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REPORT TO THE PRESIDENT

U.S. Tariff Commission,
September 21, 1970

To the President:
Pursuant to your request of May 13, 1970, the U.S. Tariff Commis-
sion has completed an investigation under subsection (a) of section 22
of the Agricultural Adjustment Act, as amended (7 U.S.C. 624), to deter-
mine whether certain articles described in your letter are being, or
are practically certain to be, imported into the United States under
such conditions and in such quantities as to render or tend to render
ineffective, or materially interfere with, the price-support programs
of the U.S. Department of Agriculture for milk and butterfat, or to re-
duce substantially the amount of products processed in the United States
from domestic milk and butterfat. You requested that the Commission re-
port its findings and recommendations to you at the earliest practicable
date.
Specifically, your request related to the following articles:
1. Ice cream, as provided for in item 118.25, part 4, sub-
part D, of Schedule 1 of the Tariff Schedules of the
United States (TSUS);
2. Chocolate provided for in item 156.30 of part 10 and
articles containing chocolate provided for in item
182.95, part 15, Schedule 1 of the TSUS, containing
5.5 percent or less by weight of butterfat (except
articles for consumption at retail as candy or con-
fection); 1/
3. Animal feeds containing milk or milk derivatives,

classified under item 184.75, subpart C, part 15 of
Schedule 1 of the TSUS; and

1/ Hereafter in this report generally referred to as low-fat chocolate
crumb.



4. Cheese, and substitutes for cheese, containing 0.§‘per-
cent or less by weight of butterfat, as provided for in
items 117.75 and 117.85 of subpart C, part 4 of Schedule 1
of the TSUS, except articles within the scope of other
import quotas provided for in Part 3 of the Appendix to
the TSUS; if shipped otherwise than in pursuance to a
purchase, or if having a purchase price under 47 cents
per pound. 1/
On June 26, 1970, in response to a request by the Committee on
Ways and Means of the House of Representatives, the Tariff Commission
instituted a related investigation on certain dairy products under
section 332 of the Tariff Act of 1930. That investigation (No. 332-64)
includes one of the four articles specified in your request of May 13,
namely article 2. The Commission's report on investigation No. 332-64
will be submitted to the Committee on Ways and Means at the earliest
possible date.
The information contained in this report on investigation No. 22-28

was obtained from evidence submitted at the public heariné, from briefs,

from fieldwork, from other Government agencies and from the Commission's

files. 2/

1/ Hereafter in this report generally referred to as low-fat (skim milk)
cheese for manufacturing.

2/ Public notice of the jnstitution of the Commission's sectiom 22 in-
vestigation (No. 22-28) was issued on May 21, 1970. The notice was
posted at the Commission's offices in Washington, D.C., and in New
York City, and was published in the Federal Eggister‘of May 26, 1970
(35 F.R. 8250) and in the June 10, 1970 issue of the Customs Bulletin.
A public hearing, originally scheduled to begin on July 7, 1970, was
held July 28-31 and August 3, 1970; all interested ‘parties were af-
forded opportunity to produce evidence and to be heard. Public notice
of the postponement of the hearing and the institution of the related
investigation (No. 332-64) was issued on June 26, 1970, and was pub-
lished in the Federal Register of July 1, 1970 (35 F.R. 10704) and in
the July 15, 1970, issue of the Customs Bulletin.
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Developments Leading to the Investigation

As cpmpared with the domestic prodection of whole milk, £he whole
milk equivalent of U.S. imports of dairy products has been small for
many years. Between 1953 lj and 1965, annual imports of dairy producte
had been equiv;lent to 0.4 to 0.7 pefcent of the U.S. output of milk.

. Imports rose sharply during 1966, and continued to increase during 1967.'
In each of those years they were about 3 times as large as in 1965.

The ratio of imports to total domestic milk production was 2.4 percent
in 1967 (table 1).

