accord-
ingly, on July 13, 1966, under the provisions of that act, the Depart-
ment established absolute quotas on imports of mixtures of sugar and
butterfat or flour or both that contained more than 25 percent of
sugar. The quota limitations do not apply to mixtures containing 25

percent or less of sugar.

For the calendar year 1966, the following quotas were established

(31 F.R. 9495-96):

Countr Quota
Australig-------- 2,240,000 1bs.
Denmark-----=---- 350,000 1lbs.
Other--«-=ceee--- The quantity containing

200,000 1bs., raw

value, of sugar or

liquid sugar, (187,000

lbs. of refined sugar).
Under the quota provisions, however, the import restriction for any
country, including Australia and Denmark, was to be automatically in-
creased to permit the entry of shipments imported in 1966 prior to the
effective date of the quotas (July 13), plus shipments entered within
30 days after the effective date of the quotas, provided that the

shipment concerned had departed the port of lading prior to that date
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or that an irrevocable contract had been entered into prior to
June 15, 1966. Because of the rapidly expanding trade in the mix-
tures concerned during the first half of 1966, and the large imports
of such products from several countries, the quotas applicable to
entries from several countries were automatically increased to an
amount substantially in excess of the originally established quotas.
Indeed, imports of these products that were subject to the quota |
provisions (more than 25 percent of sugar) amounted to nearly lOO.mil-
lion pounds in 1966. The sugar contained in such impofts was eqﬁiva-
lent to about one-half of 1 bercent of the domestic sugar p?oduction
 in that year; the butterfat contained therein was equivalent to about
1 percent of the domestic output of butterfat.

For the calendar year 1967, the Department of Agriculture ﬁodified

‘the quotas t0 establish the following limitations (31 F.R. 16518-20): 1/

Country Quota
Australig------- 14,090,000 1bs.
Austrig--------- 827,000 1bs.
Belgium--=------ 14,090,000 1bs.
Canada--=-====u- 11,650,000 1bs.

Denmark------- -- 1,926,000 1bs.
Sweden-=--=-u--- 397,000 1bs.

United Kingdom-- 2,159,000 1lbs.
Other-----cea--- The quantity containing 200,000

1bs., raw value, of sugar or
liquid sugar, (187,000 1lbs. of
refined sugar).

}/ The quota amounts for each country except Australis were estab-
lished on the basis of the average annual U.S. imports during 196L-66.
Beginning in 1963 Australia had agreed to limit its exports of butter-
~ fat-sugar mixtures to the United States. Consequently, exports from
that country to the United States did not expand in 1966 as did those
from other countries. Inasmuch as Australia had been limiting its
exports of Junex and similar products to the United States in the base
period, the Department of Agriculture established an import quota for
Australia equal to that for the country having the largest average
annual imports in the .base period (Belgium).
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In the first 4 months of 1967, total U.S. imports of butterfat-
sugar mixtures amounted to 49.7 million pounds. Of this amount, mix-
tures containing more. than 25 percent of sugar and, therefore, subject
‘to the Aduotas, a.mouhted to 26.4 million pounds; mixtures containing
25 percent or less of sugar (not subject to the quotas) amounted to
23.3 million pounds. The size of the quotas and the quota and non-
Quota imports, by country, for January-April 1967 are shown in the |

following tabulation (in thousands of pounds): 1/

Imports
Country . Quota | — -

. " . Quota | Nonquota | Total
Australig----eeemeeemammcecaaaaaa: 14,090 @ 6 : - 6
Austrigeeceecce—a- emm——————— -— 827 - -3 -
BelgluMe-mmmmccccecccncncaa e a——— ¢ 14,090 : 14,029 : 4,362 : 18,391 -
Canada-=-==mmmame=e- mmmmmmmame-a-t 11,650 ¢ 11,631 ¢ 2,292 : 13,923
Denmarke--eemsm-eememeeeeceeaeaaact 1,926 ¢ - 1,500 : 1,500
France-—-e-mmmmmeoaes w————— ————— : 1 110 : L6kl ¢ 4,751
Netherlandg-mee=em=-ace=- S s 1/ - .3 3
New Zealand-ce-=-mm=memeemem-e=a=: 1/ ¢ - : 10,411 : 10,411
SwedeNemmmmmmccmmeniccccc e : 397 ¢ -3 -3 -
United Kingdom----===-= mmmememe--: 2,150 ¢ . 650 : - 81 731

Total-==cecancaan= mmmemeaaa— s : 26,426 ¢ 23,290 : 49,716

1/ The qua.ntity cont.a.ining 200 ,600 pounds of sugar or liéuid suéa.r.
Beigium and Canada, which ha.fre large quotas, have virtually filled .
their quota.s and also shipped substantial quantities of nonquota mix-
tures. No other éountry shipped substantial quantities of mixtures.
subject to quota. Virtually no mixtures have entered from Australia,.

which has ‘(;ne of the ia.rgest quotas. New Zealand, which has a very
sma.il quota, supplied_.nearly half of the imports of nonquota mi:étures

in the period January-April 1967.

1/ Based on data from the Department of Agriculture.
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The Federal Import Milk Act

Under the Federal Import Milk Act of 1927, as amended (21 v.s.c.
lhl et seq.), the importation into the United States of milk and cream
is prohibited unless the person shipping or transporting such products
into the United States holds a valid permit from the Secretary of the
Departmenf of Health, Education, and Welfare. Although the primary
purpose of the act is to ensure that imported milk and cream meet
certain health standards, the statute also states that the promotion
of the dairy industry of the United States is an objective of the
act. Applicants for permits--and, at regular ihtervals, holders of
permits--must establish that (l).the,cows in herds producing milk for
'export to the United States are free from tuberculosis and are other-
wise healthy and (2) the dairy farms and pfocessing plants producing
milk or cream for export to the United States meet specified'sanitary
standards. The hoider of a permit is authorized to ship specified
products ihto the United States. Under the law, however, -a shipment
of milk or cream intended to be imported by the holder of a permit
may be refused entry at the port if either the bacteria count or the
temperature of the product is greater than specified limits. The
provisions of the act are administered by the Food and Drug Adminis-
tration (FDA) of the U.S. Départment of Health, Education, and Wel-
fare. |

Fluid and frozen milk and cream, yoghurt and other fermented
‘milk, and condensed and evaporated milk are subject to the provisions

of the Federal Import Milk Act. Currentﬁy, only four permits are in
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effect--the New Zealand Dairy Products Marketing Board holds a permit
to ship frozen cream to the United States, a Danish firm and a Canadian
firm hold permits to ship sweetened condensed milk to the United States,
and a Canadian firm holds a permit to ship concentrated milk to the
United States. An application from a Canadian firm requesting a per-
mit to ship sweetened condenséd milk is pending. From time to timg

the FDA has issued temporary permits to import specified products that
are subject to the act. Until recently the FDA had allowed imports of
condensed and evaporated milk from foreign firms not holding permits,
if such milk was packed in 6-ounce or 1lh-ounce hermetically sealed
tins. In September 1966, however, the FDA modified its policy; it
announced that, henceforth, U.S. imports of milk and cream were to be

restricted to shippers holding valid permits.

