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REPORT TO THE PRESIDENT

U.S. Tariff Commission,
August 15, 1973

To the President:

Pursuant to your request of July 18, 1973, 1/ the U.S. Tariff Com-
mission has conducted an investigation 2/ under subsection (d) of sec-
tion 22 of the»Agricultural Adjustment Act, as amended (7 U.S.C. 624),
to determine whether 80,000,Q00 pounds of dried milk described in item
115.50 of the Tariff Schedules of the United States (TSUS) (hereinafter
referred to as nonfat dry milk) may be imported into the United States
during the périod beginning July 19, 1973, and ending August 31, 1973,
in addition to the regular quota (1,807,000 pounds) specified for such
article under TSUS item 950.02 and the two special additional tempo-
rary quotas, (25,000,000 pounds and 60,000,000 pounds) for such article
provided for in headnote 3(a)(vi) of part 3 of the appendix to the TSUS,
without rendering or tending to render ineffective, or materially inter—
fering with, the price-support program now conducted by the Department
of Agriculture for milk, 6r reducing substantially the amount of prod-

ucts processed in the United States from domestic milk. 3/

1/ The full text of your letter is shown in the app, A,

2/ Public notice of the investigation (No. 22-33) was issued July 19,
1973. The notice was posted at the Commission's offices in Washington,
D.C., and in New York City, and was published in the Federal Register
of July 25, 1973 (38 F.R. 19939). A public hearing was held on July 30,
1973; all interested parties were afforded opportunities to produce
evidence and to be heard.

3/ Presidential Proclamation 4230 providing for the special addi-
tional temporary quota of 80,000,000 pounds of nonfat dry milk is con-
tained in app. B. o
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The report of the Commission on the aforementioned matter, includ-
ing its finding and recommendation, jis submitted herewith. 1/ The
inf&rmation éontgined in this report was obtained from evidence sub-
mitted at the public hearing, from briefs, from other Government agen-
cies; and from thé‘Commission's files.

This.is-the third report submitted by the Commission during this
caleﬁ&ar year concerning the enlargement of the existing annual quota
on U.é; imports of nonfat dry milk through the imposition of addi-
tional spécial temporary quotas under section 22. The following sec-
tion of this report discusses recent developﬁents respecting the non-
fat dry milk éituation, particularly those that have occurred since the
Commission's last report on the subject was submitted in June 1973.
Background material on the price-support program of the Department
of Agriculture for milk, the U.S. production and utilization of milk,

and the situation respecting nonfat dry milk is contained in appendix C.

1/ The Commission will submit another report to you on the other
matters listed for determination in your letter of July 18, 1973, at
the earliest practicable date. A public hearing in connection with
those matters (investigation No. 22-34) has been scheduled to begin
on Aug 28, 1973.



Recent Developments in the Nonfat Dry Milk Situation

In the fall of 1972, the U.S. supply of nonfat dry milk changed
from a 1ong-term‘surplus ;ituation to a deficit situation. Produc-
tion of the product declined more than seasonally and was lower
than consumption; Stocks owned by the Government became exhausted,
and commercial stocks were drawn down to the lowest levels in many
years, Market.prices which had been at, or virtually at, the price-
support levels of ﬁhe Departﬁent of Agriculture for many years rose
rapidly. Imports, meanwhile, were restricted by an annual quota of *°
1,807,000 pounds.

Under emergency action taken by the President, a special additional
temporary quota of 25,000,000 pounds was authorized to be imported
during the period December 30, 1972, through February 15, 1973; by Jan-
uary 15, 1973, that quota was entirely filled. On May 10, 1973, the
President authorized ano;her special additional temporary quota of
60,000,000 pounds to be imported during the period ending June 30,
1973; by May 25, that quota was entirely filled. Notwithstanding the
importation of 85,000,000 pounds of nonfat dry milk under those two
quotas in early 1973, the average U.S. market price for the p;oducf
continued to rise. From January 1973 through early May, the‘market
price rose from 39.0 cents to 44.9 cents per pound; or about 15 per-
cent. During that period the purchase price of the Department of Agri-

culture for nonfat dry milk was increased from 31.7 cents to 37.5 cents
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per pound, or about 18 percent. Nontheless, the market price remained
substéntially above the purchase price.

On;July i8, 1973, another special additional temporary quota of
80,000,000 pounds—-the subject of this investigation--was authorized
to be>imported duriﬁg the period ending August 31, 1973; by August 6,
that quta was entirely filled. The U.S. market price, meanwhile, had

remainéd at 44,9 cents from early May until July 27 (9 days after the

80,000,000jpound quota was annognced), when it rose to 45.5 cents
per pound. Qn August 3, it increased to 46.1 cents per pou'd, and
6n August 10 it rose to 48.1 cents per pound,‘or to 10.6 cents per
pound above the current support price--by far the largest margin on
record by which the market price has exceeded the support price.

At the Commission's public hearing in the current investigation,
the Department of Agriculture reported that several of its estimates
presented in May 1973 concerning the aforementioned 60,000,000-pound
enlargement of the annual quota had not materialized. At that time
the Department expected U.S. production of milk in 1973 té be .about
119.5 billion pounds, or nearly the same as in 1972, In recent months,
however, production has been considerably below expectations. Accord-—
ingly, the Department of Agriculture has now reduced its estimate of
1973 milk production to 117.5 billion pounds, or 2 percent less than

the 119.5 billion pounds expected in May.