The increase in imports during 1966 and 1967 consisted of dairy
products not subject to quantitafive limitations: .On June 30, 1967,
the President imposed section 22 quotas on the imports of dairy products
that had accounted for about 95 percent of the increase in imports
during 1966 and the first half of 1967. 2/ After these new éuotas were
imposed, the import trade in dairy products shifted largely to the
articlés that remained free of quotas. Although monthly imports of
dairy products declined in the 18-month period following the imposition
of the quotas in mid-1967, they were nonetheless about double--on an
annual basis--the imports during 1961-65 and roughly triple those
during 1953-60.

The President imposed emergency section 22 quotas on June 10 and

September 24 of 1968. 3/ After receipt of a report from the Tariff

1/ Quotas on dairy products under section 22 of the Agricultural Ad-
justment Act, as amended, were first imposed in mid-1953 (Presidential
Proclamation No. 3019). Imports of some dairy products had been '
subject to quotas before then under the provisions of the Second War
Powers Act of 1942 and the Defense Production Act of 1950.

2/ Presidential Proclamation No. 3790.

3/ Presidential Proclamations No. 3856 and No. 3870, respectively.



Commission, the President, on January 6, 1969, imposed section 22 quotas
on imports of the dairy products that had accounted for the bulk of the
nonquota imports in the 18-month period beginning July 1, 1967. 1/
Imports of dairy products again declined. In 1969, they were equiValeﬁt
to 1.4 percent of U.S. milk production, compared with 1.5 percent in
1968; however, as was the case following previous sectiog 22 actions,
imports of products not subject to the quotas began to increase.

The quotas proclaimed on January 6, 1969, did not\include certain
cheese containing 0.5 percent or less by weight of buttegfat and certain
chocolate articles containing 5.5 percent or less by weight of butterfat.
Imports of those products, and of ice cream and certain animal feeds
containing milk or milk derivgtives--virtually all destined for further
procdessing prior to sale at retail--began for the first time, or in-.
cressed sharply, in 1969 and early 1970. On March 5, 1970,'theiSecretary
of Agriculture reported to the President that he had reason to believe
that the dairy products named in this paragraph were being imported, and
were practically certain to continue to be imported, undér%suchfcon—
ditions and in such quantities as to render or tend to render ineffec-
tive, or materially interfere with, the price support program for milk
and butterfat undertasken by the Department of Agriculture, or to reduce
substantially the amount of products processed in the United Btates from
domestic milk and butterfat. The President, on May 13, 1970, notified
the Tariff Commission that he agreed with the Secretary of Agriculture

and therefore directed the Commission to make an immediate investigation

1/ Presidential Proclamation No. 388L.



under section 22 of the Agricultural Adjustment Act, as amended, to
determine whether it also agrees, and to report its findings and recom-

mendations at the earliest practicable date.

The concept of "milk equivalency" for dairy products

Dairy products are derivative from whole milk. In'studyiné the
programs of the Department of Agriculture and, in particular, the ef-
fects of imports on these programs,'a method for comparing these products
with varying milk content, i.e., the concept of "milk equivalency" was
formulated. This concept, which is based upon the solids content of
whole milk, assumes that the fat and nonfat solid portions in whole
milk are in the ratio of 1:2.3 at the present time. Thus, for a given
poundage of whole milk, it is assumed that 3.T percent thereof is:
butterfat and 8.6 percent thereof is nonfat solids. 1/

Even though imports of dairy products do not contain butterfat and
nonfat milk solids in the same proportion as in whoie milk, the milk
equivalent thereof has usually been computed only on the basis of their
butterfat content. The Department of Agriculture, however, supports the
price of both butterfat and nonfat milk solids through the purchase of 3
products--butter (the milk solids content of which is virtually all
butterfat), Cheddar cheese (which;contains virtuall& all the butterfat
and about half of the nonfat milk solids in whole milk), and nbnfat dry
milk (the milk solids content of which is virtually all non—fa£ milk
solidsj. In examiniﬁg the effects of imports on the price-support

programs, it is therefore necessary to give due consideration not only

%/ U.S. Department of Agriculture Statistical Bulletin No. 362, June
1965.
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to the butterfat, but also to the nonfat milk solids contained therein.