Commitments by exporting countries

From time to time in recent years, New Zealand, Australia, and
Ireland, after representations by the United States, have‘undertaken
to restrict their exports of certain dairy products to thé United
States. On October 9, 1963, the Secretary of Agriculture announced
"For some time the U.S. Department of Agriculture has been working
with other agencies of the U.S. Government with regard to the problem
of imports of certain dairy products which have become a matter of

concern to U.S. dairy producers." 1/ The dairy products involved

l/ U.S. Department of Agriculture Release 3375-63.
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have not been subject to U.S. import restrictions under section 22 of
the Agricultural Adjustment Act. The respective foreign countries
and the export restrictions agreed upon are shown in the following

tabulation:

Commodity f1g62 ¢ 1963 F 1964 P 1965

Colby cheese: 1/ : : : :
New Zealand------====c== million pounds--: 11.60 : 6.72 : 6.72 : 6.72
Australig----=------ccoccaaaa- do--------: - - : 3.36 : 3.36
Ireland----====-=-cccmeecenaux do--==mu-- : - -:1.12 : 1.12

Junex: 2/ : e : :
Australig-----e-cccccccccaaaa. do==menca=: - 2,20 : 2.20 : 2.20

Frozen cream: 2/ : : : :
New Zealand------------million gallons--: - : 1.50 : 1.50 : 1.50

1/ For years endiﬁg June 30.
2/ For calendar years.

Generally the export limitations listed above were closely
observed by exporters in the foreign countries concerned during the
periods they were in effect. The restrictions on exports 6f Colby
cheese were terminated on June 30, 1965, and those on exports of
Junex and frozen cream, on Décember 31, 1965. During 1965, imports
of such products from’countries other than those-that had agreed to
1limit their exports of Colby cheese and Junex to the United States

increased substantially. Moreover, the U.S. output of milk declined
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in that year; domestic prices of milk and dairy products increased,
causing the U.S. market to become more attractive for the imported

products.
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American-type Cheeses

The term "American-type" cheese is used herein to identify
Cheddar cheese and other varieties of cheese competitive therewith
in the major U.8. market for Cheddar (i.e., in the manufacture of
pasteurized process American cheese). Cheddar cheese, Colby cheese,
washed curd cheese, and granular cheese are identified by the U.S.'
Food and Drug Administration (FDA) as suitable for manufacturing _
into paéteurized process American cheese. Cheddar, one of the first
types of cheese to become subject to U.S. quantitative imp&rt re-
strictions, and the only one of the aforementioned cheeses currently
subject to such restrictions, has long been referred to in the trade
as American cheese. In recent years, the U.S. production of Cheddar
_has accounted for the major share (nearly 60 percent) of the domes-
tic output of cheese. ‘The production of pasteurized process Ameri-
can cheese has constituted the principal outlet for the U.S. prodﬁc-
tion of Cheddar cheese (about 55 percent) and nearly the sole outlet
for the other Amerlcan—type cheese. l/

The cheeses enumerated above are all used in the production of

pasteurized process American cheese, and only they are eligible to be

1/ "Process” cheese, as defined by the Food and Drug Administration,
is a mixture of one or more varieties of "natural" cheese that has
. been heated, emulsified, and stirred into a plastic mass.’
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so used. g/ The FDA has estublished standards, which Cheddar cheese,
washed curd cheese, Colby cheese, or granular cheese, or mixtures
thereof must meet to entitle the finished product to be designated as
pasteurized process American cheese. g/ The FDA also establishes
standards which the above named cheeses must meet before they can be
marketed under the respective names.

In 1965, about 70 percent of the pasteurized process American
cheese produced in the United States was made from Cheddar and 30 per-
cent, from the other varieties of cheese referred to above. Pasteur-
ized process American cheese manufactured in the United States may
consist in whole or in part of imported or domestic cheese; to date,

however, Colby has.been the only cheese to be imported and so used.

1/ In reporting data on the U.S. output of cheese, the Department
of Agriculture designates Cheddar, Colby, granular, washed curd, high
and low moisture Jack, and Monterey cheeses as American cheese. The
Standards of Identity established by the Food and Drug Administration
do not allow high and low moisture Jack or Monterey cheeses to be
designated as "American cheese," when marketed as process cheese.

g/ The Standards of Identity for pasteurized process cheese
(21 CFR 19.750) state that "in case . . . ﬁ;ésteurized process chee§§7

is made of Cheddar cheese, washed curd cheese, Colby cheese, or
granular cheese or any mixture of two or more of these, it may be
designated 'pasteurized process American cheese'; or when Cheddar
cheese, washed curd cheese, Colby cheese, or granular cheese or any
mixture of two or more of these is combined with other varieties of
cheese in the cheese ingredient any of such cheeses (i.e., Cheddar,
washed curd, Colby, or granular) or such mixture may be designated as
'American cheese'."

If another variety of cheese (Swiss cheese) is processed with
one or more of the aforementioned cheeses, the finished product may
be designated as pasteurized process Swiss and American cheese. 1In
such use, however, the aforementioned standards must be met if the
term "American" is used in the marketing of such process cheese.
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Cheddar, Colby, washed curd, and granular cheeses are all made
from cow's milk. ' These cheeses are interchangeable with each other
when used for processing. They generally range from semi-soft to
semi-hard in texture and from white to yellowish-orange in color. A
large part of the Cheddar produced in the United States is in a 500-
pound plastic-lined, barrel-shaped, steel container. Such cheese, .
commonly called barrel.Cheddar; is especially adapted for processing,
inasmuch as labor costs are lower and cheese wastes are smaller than
when the smaller size cheeses are processed. The remainder is gener-

“ally made in loaves (blocks ér wheels) that vary in weight from sever-
al pounds to about 60 pounds each; in the United States the bulk of
the output of Cheddar cheese, except barrel Cheddar, is made in the
form of 40 pound blocks.