Imports of many of the basic forms of nonfat ﬁilk solids (i.e.
nonfat dry milk, dry buttermilk, and dry whey) have been subject to sec-
tion 22 quotas since the initial section 22 guotas were established iﬁ
1953. Since that time most of the emphasis on imports of dairy products
has been on products containing butterfat and no nonfat milk solids or
on products containing large proportions of butterfat in relation to
their nonfat milk solids content. As the importation of these products
has increased they have generally been placed under section 22 limi-
tations to prevent them from interfering with the price suppert pro-
grams.

As the imports of dairy products with significant butterfat con-
temt have been for the most part brought under ssection 22 controls,
importers have now also turned their attention toward products which
contain little or no butterfat, but which contain signific&nméamaunts
of monfat milk solids (e.g., the animal feeds and low-fat cheese con-
sidered in this investigation). When measuring imports of such
preﬂucts,;milk1equiValency on a butterfat basis is obviously of
limited usefulness. In this report, as in previous Tariff Commission
reports on dairy products, the milk eguivalency c@ncept,onaa?butﬁerfat
basis is used in discussions regarding.total,impcrts,1pro&uetiena'ex;
ports, and stocks of dairy products. Howévef, in the portien of this
report that deals with individual dairy products, such products @are

discussed in terms of tkeir relevant fat and nohfat»solids‘content.



Findings

On the basis of the investigation, the Commission finds:

i. That the articles described below are being, or are prac-
tically certain to be, imported into the United States under such
conditions and in such quantities as to render or tend to render
ineffective, or materially interfere with, the price-support programs
of the United States Department of Agriculture for milk and butterfat,
or to reduce substantially the amount of products processed in the
United States from domestic milk and butterfat.

(a) Ice cfeam, as provided for in item 118.25, part
L, subpart D, of Schedule 1 of the Tariff Sched-
ules of the United States (TSUS);

(b) Chocolate provided for in item 156.30 of part
10 and articles containing‘chocolate provided
for in item 182.95, part 15, Schedule 1 of the
TSUS, containing 5.5 percent or less by weight
of butterfat (except articles for consumption
at retail as candy or confection);

(¢) Animal feeds containing milk or milk derivatives,
classified under item 184.75, subpart C, part

15 of Schedule 1 of the TSUS; and



(4) Cheese, and .substitutes for cheese, containing
0.5 percent or leé»s by weight of butterfat, as.
provided for in items 117.75 and 117.85 of sub-
part C, part 4 of Schedule 1 of the i'.T.SUS, -except
articles within the scope of other import quotas
provided for in Part 3 of the Appendix to the |
TSUS, if shipped otherwise than in pursuance to
a purchase, or if having a purchase price under
L7 éents per pound. -

2. That for the purposes of the 50-percent 'C‘i&ﬁée in the first
proviso to »sec_tibn 22(b), ‘of ‘the Agricultural .Adjustmeﬁt Act, -as
~:amenﬁed , the frepresentative period for imports described ‘:in the fore-
.going findings is the calendar years 1963 through 196;5,7,:i’nclusive.

Recommendations \

The Commission recommends 'tﬁat‘ “the President ‘iss;ue -8 praoclamation
pursuant to secticn 22{(b) of the Agricultural Ad'j.ustme;nt Act, -as amend-
ed, establishing for Itﬁe Teminder of T9T0 :and ifar--each -egkendar -year
after 1970 quantitative limitations :on-the products covered by its

Pindings, as fPollows :

Findings 1970 Calendar years -after 1970
1(a): ' ‘None ~ ‘None
1(b): ‘None ‘None
1(c): ‘None None
1(a): 30,000 pounds 100,000 .pounds

It is recommended that the guota proposed above for ‘the cheese

covered by finding 1(d) be administered by means of a licensing system t



assure an equitable distribution of the quota among importers, users,
and supplying countries. Such licensing frocedures, to be administered
by the U.S. Department of Agriculture, would be in keeping with the
administration of most other quantitative restrictions on U.S. iﬁports
of dairy products. To be equitable, the allocation of the quota among
supplying countries, while based upon the shares they supplied during
a representative period, must reflect any special factors that have
affected or may currently be affecting trade in the articles concerned.
The principles set forth in article XTIT of the General Agreement on
Tariffs and Trade (GATT) should be fully observed in the administra-
tion of the gquotas. This article provides rules for the administra-
tion of quantitative restrictions to which the United States and the

other GATT members have agreed.
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Considerations
The Commission believes that its findings and r.e,;cmmenda.tions are
consistent with the requirements of section 22. In support thereof,’
the following considerations, which have been evolved. and developed
from the facts obtained in this investigation and more fully set forth

elsevhere in this report, are submitted.

Or:.gln and Develggment of" ILnEgt Contrql.s;'
" on Da.:.ry Products under: Sec*blon 22

The Agr::.cul‘bural Adjustment Act of* l9h9 , as a.mended requlres the
Secreta.ry ofr Agrdiculture to support the prices of whole- millk,. butterfat,
and products- made: therefrom, at such. level between T5:percent: and 90 pex
cent of parity as will assure adeguate domestic .prorlug:‘cj_jon~ thereof.

Among other things designed to support the prices of'. 55 i

- products,
thie Department. of Agriculture maintains a purchase program for three
basic manufactured dairy products--butter, Cheddar cheese;. and nonfat
dry milk; and the Department stands ready: at all times to: purchase
these- three products in unlimited quantities at ‘desni'gna:_.teéi support pric
The maintenance of the price-support programs foi:; dairy, products
has resulted in incentives which have made the importing of dairy.
products more. profitable. Such imports, itf"pe.mi‘b‘ced. to flow. unabated,
~could significantly increase the costs to the Department: of: Agriculture

. of the purchase" program and prev_entz or-materially interfere- with the
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price and production objectives of the total price-support programs.
Consequently, certain import controls have been imposed by the United
States to protect its price-support programs for dairy products.

For a short time prior to July 1, 1953, temporary import quotaé
were imposed on certain dairy products by the Secretary of Agriculture
under authority conferred upon him by secfion 104 of fhe Defense
Production Act of 1950, as amended (50 U.S.C. App. sec. 207h). In
anticipation of the expiration of these temporary quotas, the Presi-
dent, on the basis of a report on Investigation No. 22-6 from the
Tariff Commission pursuant to section 22 of the Agricultural Adjust-
.ment Act, as amended, imposed by proclamation, effective July 1, 1953,
import quotas on the same dairy products that had been subject to
temporary quotas under section 10k. .

| Since 1953, two types of actions under section 22 have been taken:
(1) The original quotas imposed on four classes of cheeses (Blue-mold,
Cheddar, natural Edam and Gouda, and natural Italian-type in original
loaves) have been liberalized or enlargéd to permit foreign products
to share in the increased United States consumption of such cheeses;
and (2) import quotas have been established for previously uncontrolled
imports which appeared for the first time in U.S. markets in signifi-
cant quantities and which, in large part, were products designeﬁ for
the purpose of.avoiding the then existing quota provisions. In'this
second category of actions were those resulting from Invéstigations

Nos. 22-14 (1957) and 22-16 (1957) with respect to butter substitutes,
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including butter oil, and certain articles containing butterfat, res-
pectively; those resulting from Investigation No. 22-26 (1967) with
respect to certain fresh or frozen milk or cream, certain butterfat-
sugér mixtures containing over 5.5 percent of butterfat ("Jumex"), |
and American-type cheeses other than Cheddar (primarily Colby); and
those resulting from Investigation No. 22-27 (1968) with respect to
certain cheeses and certain articles containing butterfat, including
so-called chocolate crumb.