It is difficult to distinguish Colby cheese from Cheddar. Never-
theless, different Standards of Identity have been established for
ﬁhese two cheeses. i/ The texture of Colby is generally not as com-
pract as that of Cheddar; in making Colby, thé-curd is not subjected to
"matting" and "milling" as is the curd of Cheddar. The Standards of
Identity allow Colby to contain not more than 4O percent of moisture,
which is l-percentage point higher than the maximum for Cheddar cheese.
There is often little difference, however, in the moisture cohtent of
the two cheeses. Coiby and Cheddar cheeses destined for making proc-

ess cheese are generally not aged more than 60 days; such cheeses are

g/'The Standards for Colby are spec1f1ed in 21 CFR-19.510; those for
Cheddar 1n 21 CFR 19.500.
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generally made from pasteurized or heat-treated milk. _Cheddar not
destined for_processing (i.e., to be consumed as netural cheese).is
generally made from heat-treated milk. Such cheese is sometimes made
from unpasteurized milk. Cheddar not used for processing is aged for
periods varying from 4 months to 16 months. |

In meking granular cheese, no water is added to the curd whlle it
is being stirred and cooled, as is done in making Colby cheese. The
small curd particles, therefore, do not bond well. Thus, the cheese
is granular in texture and checkered in appearance. Most granular
cheese is used to make process cheese.

In making washed curd cheese, the curd is matted and milled as is
done in making Cheddar. In making washed curd, however, the curd is
washed with water before it is salted. Washing the curd increases the
‘moisture content of the cheese, reduces the lactose (milk sugar) con-
tent and acidity, and increases the openness of texture. Washed curd
cheese is generally cured for only 1 or 2 months because of: its high
m015ture‘content (42 percent). It'is-used.almost exclusively in the
manufacture of process cheese. | |

The President's letter of April 7 requestiné the Tarifffdommis- -
sion to conduct this investigation directed theﬁ it should encompass
"substitutes for cheese containing or processed from American-type
cheeses". There are currently no known substitutes for cheese con-
taining or processed from Cheddar, Colby, washed curd, or granular

cheeses.
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Comparability of Colby and Cheddar

Cheddar accounts for about 60 percent, and Colby for about 15 per-
cent, of all cheese produced in the United States. Cheddar is made and
used so widely in the United States that it is often called "American"
rather than Cheddar cheese. U.S. production and imports of Cheddar and

Colby cheeses in recent years were as follows (in millions of pounds):

X Production - Imports

Year . " n "
. Cheddar | Colby 1/ . Cheddar  Colby
1962mm=mm- ———————————— ——— 956 139 : 3 s 10
1963mmmmmmmmmmmmm e e : 965 143 3: 10
196k ¢ 1,009 : 148 2 11
1965-=mmmmnmu mmmmmmmmmmeeee -=-=: 1,007 : 152 2 : 14
1966 mmmm e e e —————: 1,074 : 160 TR L6

gj'Includes smali quantities of washed curd, granular, Monterey, and
Jack cheeses.

As noted earlier, fresh (ﬁnaged) Colby, washed curd, and granular
cheeses are direct substitutes for, and competitive with; fresh Cheddar
cheese in making pasteurized process American cheese. More than half
of the U.S. output of Cheddar and most of the output of Colby has been
used in making pasteurized process American cheese; about 80 perc¢ent of
the imported Cheddar and virtually all of the imported Colby has been
so used. (Virtually all imports of Cheddar from Canada--20 percent of
total U.S. imports of Cheddar--are consumed as natural cheese.) "Hence,
in 1966 Cheddar cheese'(virtualxy all domestic) supplied about 7O per-
cent and Colby (largely domestic) supplied about 30 percent of the nat-
ural cheeses that went into the manufacture of pasteurized process
American cheese. Only small quantities of washed curd and granular

cheese are domestically produced; imports have been negligible or nil.






A-LO

The small quantities of Colby, washed curd, and granular cheeses
that are aged are trivial relative to the large volume of Cheddar

cheese that is aged.

U.S. tariff treatment

The rates of duty currently applicable to imports of the cheeses
herein considered (except Cheddar) from countries other than those des-

ignated as being under Communist control are as follows:

TSUS
item Commodity Rate of duty
Cheese not elsewhere enumerated: |
117.75 (pt.) Valued not over 25¢ per pound-=-=---- . 5¢ per 1b.
117.80 (pt.) Valued over 25¢ per pound======-=—-=- 20% ad val.

" These rates of duty, which have been in effect since August 1951, re-
flect a concession granted by the United States in the General Agree-
ment on Tariffs and Trade. The duty collected on total imports of"
Colby cheese under item 117.75 (pt.) in 1966 was equivalent to 21 per-
cent ad valorem; the average unit values of imports from the principal

supplying countries ranged from 22 cents to 25 cents per pound.

U.S. consumption

Although this investigation is concerned with imports of American-
type cheeses other than Cheddar, Colby is the only such cheese pro-
duced domestically and imported in substantial quantities. As noted
in an earlier section, U.S. imports of washed curd and granular
cheeses have been negligible or nil, and domestic output of those
cheeses has been small. This section, and those immediately following,

therefore, discuss only Colby.
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U.S. annual consumption of Colby cheese has been expanding for a
" number of years (table 1L4). 1/ Apparent annual consubption of Colby
has more than doubled in the last decade, increasing from 95 million
pounds in 1957 to 206 million pounds in 1966. In recent years Colby
has been supplying a larger share of the natural cheese used to make
pasteurized process American cheese, the U.S. output of which has been

increasing.

U.S. producers and production

Colby cheese has been produced in the United States for many
years. U.S. production of Colby cheese increased fiom 95 million
pounds in 1957 to 160 million pounds in 1966. About 200 plants pro-
duced Colby cheese in 1965. Most of these plants sent their natural
Colby to concerns kﬁown as cheese assemblers, whovmade pasteurized
process American cheese. Wisconsin, Indiana, Michigan, Missouri,
Idaho, and Ohio combined accounted for about 75 percent of the U.S.
‘production of Colby cheese in 1965.

U.S. stocks of Colby cheese in commercial warehouses have been
small inasmuch as Colby cheese is generally not aged. Producers of
Colby and Cheddar cheese can readily utilize their milk supply to make
either variety of cheese. Hence, if the Government's purchase price
for Cheddar, or the market price therefore, becomes more attracﬁive

than the market price for Colby, producers of Colby can produce Cheddar

1/ The data on consumption and production in this section include
small quantities of washed curd, granular, Monterey, and Jack cheeses.
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instead; they have an assured outlet for Cheddar at the price-support

levels announced by the U.S. Department of Agriculture.

U.S. exports and imports

U.S. exports of Colby cheese have been negligible for a number of
years. Prices of such cheese in foreign markets generally haﬁe been
lower than domestic prices.