The Current Import Problem Affecting the Price-Support Programs

Virtually all the imports of dairy products which are the subject
of the current investigation are--as with previous imports of uncon-
trolled products-~comprised of products designed to avoid the existing
quotés on dairy products. Such imports, except the cheese known in
the trade as "hand cheese," are destined for commercial processing
before eniering the retail market. Lespite the action taken by the
President in June 1967 on the basis of Investigation No. 22-26 (Proc-
lamation 3790) to impose import quotas on products which ttogether
aceounted for about 95 percent of the increase in imports duriag
1966 and the first half of 1967, and his expectation that such ac-
tion, coupled with the quotas then already in effect, would reduce

annual imports to the "normal level" of approximately one billion
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pounds of milk equivalent (fat-solids basis) which prevailed before
1966, 1/ and despite further action taken by the President in

- January 1969 on the basis of investigation No. 22-27 (Proclamation
388L4) to 1limit imports to about 1.3 billion pounds of milk equiva-
lent, 2/ imports of the uncontrolled dairy products--including the
articles subject to this investigation--entered for the first time,
or increased sharply in 1969 and 1970. Imports of dairy prodﬁcts
amounted to 1.6 billion pounds of milk equivalent in 1969 and nearly
1.0 billion pounds in January-July 1970, about 29 percent larger
than in the comparable perioa of 1969. Projected on an annual rate
basis, total imports in 1970 would amount to about 1.7 billion
pounds of milk equivalent in the absence of controls. It is esti-
mated that about half of the imports in January-July 1970 was of
uncontrolled products, and that nearly one-half of such imports (or
about one-fourth of the total imports) was éupplied by the four

products, the subject of this investigation.

1/ On June 30, 1967, the President issued the following statement
simultaneously with the promulgation of Proclamation 3790: "I have
today signed a proclamation which will reduce dairy imports to the
normal level which prevailed before 1966. On the basis of these new
quotas, annual imports will be approximately one billion pounds of
milk equivalent, ®¥¥! '

2/ When Proclamation No. 3884 was issued on January 6, 1969, the
U.S. Department of Agriculture announced, "It is estimated that 1969
‘U.S. imports of all dairy products--both within and outside the import
control system--will amount to approximately 1.3 billion pounds of milk
equivalent." (U.S. Department of Agriculture press release U.S.D.A.
31-69, January 6, 1969).
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For many years, the U.S. Department of Agricuiture has emphasized
primarily the fat, rather fhan ﬁhe nonfat, portion of milk when
calculating "milk equivalent". Nonetheless, as indicated elsewhere
ih this report (pages 5 and 6) the nonfat solids of milk, as well as
the butterfat, must be given due consideration when determining the
impact of imports on the price-support program. Although since 1953
section 22 quotas have applied to imports of the nonfat solids of milk
in the original form, i.e., nonfat dry milk, dried whéy, and dried
buttermilk, imports of many mixtures of the nonfat solids of milk
or of fractioms thereof, such as lactose, casein, etc., have not
been subject te comtrols. For mﬁny years, mOYeover, the price-pull
fogvdairy prodnéts imported into the United States has been greater

for the fat content of milk than for the nonfat content.
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~ Thus, the primary consideratioﬁ of importers and foreign exporters
generally has been to design products containing just enough milk fat
to avoid the quotas. The remaining components of the products have
been combinafions of the nonfat solids of milk and other ingredients.
Through the years, however, the quotas have become sufficiently re-
strictive on the fat content of milk so that at least by 1969 im-
porters and foreign exporters were induced to more fully exploit the
importation of the nonfat solids of milk either in the form of
fractions thereof, mixtures, such as the animal feeds containing milk
or milk derivatives,.and even in the form of cheese containing little

/

or no fat--both of the latter articles being subject of this investi-

gation. In the Commission's opinion, therefore, imvorts of these
articles designed to avoid existing quotas should, when they are inter-
fering with the price support program, be controlled inasmuch as the
program supports both the fat solids and nonfat solids of milk pro-

duced in the United States.