With the exception of Colby, U.S. imports of the American-type
cheeses other than Cheddar have been negligible or nil for many years.
U.S. imports.of Colby cheese were negligible or nil until 1958. Early
in that year, the Bureau of Customs ruled that Colby was neither classi-
fiable in the tariff provision for Cheddar, nor subject to the quantita-
tive restrictions imposed on Cheddar cheese’under section 22 of the
Agricultural Adjustmeht Act, as amended. }/ Thereafter, imports in-
éreased sharply from 500,000 pounds in 1958 to 15 million pounds in 1961.
During the period 1962-65, annual imports ranged from 10 million pounds
to 14 million pounds. In late 1965 and in 1966 U.S. prices of Cheddar
cheese advanced rapidly. The output of milk in foreign countries ex-
panded in 1965; such expansion continued into 1967. In 1966, U;S. im-

- ports of Colby cheese totaled nearly 46 million pounds. In January-
March 1967 they amounted to nearly 24 million pounds; based on the
volume of imports in January-March, total imports in 1967 may aﬁproxi-
mate some 100 million pounds.

The average annual unit value of U.S. imports of Colby cheese has

increased in recent years; it rose from 23.8 cents per pound in 1964

l/ The Bureau based its decision principally on trade information and
on the Standards of Identity established for the two cheeses by the
Food and Drug Administration (C.I.E. 153/58).
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to 27.3 cents per pound in 1966. 1In 1964 only 3 percent of the im-
ported Colby cheese was valued over 25 cents per pound; in 1966, 60
percent of the imported Colby was valued over 25 cents per pound.
During January-March 1967, imports valued over 25 cents per pound
accounted for 99 percent of the volume of total entries.

Before 1962, virtually all U.S. imports of Colby cheese came from
New Zealand. 1In that year, however, imports began to enter from otﬁer
countries. In 1966, New Zealand, France, Denmark, and Avstralia were
the principal suppliers of imports; small quantities of Colby were
imported from a number of other countries (tables 15 and 16). Imports
from France and Denmark had been negligible prior to 1966.

The marked increase in the importation of Colby cheese from France
is attributable in part to payments made by the French Government to the
cheese producers on cheese that was exported. Theée inducements are
offered within the framework of European Economic Community (EEC) regu-
lations. Such export inducements, which began about June 1966 and which
were employed to complement the country's price-support program for
- dairy products, were set originally at about 27 cents per pound;- shortly
thereafter they were reduced to 24 cents per pound and later to about 23
cents per pound. Government payments for the 9 million pounds of Colby
cheese exported from France to the United States in 1966 are estimated
to have amounted to about $2 million or the equivalent of about 23

cents per pound. }/ At this level, the payment on French Colby cheese

l/ Data on export payments are from a Foreign Agricultural Service
report on French dairy products, dated March 20, 1967 (unclassified);
data on the volume of trade are from U.S. official import statistics.
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probably was equivalent to 50 percent or more of the U.S. market price
for Colby cheese. In 1966, the average unit dutiable vaiue of imports
from France reported in official U.S. import statistics was 27 cents
per pound. The average unit value of imports from the other major for-
eign suppliers ranged from 26 cents per pound for those from New Zea-
land, Australia, Belgium, and Austria to 33 cents per pound for those
from Denmark and Ireland.

The Treasury Department is presently considering whether to apply
countervailing duties to the U.S. imports of Colby cheese from France.
The U.S. Government, moreover, has formally protested a new program of
payments on exports for processed agricultural commodities, recently
instituted by the EEC: the U.S. Govermnment contends that the program
violates the letter and spirit of the EEC's commitments under the
General Agreement on Tariffs and Trade.

During some recent years, New Zealand, Australia, and Ireland
agreed to limit their exports of Colby cheese to the United States

(see the section of this report on commitments by exporting countries).

Prices of domestic Cheddar cheese and imported Colby cheese

Wholesale price movements for domestic Cheddar cheese follow
closely the auction prices reported by the Wisconsin Cheese Exchange,
located in Green Bay, Wisconsin. The Exchange prices, which are ex-
clusive of assembling charges, are commoniy referred to in the trade
as "base" prices for cheese; wholesale prices of cheese throughout the
United States have generally followed movements in these base prices.

The following tabulation compares the average annual wholesale price
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of Cheddar cheese at Wisconsin assembly points with the prices reported
by the Cheese Exchange during the period 1962-66 (in cents per pound):

Prices reported Wigconsin

: by Wisconsin assembly
Year .Cheese Exchange points 1/
1962 mmmm e m e 33.9 36.0
T PR ——— 34.3 36.1
)= T — 35.0 36.8
1965 mmmmmm e e e 35.8 39.8
! 1966~ mmmm e mm e 43.6 46.3

1/ Year beginning April 1.

In the 9 months from July 1965 to March 1966, the monthly average
price .for domestic Cheddar cﬁeese at Wisconsin assembly points rose
successively from 37.3 cents per pound to h5.7' cents per pound. On
April 1, 1966, the f.l.‘aiiff Commission instituted a’supﬁlemental investi-
gation under section 22 to ascertain whether increased impdrts of Ched-
dar cheese could be permitted without materially interfering with the
Department of Agriculture's price-support programs for milk and
butterfat. On April 7 the price of Cheddar cheese at Wisconsin assem-
bly points was reduced to 42.7 cents per pound--the fii'st price redué-
tion in nearly a year. On April 1, 1966, the Secretary of Agriculture
increased the CCC purchase price for Cheddar cheese from 36.1 cents
per pound to 39.3 cents per pound; on June 29, 1966, he further in-
creased it to 43.7 cents per pound. Meanwhile, the monthly average
assembly point price advanced from 42.9 cents per pound in May 1966 to
49.4 cents in August and September, the highest level at which it had
been for many years. Thereafter, the price declined; in March 1967 it

averaged 4.9 cents per pound. During the most recent months, both
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the domestic output and stocks of Cheddar cheese have been higher, and
imports of Colby cheese larger, than in the comparable period a year
earlier. Moreover, as described in the next paragraph, the prices of
alternative protein sources have declired in recent months.

The strong U.S. market price for Cheddar cheese in recent years
reflects the net impact of many factors, each of which alone cannot be
appraised precisely. Over the past decade, a slow but steady rise has
occurred in the aggregate demand for Cheddar, which doubtless stems
from both population growth and rising per capita consumption. In-
creasingly, cheese has been used in a wide variéty of manufactured
foods. After 1965, moreover, prices of important protein foods (such
as meat and fish), increased sharply, contributing, in turn, to in-
creased prices for chéese, an alternative source of protein. The
wholesale price index of processed meat, poultry, and fish (1957-59 =
100) increased from 91 in 1964 to 101 in 1965, ‘to 110 in 1966, and to
115 in February 1966. Thereafter, it declined irreguiarly until
March 1967, when it averaged 102,

There are no published prices for imported Colby cheese. The
average unit values of imported Colby, calculated from data recorded
in U.S. import statistics, have increased in recent years. Trade
sources indicate that the price of the imported cheese, delivered in
Wisconsin, is generally at least 1 cent per pound, and sometimes as
much as 4 cents per pound, below the price of domestic Cheddar cheese.
Direct price comparisons, however, are misleading. The imported cheese

has a higher butterfat content than domestic Cheddar (about 52 percent
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compared with 50 percent). Thus, when the imported Colby is made into
process cheese, the additional butterfat serves as an extender when it

is mixed with domestic cheeses.
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Edam and Gouda Cheeses (Process)

Edam and Gouda cheeses are made from cow's milk. The Standards of
Identity established by the Food and Drug Administration require,
among other things, that the solids of Edam cheese shall contain not
less than 40 percent of milk fat and those of Gouda not less than U46
percent. Both imported and domestic cheeses must conform to these
standards to be labeled and sold in the United States as Edam or Gouda.

Process Edam and Gouda cheeses differ markedly from the naturdl
cheeses from which they were made. The texture of the natural cheeses
is changed substantially by processing; process Edam and Gouda is
smoother and more homogeneous than the natural cheese. Many deem that
the flavor of the brocess cheese is more bland than that of the natural
pheese. Some proé;ss Edam and Gouda is flavored with ingredients such
as onions and spices, which are added during the processing; natural
Edam and Gouda rarely, if ever, contains added ingredients.

Process Edam and Gouda cheeses--nearly all from abroad--are
imported in the form of small foil-wrapped wedges or blocks that weigh
no more than a few ounces each; small quantities are imported in the
form of link shapes. These wedges, blocks, and links of process Edam
and Gouda cheeses are ready for immediate sale at the retail level.
They are marketed in boxes, or in gift packages that frequently con-
tain a variety of cheeses, meats, and other specialty foods. In con-
trast to the process cheese, natural Edam and Gouda are invariably
marketed in the United States in the form of the loaves in which they

are produced. A large part of the domestic and imported natural Gouda
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is of a type known as "Baby Gouda'", which is made in a disc-shaped
loaf usually weighing less than a pound. Other natural Gouda and nat-
ural Edam cheeses are made in distinctive loaves generally weighing
from 5 toc 25 pounds each. Virtually all the natural loaves of Edam
and Gouda cheeses are covered with an inedible protective coating of
wax and are wrapped in a transparent film. The wax coatings on Edam
and "Baby Gouda' cheeses are invariably red in color, whereas those.on

the larger Gouda cheeses are orange.

U.S. tariff treatment

The rate of duty currently applicable to imports of natural and
process Edam and Gouda cheeses from countries other than those desig-

nated as being under Communist control is as follows:

TSUS _
item Commodity Rate of duty
117.25 Edam and Gouda cheeseS-==-mmmee—can-- --- 15% ad val.

This rate of duty, which has been in effect since January 1948, re-
flects a concession granted by the United States in the General Agree-
ment on Tariffs and Trade.

Since July 1, 1953, imports of natural Edam and Gouda cheeses
have been subject to an annual absolute quota imposed under section 22

of the Agricultural Adjustment Act, as amended. Processed Edam and
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Gouda, however, have been exempt from the quota. 1/ In 1960, the
annual quota of 4,600,200 pounds was increased to 9,200,400 pounds. 2/
For the quota year ending June 30, 1966, 91 percent of the quota for
these two cheeses was allocated to the Netherlands, L4 percent to Den-
mark, 2 percent to Sweden, and 3 percent to Argentina, Finland, Portu-

gal, and Norway combined.

U.S. consumption

During the period 1962-66, the annual U.S. consumption of proéess
Edam and Gouda increased regularly, rising from 1.1 million pounds in
1962 to 3.0 million poundé in 1966 (table 18). It had been substan-
tially smaller in earlier years. Imports are believed to have supplied
virtually all of thé domestic consumption.

The annual U.S. consumption of natural Edam and Gouda has also
increased in recent years, rising from 12.2 million pounds in 1962 to
15.5 million pounds in 1966. U.S. consumption has been supplied about

equally by domestic production and imports.

;/’Proclamation 3019 of June 1953, which established the section 22
quota on "Edam and Gouda cheese", did not specify whether or not proc-
ess Edam and Gouda should be subject to import controls. Subsequent-
ly, the question arose. On June 15, 1954, the United States Department
of Agriculture determined that "Processed Edam and Gouda cheese and
cheese, and substitutes for cheese containing or processed from Edam
and Gouda cheese, are not subject to impart control." Accordingly,
process Edam and Gouda has been permitted entry outside the quota
(CIE 1922/64). The chief customs specialist on cheese in New York
City reports that merely slicing or separation of the original loaf of
cheese does not constitute processing.

2/ TSUS item 950.09.






U.S. producers and production

Little process Edam and Gouda bheese is produced in the United
States. No data on such output are available.

No more than 6 plants, all located in Wisconsin, produce natural
Edam and Gouda cheeses in the United States. The domestic production
of such cheeses is estimated to have increased from 4.0 million pounds
in 1958 to 4.6 million pounds in 1960, the year in which the import
quota on Edam and Gouda was enlarged by 100 percent. Notwithstanding
the increase in the quota, the domestic production has continued to
increase. In 1966 it amounted to an estimated 7.6 million pounds.
Most of the domestic output in recent years has been of the "Baby

Gouda'",'

U.S. exports and imports

U.S. exports of Edam and Gouda cheeses, whether processed or nat-
ural, have been negligible or nil. Prices of such cheeses in foreign
markets generally have been lower than domestic prices of the U.S.
product.

In recent years, annual U.S. imports of process Edam and.Gouda
cheeses have increased regularly. In 1962 such imports are estimated
to have amounted to 1.1 million pounds (equal to 16 percent oanggre-
gate imports of all Edam and Gouda); they amounted to 3.0 million
*pounds (27 percent of the total) in 1966 (table 18).

The bulk of the imports of process Edam and Gouda cheeses have
come from Denmark, West Germany, Norway, Ireland, and the Netherlands.