~U.S. prices for the fat and the.nonfat solids of milk, the lower
limits which are determined by the price-support programs of the De-
partment of Agriculture, have made the U.S. market for dairy products
attractive to foreign producers. In addition, beginning in 1966,
many foréign countries have been diverting part of their supplies of
.milk to almost any form of dairy products not subject to U.S. quota

restrictions because their internal stocks of dairy products (primarily



16

in the form of butter or cheese) had become exceedingly large as a
result of artificially stimulated output. 1In order to move their
excess production into international markets, it appears that some
countries subsidize their exports of dairy products substaﬁtially(
Not only have such subsidized dairy product exports depressed world
market prices for dairy products containing both fat and nonfat milk
sclids, but they have also stimulated exports of certain uncontrolled
dairy products to the United States wherevmarket prices, which are
supported by the Department of Agriculture, are generally higher than
world prices. Thus, in recent years, the effect of such subsidies has
been not only to exert pressure on the United.States import quota
system, but also to prevent increases that may otherwise have occurred
in the U.S. market prices for dairy products. As imports have prevented
the market prices from increasing, additional quantities of dairy
products have been purchased by the Government at the prevailing
support price.

From time to time over the years the Secretary of Agriculture
has increased the price-support levels when the output of milk has
declined. The most recent of such increases occurred on April 1, 1970,
when the support price for manufacturing milk was increased from $4.28
to $4.66 per hundred pounds, the highest in the last two decades.
Nonetheless, the higher support levels announced in 1970 have failed
to meke any significant difference in the output of milk. 1In the
period January-July 1970, output was only 0.3 percent above that of the

comparable period of 1969. Although there has been virtually no
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difference in the output of milk from 1969 to 1970, total supplies
have increased more than would have been expected because of the
volume of imports. Thus, market prices have not been as high as they
otherwise would have been and substantial quantities of dairy products
have been purchased by the Government in 1970. In terms of milk
equivalent, the Department of Agriculture purchased about 5.2 biiiion
pounds of butter and Cheddar cheese, and 328 million
pounds of nonfat dry milk in the period January-August 1970. Such
purchases amounted to about 6.4 percent of the U.S. production of
milk and 28 percent of the U.S. production of nonfat dry milk in that
period--a high level of Government purchasing. The 1.0 billion pounds
of milk equivalent that was imported du:ing January-July 1970, about
one-half of which was in the form of non-quota products, undoubtedly
displaced part of the 5.2 billidn‘pounds of milk equivalent that ulti-
mately was purchased by the Government during that period. Also, the
13 million pounds of nonfat solids of milk that was imported in the
form of milk replacer base and low-fat cheese, undoubtedly displaced
part of the nonfat dfy milk that was purchased by the Govern-
ment during that period. a

Because of the price pull of the U,S. market for dairy products,
the large stocks of dairy products abroad, and the export subsidies
bestowed by many countries, if controls are not imposed on the products
covered by the affirmative findings, the import trade in such products
will continue to increase at a rapid pace. Moreover, the character of
the import trade will continue to be of such nature as to continue to

"avoid" the existing quota provisions.
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The Recommended Remedy--Import Quotas

For reasons which follow, the Commission has recommended the
imposition of import quotas, rather than import fees, to remedy the
material interference caused by the imports in question. The substan-
+ial subsidies bestowed by certain foreign government on exports of
dairy products have greatly lowered the U.S. customs value on such
products, thereby diminishing the effect of the existing ad valorem
duties on most such products. In addition, an additional import fee
of even 50 percent ad valorem—-the maximum permitted under section 22--
wpﬁld probably prove ineffective as a control on the imports involved
in this investigation in view of the artifically low, unstable export
values resulting from the export subsidies.