Only one of these countries has been allocated a substantial share of
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the annual import quota for natural Edam and Gouda; two of them have
no share. The following tabulation presents data on the amount of
natural Edam and Gouda permitted entry under the quota, the actual
U.S. imports of such cheese, the amount of the quotas unused, and
imports of process Edam and Gouda cheeses, by the principal suppliers
of the proce;s cheese, in the year ending June 30, 1966 (in thousands

of pounds):

Natural Edam and Gouda

: ¢ U.S. imports
¢ Aggregate im- : : : of process
Country :ports permitted: Actual : Unused ¢ Edam and

¢ under the ¢ imports : licenses : Gouda,

: quota 3 H :
Netherlands===--- : 8,412 + 6,642 : 1,770 : 117
Denmark----=-=---- s Lo6 195 : 211 ¢ 1,231
West Germany----- : - -t - TS
Norway-========== : 11 : 10 : 1 2ho
Ireland-=======-- : - - - 171
‘All other-------- : 371 : 226 145 72

Total-====-- : 9,200 : 17,073 : 2,127 2,279

As shown above; the four largest foreign suppliers of process Edam
and Gouda (which is free of quota)--Denmark, West Germany, Norway, and
Ireland--were each allocated only a small share, or none, of the quota
for natural Edam and Gouda cheeses. Imports of process Edam and Gouda
from the Netherlands were small in volume compared with the quantity
of natural Edam and Gouda that was licensed for entry from that coun-

try but not imported.






Ttalian-type Cheeses
(Not in Original Loaves)

The cheeses that are termed herein "Italian-type cheeses" are
Romano made from cow's milk, Reggiano, Parmesano, Provoloni, Provo-
lette, and Sbrinz. This investigation is concerned with imports of
Italian-type cheeses not in original loaves, and cheeses and substi-
tutes for cheese containing or processed from Italian-type cheeses.
These cheeses not in original loaves are identical to the respective
cheeses in original loaves, except that the cheese has been cut into
slices or pieces, or been grated. The quantities of cheese processed
from Italian-type cheese, if any, are negligible; there are no known
substitutes for cheeses containing Italian-type cheeses. TItalian-type
cheeses in original loaves have been subject to quantitative import
restrictions under section 22 since 1953,

Romano, Reggiano, Parmesano, and Sbrinz ;/ cheeses are used pre-
dominantly for grating. The grating is done either by producers of
such cheese, by assemblers, or by housewives. In the United States,
most of the grated Italian-type cheese, whether domestic or imported,
is gengrally marketed at retail in cylindrical cardboard containers or
glass jars that hold several ounces of cheese. The grated cheese sold
at retail is used by the housewife in a variety of foods such as
salads, soups, alimentary pastes, and pizzas. Grated cheese sold in

bulk containers goes largely to food manufacturers, restaurants, and

;/’Sbrinz is not produced in the United States; imports generally
have been nil.
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other institutional users. Some Romano, Reggiano, and Parmesano is
retailed in small plastic-wrapped blocks or wedges.

Provoloni and Provolette, which are softer cheeses than the other
Italian-type cheeses, lend themselves to table use inasmuch as they do
not crumble when cut. The cheeses in original loaves are often cut or
sliced and sold at retail in packages, each holding less than 1 poupd.
Sometimes Provolette, which in the original loaf is the smaller of the

two cheeses, is sold in the original loaf.

U.S. tariff treatment

The rates of duty currently applicable to imports of Italian-type
cheeses, whether or not in original loaves, from countries other than

those designated aé being under Communist control, are as follows:

TSUS
item Commodity Rate of duty
Cheese:
117.%0 (pt.) Sbrinzemmmem ;e m e oo 25% ad val.
117.55 Romano made from cow's milk, 20% ad val.

Reggiano, Parmesano, Provo-
loni, and Provolette.

The rate for Sbrinz, which reflects a concession granted by the United
States in a bilateral agreement with Argentina, has been in effect
since November 1941. The rate for the other cheeses, which reflects
a concession granted by the United States in the General Agreement on
Tariffs and Trade, hés been in effect since August 1951.

Since July 1, 1953, imports of these Italian-type cheeses in
original loaves have been subjecf to an annual absolute quota under

section 22 of the Agricultural Adjustment Act, as amended. Initially
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the quota amounted to 9,200,100 pounds; it was increased to 11,500,100

pounds in 1960 (TSUS item 950.10).

U.S. consumption

The annual U.S. consumption of the Italian-type cheeses qonsidered
herein (whether or not in original loaves) is estimated to have in-
creased from 68 million pounds in 1961 to 89 million pounds in 1966
(table 19). }/ At the wholesale level, gbout three-fifths of the
Italian-type cheeses sold in the United States has been either in éhe
grated form or cut into pieces; much of the remainder probably has
been cut or grated by the retailer before sale to the consumer. The
loaves in which Italian-type cheeses originally are made are, for the
most part, too largé for use by the housewife; furthermore, many con-
sumers do not wish to grate these hard cheeses themselves.

In 1964, the latest year for which data are available, about 4O
percent of the Italian-type cheese consumed was Provoloni, 40 percent

was Parmesano, and most of the remainder was Romano.

U.S. producers and production

Some 25 U.S. producers make Romano, Reggiano, Parmesano, Provo-
loni, and Provolette cheeses; most of them are located in Wisconsin
and nearby States. Some producers not only age and grate their butput

3

but also package it for marketing under brand names; others sell the

1/ The consumption of certain soft Italian-type cheeses (which are
not subject to this investigation) increased considerably more during
1961-65 than did the consumption of the hard types, largely because of
the increased use of the soft types in such foods as pizzas, lasagna,
and cheese sandwiches. ‘
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unaged cheese in original loaves to assemblers who perferm these func-
tions. Plants manufacturinn Italian-type cheeses rarely produce other
types of cheese because of the problems associated with bacterial con-
tamination. Few, if any, U.S. producers have foreign affiliates pro-
ducing Italian-type cheese.

The domestic output of Italian-type cheeses in original loaves
increased from about 60 million pounds in 1961 to 81 million pounds in

1966.

U.S. exports and imports

U.S. exports of Romano, Reggiano, Parmesano, Provoloni, Provolette,
and Sbrinz, whether or not in original loaves, are believed to have
been negligible in fecent years.

In recent years U.S. imports of the Italian-type cheeses named
above not in original loaves have been small; imports of cheese proc-
essed from these Italian-type cheeses are believed to have been negli-
gible. U.S. imports of cheeses not in original loaves amounted to
322,000 pounds in 1964, 97,000 pounds in 1965, and 451,000 pounds in
1966 (table 20). 1/ Such imports accounted for 5 percenﬁ or less of
total imports of Italian-type cheeses, and supplied less than 1 per-
cent of U.S. consumption of such cheese, in each of those years. In
January-March 1967, imports of these cheeses not in original loaves

amounted to 277,000 pounds, compared with 67,000 pounds in the

1/ Statistics on annual imports of these cheeses not in original
loaves in years before 1964 are not available; it is unlikely, however,
that the trade was appreciably larger in those years than in 1964-66.






A-57

corresponding months of 1966. Most of the imported Italian-type
cheeses not in original loaves has been either in pieces wrapped in a
transparent plastic film or grated. Importers generally package the
grated cheese in retail-size containers.

In 1964-66, Argentina and Italy together accounted for virtually
all U.S. imports of Italian-type cheeses not in original loaves. That
imported from Italy has generally been in pieces or wedges and has |
been used as table cheese or for grating; it is generally higher in
price than both Italian-type cheeses imported from other countries or
those produced in the United States. That from Argentina has been
imported chiefly in grated forms; it is lower in price than both
cheeses from Italy or those produced in the United States. Italian-
type cheeses from Argentina are considered by the trade to be lower in
quality than those produced in Italy. Argentina has no aging stand-
ards, and the Argentine producers often sell their cheese before it is
adequately ripened.

U.S. annual imports of Italian-type cheeses in original loaves,
which are subject to quota under section 22, ranged from 7.7 million
to 8.6 million pounds in 1964-66. The import quota was from 65 to 87
percent filled in the 1964-66 quota years (ending June 30). According
to the trade, Italian-type cheeses had generaily been imported in
earlier years in original loaves because they retained their flavor
longer and were less subject to spoilage in that form than after they
had been cut, sliced,or grated. In recent years, however, improve-

ments in packaging have reduced losses in flavor and spoilage of
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Italian~-type cheeses not in original loaves. Imports of Italian-type
cheeses in all forms supplied from‘9 to 13 percent of U.S. consumption
of such cheeses in each of the quota years 1961-65.

Only a few U.S. firms currently import Italian-type cheeses not
in original loaves. Some of them grate, mix, and package both im-
ported and domestic cheese. Most firms that import Italian-type cheese,
whether or not in original loaves, are long established dealers who

trade in several varieties of domestic and imported cheeses.
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Articles Containing 5.5 to 45 Percent of Butterfat

It would be difficult to enumerate the vest array of products
which may be encompassed within the scope of subsection (4) of the
notice of investigation—-

(4) Articles containing over 5.5 percent bubt not

over 45 percent by weight of butterfat, the butterfat

of which is commercially extractable, or which are

capable of being used for any edible purpose for which

products containing butterfat are used (except articles

currently subject to quotas under Section 22 of the

Agricultural Adjustment Act, as amended, cheeses, and

articles packaged for distribution in the retail trade

and ready for use by the purchaser at retail for an

edible purpose or in the preparation of an edible

article).

The principal articles included in the above description that have
been imported in recent years are frozen cream, condensed or evapo-
rated milk, chocolate crumb, and Junex and similar products. As
indicated above, many articles might be encompassed within the scope
‘of the description. Ice cream in bulk, for example, would be one
such article, although it is believed not to have been imported in
recent years.

Information concerning the principal articles listed above is
discussed in the following section.

Creanm

Cream is the fatty liquld separated from whole milk. All milk
produced in the United States contains cream inasmuch as whole milk
contains milk fat, commonly called butterfat. About half of the U.S.
dutput of whole milk is sold at retail in the fluid form. The so-
~ called combined U.S. output of cream--i.e., the cream that is actually

separated from milk plus the cream in wholé milk used difectly in
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manufacturing dairy products--is "produced" from the remaining half
of the U.S. output of whole milk. About a fifth of the combined
output of cream is sold at retall for consumption in the fluid form;
four-fifths is used in manufacturing dairy products.

In recent years the only cream imported as such has been frozen.
None of the imported cream is consumed in the fluid form. Both
domestic and imported cream are interchangeable when used in produc-
ing manufactured dairy products.

U.S. tariff treatment.--The rates of' duty currently applicable

to imports from countries, other than those designated as being under

Communist control, are as follows:

TSUS .
item Commodity Rate of duty
Fluid cream ;/, fresh or sour,
containing over 5.5 per-
cent but not over L5 per-
‘ cent of butterfat:
115.20 For not over 1,500,000 gal- 15¢ per gal.
lons entered in any calen-
dar year.
115.25 Other-=--==memememac e e 56.6¢ per gal.

;/’Frozen cream 1s classifiable in the tariff provision for
fluid cream (CIE 2239/65).

The rate of duty for item 115.20, whigh reflects a concession granted
by the United States in the General Agreement on Tariffs and Trade,
has been in effect since June 1951. The rate for item‘115.25 is the
original statutory rate provided in the Tariff Act of 1930.

Imported cream having more than 45 percent butterfat is dutiable

as butter under the Tariff Schedules of the United States (TSUS) and
subject to an absolute quota. 1/

1/ TSUS 950.05.






A-61

A tariff quota permits imports of cream up to & maximum of 1.5
million gallons per year to enter at a rate of 15 cents per gallon;
imports in excess of 1.5 million gallons in any calendar year are
dutiable at 56.6 cents per gallon. Based on imports in 1966, the
rate of duty of 15 cents per gallon was equivalent to 8 percent ad
valorem and that of 56.6 cents per gallon, to 29 percent ad valorem.
The great bulk of the imports within the respective TSUS item
numbers had roughly equivalent unit values.

Imports of cream are subject to the provisions of the Federsl
Import Milk Act discussed in the section of this report on U,S. Non-
tariff Import Restrictions on Dairy Products.

U.S. producers and production.--A large number of dalry plants

separate cream from whole milk for the purpose of producing manu-
factured dairy products. Although some farmers separate cream from
whole milk, their number, which is unknown,. has declined greatly dur-
ing recent decades. Inasmuch as the North Central and North Atlantic
States have supplied the bulk of the whole milk used in manufactured
dairy products, these States have supplied the bulk of the U.S.
output of cream.

The U.S, production of cream is exceedingly large. The combined
U.S; output, i.e., that contained in whole milk used for manufactured
dairy products plus that separated from whole milk, has averaged some
800 million gallons annually in recent years. ;/ Of that total

about 325 million gallons were used to make butter, 120 million

1/ On the basis of cream containing 40 percent of butterfat.
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gallons for ice cream and other frozen dairy desserts, and 180

million gallons for a variety of other dairy products including

cheese and evaporated and condensed milk.

gallons of cream was sold as such for fluid

The remaining 175 million

consumption.

U.8. exports and imports.--Until recently, cream (except dried

cream) has not been an important article in

international trade.

U.S. exports of cream have been negligible or nil. U.S. imports

were negligible before 1962, but they have i

ncreased sharply since

then. In recent years, techniques of preparing (freezing) and

transporting cream have improved. In 1961,

moreover, the U.S.