The only law which, if applicable, would permit such subsidies to
‘be wholly offset is section 303, Tariff Act of 1930. In the Commis-
‘sion's opinion, it is likely, as contended by certain interested parties
-at the Commission's public hearing, that the current proceedings (and
possibly certain of the earlier proceedings) under section 22 would not
heve been necessary if export subsidies had not been bestowed by
certain foreign governments, or if it were possible to .offset :such sub-
sidies by countervailing action. Inasmuch as affirmative :action by
the Treasury Department on a complaint lodged with them in 1968 seeking
redress under section 303 does not appear imminent, it is the Commis-
sion's view that the imposition of import quotas is the only feasible
remedy available under section 22 with respect to the dairy products

in question.
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The representative period for imports.. Any proclamation imposing

quantitative limitations under section 22 on any article or articles
cannot reduce the--

* ¥ ¥ permissible total quantity to proportionately

less than 50 per centum of the total quantity of

such article or articles which was entered, or

withdrawn from warehouse, for consumption during

a representative period as determined by the
President.

In accordance with this requirement the Commission has, as indicated
above, found that the representative period for import quotas is the
calendar years 1963 through 1965, iﬁclusive. The basis for this. finding
is clearly delineated in the following table which shows imports during

1963-69 and the first T months of 1970 (in thousands of pounds):.

Article 11963 11961 11965 11966 '1967 1968 *1969 :Jagg}%“ly

Ice cream 1/ : : : : : : : :

(finding 1(a)) :0 :0 :0 :0 :0 : O :2,588: k4,012
Certain chocolate and : : : : : : :

articles containing : : : : : : : :

chocolate : : : : : : : :

(finding 1(b)) :0 :0 :0 :0 :0 : O : hy7: T,1%

Animal feeds containing : : : : : : : :

milk or milk deriva- : : : : : :

tives : : : : : : : :

(finding 1(c)) :0 :0 :0 :0 :24 :2,399:9,693: 13,650
Certain cheese and sub- : : : : : : : :

stitutes for cheese : : : : : : : : .

(finding 1(d)) 2/ 60 :60 :60 :60 : 60 : 60:3,000: T,T13

e

1/ Thousands of gallons.

2/ Estimated.

It will be observed from this table that for the products in question
the imports for which a quota other than zero is recommended in the

period 1963-1965 were stable; that uniformly for all classes significant
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increasgs in imports were recorded in 1969 and continued{at;anvacceler-
ated rate in 19T70. As previously“stated,_analysis,shows;imports;ofv
these pfoducts--other'than”the low-fat cheese for which an annual quota
p? 100,000 pounds is recommended--to be primarily products designéd to
-a&oid the existing quota provisions. In the Gommission'é view, the
period in which such increases in imports occﬁired cannot properly be
regarded as being the whole, or part, of a-representativé period within
the meaning of the statute. To do so makes the "represe?tativenperiod"
concept meaningless; it not only impropérly increaseS'thg,minimnm.per—
‘missible quantities of articles which_may'be,importedAbutualsoﬁaffects
the equities of the foreign countries that supplied, and the importers
.who imported, the traditional impofts of dairy products.h

1-ﬁhe Commission believes, on the other hand, that,itfiSﬂgermissihle
end - appropriate .under the statute--where circumstances sgﬂjnstifyaaad
the programs are not threatened-thereby-<to establish angualﬁqnotas
‘for-the traditional imports at quantitieSzwhichware~even;eqa§l:to:er
in excess of theva§erage:annual~importsfdnring such period. "The Com-
‘mission has, therefore, recomménded fortﬁhe.low—fat.cheesezaniim@ert
quota-exceeding by two-thirds the estimated quantity imported fer-any
calendar year in the representative period. “The imports._of:rsuch
cheese during the recommended representative period consisted:-wholly
of so-called "hand cheese", a specialty cheese of .West German origin
ihat~has traditionally been imported for consumption by persons_largely
of German ancestry. Th; Commission has, therefore, recommended:a

larger quota for imports than the amount of such cheese that was
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entered in any calendar year during the representative period so that
imports of that specialty cheese may continue to share in the growth of

the U.S. market for cheese.