Department of Health, Education, and Welfare (HEW) issued a permit

to the New Zealand Dairy Products Marketing

Board enabling it to

export frozen cream to the United States. This permit is the only

" one 1ssued by HEW authorizing imports of frozen cream.

Although U.S. imports of frozen cream were negligible or nil '’

before 1962, they increased materially thereafter. Annual U.S.

imports in the period 1962-66 were as follows: l/

Year 1,000 gallons
1962-====mmmmem 149
1963-==mmmmmmmm 850
196k -mmmmmemm 1,076
1965======m===~ 1,181
1966===m=mmmmnn 1,555

In January-March 1967 imports amounted to 65

8,000 gallons compared

with 809,000 gallons in the corresponding months of 1966.

In 1966 U.S. imports of cream were equi

percent of the combined domestic output of c

valent to less than 0.2

ream. Imports in 1966

1/ Data reported by the Bureau of Customs.
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exceeded the tariff quota of 1.5 million gallons for the first time--
by some 55,000 gallons.

On March 31, 1967, the U.S. tariff quota for cream for the
current calendar year was Ui percent filled. The highest period of
fluid milk production in New Zealand, however, does not occur until
October. Since U.S. prices for butterfat are expected to remain high
relative to world prices, U.S. imports of cfeam in 1967 will probably
2qual, or possibly exceed, the tariff quota for cream.

Unlike imports of some dailry products, frozen cream has been
entered at ports throughout the United States. In’l966, the bulk of
the imports entered at San Francisco, Charleston (South Carolina),
Philadelphia, and Galveston. The imported cream is generally packed
in 50 to 60 pound plastic containers.

Before 1966 the imported cream was purchased primarily by pro-
ducers of ice cream, In 1966 such producers found it advantageous
to use imported butterfat mixtures (Junex, etc,) rather than imported
frozen cream. Nevertheless, as noted earlier, imports of cream in
that year reached a record high; the bulk of the imported cream was
purchased by producers of soups and dairy products other than ice
cream.

Trade sources indicaté that the prices of imported frozen éreém
follow closely‘those of domestic cream. The annual average whole-
sale price of domestic cream has been increasiné in recent years as
milk production has deélined and as the support objective for milk

was increased. The following tabulation shows the anmual average
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wholesale price of cream, 40 percent butterfat, at Philadelphia in
1964 -66:

Year Per gallon
196k~ = e e $2.58
1965==== === e 2,60
1966 ----------------- 2-85

Since it appears that the U.S. output of milk in 1967 may
slightly exceed that of 1966, the price of cream in 1967 is likely.
to average somewhat lower than in 1966. Nonetheless, the U.S. price
will probably be high relative tb the world price.

Condensed or evaporated milk and cream

Condensed milk consists of milk from which a portioh of 1its
water has been removed by evaporation under a partial vacuum. It
usually has a caramelized flavor since the milk sugar has been
-slightly cooked in the condensing process. If packaged without
sugar being added, it is known as plain condensed milk and is
perishable; plain condensed milk is usually sold in bulk. If sugar
is added, the product, which is called sweetened condensed milk, is
usually canned; it is not sterilized because the sugar content is
sufficient to prevent spoilage. Evaporated milk is similar to plain
condensed milk in that water has been removed by evaporation under
a partial vacuum and no sugar has been added. Evaporated milk,
however, is both homogenized and sterilized; it is put up in
hermetically sealed metal cans, generally of consumer size. The
characteristic caramelized flavor of condensed milk is less pronounced

in evaporated milk. In the United States, condensed or evaporated
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milk is used primarily in home cooking and in the preparation of baby
formulas, candy, and lce cream. Condensed or evaporated cream is not
an important article of commerce.

This investigatlion is concerned, inter alia, with imports of
condensed or evaporated milk and cream made from whole milk that is
in bulk containers (i.e., not in retail-size containers). Imported
condensed and evaporated milk made from skim milk (which have less
than 5.5 percent of butterfat), as well as condensed and evaporated
milk made from whole milk in retail-size containers, are not a sub-
Ject of this investigation. About four-fifths of the domestic and
imported condensed and evaporated milk made from whole milk is
packaged in retail-size containers; all or virtually all of the
evaporated milk, and about a fifth of the condensed milk is so
"packaged. Consequently, bulk condensed and evaporated milk made
from whole milk--which is the subject of this investigation--accoﬁnts
for only a moderate share of U.S. imports and production of those
products.

U.S, tariff treatment.,--The rates of duty currently applicable

to imports of condensed and evaporated milk from countries, other

than those designated as being under Communist control, are as follows:

TSUS
item Commodity Rate of duty
Condensed or evaporated milk
and cream}
_ In airtight containers:
115.30 Not sweetened----=--=-=-c-c-- 1¢ per 1b.
115.35 Sweetened-=-=-mmmmmcccananax 1.75¢ per 1b.

115.40 Other==----memecaccamccaaacaa- 1.5¢ per 1b.






A-66

These rates of duty, which have been in effect since January
1948, reflect concessions granted by the United States in the General
Agreement on Tariffs and Trade. Bulk condensed or evaporated milk
is largely dutiable at the rate under item 115.40. The duty collected
on imports under item 115.30 in 1966 was equivalent to 9 percent ad
valorem; the bulk of the imports had approximately the same unit
value. The duty on imports under item 115.35 was equivalent to 10.
percent ad:valorem; the average unit values of imports from the
principal supplying countries ranged from 1k cents to 25 cents per
pound. The duty collected on imports under item 115.40 was equiva-
lent to 21 percent ad valorem; the bulk of the imports had approxi -
mately the same unit value.

Imports of condensed or evaporated milk and cream are subject to
‘the provisions of the Federal Import Milk Act, discussed elsewhere in
this report. '

U,S. consumption, production, and stocks,--The United States is

both the world's largest consumer and producer of condenéed or
evaporated milk. During 1962-66, evaporated milk accounted for
about four-fifths, and condensed milk, about one-fifth, of the
aggregate U.S. éonsumption of the two.pfoducts. Dﬁring these years
the annual U.S..consumption of condensed and evaporated milk made
froﬁ whole milk declined from 2,378 million pounds in 1962 to 2,057 -
million pounds in 1966 (table 21), Condensed and evaporated milk in
bulk probably accounted for about a fifth of the aggregate consump-

tion shown. The decline in consumption of condensed and evaporated
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products made from whole milk apparently resulted in part from a shift
to the use of condensed skim milk, which is very low in butterfat; the
annual consumption of that product in the years concerned increased
slightly more than the declihe in consumption of condensed and evapo-
rated milk (made from whole milk).

The annual domestic production of condensed and evaporated milk
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