Conclusion

As important as the separate quotas on defined product classes
are in recognizing the equities of individual foreign countries and
importers and providing for the allocation of their respective shares
of historic trade in these product classes, it is also important that
the quotas on these separate classes be viewed not in isolation but as
an integrated whole in the larger context of their total impact on the
domestic price-support programs. A larger quota than recommended for
any of the individual products in thié investigation would tend to
unstabilize the domestic market and add to the costs and burdens of

the program.
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Supplemental Statement of Commissioners Clubb and Leonard

In addition to the matters discussed in the Commission's state-
ment of considerations, we would like to note that for the first time
the Small Business Administration (SBA) has appeared in connection
with the section 22 proceedings regarding imports of dairy products.
The gengral thrust of the testimony presented by the SBA to the Com-
mission is that a ready supply of low-fat chocolate crumb from im-
ported sources is necessary for the.small producers of milk chocolate
to remain competitive and viable. Accordingly, SBA suggested that, if
it were necessary to impose quotas, they should be imposed in such a
way as to make adegquate provision for the interests of the small
businessmen involved.

Since in this case we have unanimously determined on the merits
that the quota of low-fat chocolate crumb should be zero, the pro-
cedural question of how to allocate it does not arise. ;Haﬂever, it
appears to us that points raised by SBA may properly be congidered
in Tariff Commission proceedings, and we hope that issues will again
be raiéed by SBA in appropriate future cases.

Also, we would‘again like to call attention to the possﬁhie.
desirability of establishing dairy product gquotas on an overall milk
equivalent basis. This method was Aiscussed with numerous witnesses
in the present proceedings, and it appeared that a large segment of
the industry would favor it.

Moreover, we believe that such a system may well prevent
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interference with the price support program, without the numerous
trade disruptions and section 22 proceedings which have been necessary

under the present system. 1/

;/ For a more complete discussion of the milk equivalent quota
proposal, see Tariff Commission Publication 274 (December 1968),
Ppo 35"38-
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INFORMATION OBTAINED IN THE INVESTIGATION

The Domestic Dairy Situation

Milk for ultimate sale in the fluid state usually is produced
near large population centers throughout the United States, whereas
most of the milk used in manufactured dairy products is produced in
the North Central States. 1In recent years the North Central States
have accounted for nearly 70 percent of the:milk used in manufac-
tured dairy products. Wisconsin and Minnesota have been the leading
milk-producing States in the North Central region and also the lead-

ing producing States of manufactured dairy products.

Recent trends in the U.S. production of milk

In the past 2 decades U.S. dairy farmers have.altéred their
operations considerably. The number of U.S. farms selling milk and/or
- cream declined from about 1.5 million in the mid-1950's to 400,000 in
1969; the farmers that have remained in dairying have expanded and
specialized, thus increasing their output per unit. Concurrently, the
number of cows kept for milking declined from about 22 million to 13
million head. Output per cow, meanwhile, increased from about 5,500
pounds in 1953 to 9,200 pounds in 1969. During this period the U.SL
output of milk reached an all-time high level of 127 billion pounds in
1964 (table 1). Since then, production has declined significantly; in
1969, it amounted to 116 billion pounds. Notwithstanding the reduced
output of milk in 1969, the value of production in that year was $6.2

billion, the highest on record. In February 1970, the Department of
Agriculture estimated that the output of milk in 1970 would be about

the same as that in 1969.
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Utiligation of the domestic output of milk

In recent years, about half of the total U.S. production of milk
has been consumed in the fluid form; of the remaining half, about Ly
percent has been used in making butter (and its byproduct nonfat dr&
milk); 27 percent, in cheese; 17 percent, in frozen dairy products
(principally ice cream); and the remaining 12 percent, in a variety of
other products, including condensed and evaporat<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>