Meanwhile, the flush season for nonfat dry milk production is
now past and production of nonfat dry milk in that period was substan-
tially less than anticipated. The prices of milk for manufacturing
have been such that there has been an increasing shift in the use
of such milk from the production of butter and nonfat dry milk to that
of cheese. Also, larger amounts of the fluid skim milk remaining after
the production of butter are being consumed as fluid skim and low-fat
milk, thereby diminishing the amount of the fluid product available
for drying. In view of the foregoing, the Department of Agriculture
now estimﬁtes that production of nonfat dry milk in 1973 will amount
to 938 million pounds, or 23 percent less than the 1,224 million pounds
produced in 1972. The Department further reported that it does not
expect production of nonfat dry milk to be adequate to meet commercial
consumption requirements and maintain sufficient stocks during the
current marketing year.

As production of nonfat dry milk has been below expectationms,
the deficit supply sitﬁation has been aggravated by continuing strong
demand. Market prices for nonfat dry milk have remained sufficiently
high that the Department of Agriculture has not made any purchases .of
the product under the price-support program since Apfil 1973;‘ana it
does not anticipate making any such purchases during the remainder
of this marketing year, even with the importation of the authorized

additional 80,000,000 pounds of nonfat dry milk.



Finding and Recommendation of the Commission 1/

"Qq the basis of the investigation, the Commission finds that the
impoftétiOn of 80,000,000 pounds of nonfat dry milk into the United
States during the-period beginning July 19, 1973, and ending August 31,
1973, in addition to the annual quota quantity specified for such
article ﬁnder,item 950.02 of the Tariff Schedules of the United States,
as provided for in Presidential Proclamation 4230 of July 18, 1973,
will nétvrénder or tend to render ineffective, nor materially interfere
with, the‘priée-support program now conducted by the Department of Agri-
culture for miik, nor reduce substantially the amount of products proc-
essed in the United States from domestic milk.

We therefore recommend that the enlarged quota provided for by
Presidential Proclamation 4230 be permitted to continue in effect

until August 31, 1973,

1/ Commissioner Leonard did not participate in the finding and
recommendation. '



Statement of the Commission

Since mid-1953, U.S imports of certain dairy products, including
nonfat dry mi;k, have been subject to quotas under section 22 of the
Agricultural Adjustment Act, as amended, in order to protect the price-
support program maintained by the Secretary of Agriculture for milk
from import interference.  The quota for nonfat dry milk (1,807,000
pounds) reméined unchanged from 1953 until December 30, 1972, when a
special additional temporary quota of 25,000,000 pounds was established
for the period ending February 15, 1973, pursuant to emergency action
taken by the President in Presidential Proclamation 4177; by January 15,
that quota was entirely filled. On May 10, 1973, a special additional
temporary quota of 60,000,000 pounds was established for nonfat dry milk
for the period beginning May 11 and ending June 30, 1973, pursuant to
emergency action taken by the President in Presidential Proclamation 4216.
By May 25, that quota was entirely filled. On July 18, 1973, a special
additional temporary quota of 80,000,000 pounds—-the-subject of this
investigation--was authorized to be imported during the periqd ending
August 31, 1973; by August 6, that quota was entirely fiiied;

During the 20-year period following the imposition of the quoéa
in 1953, there were generally no abrupt changes in the domeétic market
situation for nonfat dry milk. However, the U.S. supply-demand situa-
tion for nonfat dry milk began to change signific;ntly_in thé last
quarter of 1972, Production during January-June 1973 declined about

20 percent from the corresponding period of 1972, whereas in most of



the past few years it had declined at an average of about 6 percent
in ‘a more or less seasonal cycle. Moreover, the Department of Agri-
cultﬁ:e has estimated that for 1973 production will be about 23 per-
cent ﬁelow the 1972 level., Commercial consumption, meanwhile, in-
creased about 27'§ercent in January-June 1973, whereas it had de-
clined about 4 percent in the corresponding period of 1972, The in-
crease in consumption most likely included all of the 25,000,000
pound; éﬁd a substantial part of the 60,000,000 pounds of nonfat dry
milk impéfted under the two special additional temporary quotas in
the first ﬁalf of 1973. Moreover, the data on increased commercial
consumption ﬁay also reflect a buildup of stocks by commercial users
(not included in the commercial manufacturers' s;écks shown in table
following their apparent depletion in the fall of 1972,

In the 3 years prior to 1973, annual commercial consumption of
nonfat dry milk had been declining. However, the decline in produc-
tion had been about twice as rapid as that in consumption. Neverthe-
less, the U.S. supply of nonfat dry milk had been substantially in
excess of commercial markeﬁ demand for a‘long periéd preceding the
fall of 1972. Even during the first three quarters of’l972, the
Department of Agriculture purchased 298 million pounds. of the surplus
production (about a fourth of that year's output) fr&m the commercial
market. From November 1972 through August 8, 1973 (fhe last date
for which data are available), however, the Department did not pur-
chase any nonfat dry milk under the price-support program, except

for 10.5 million pounds of the instantized prodﬁct purchased on

5)
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April 4 at a price differential for processing and packaging of 12.77
cents pér pound above the support-price for the product in bulk. At
the Commission's pubiic hearing on the current‘investigation

(No. 22-33), the spokesman for the Department of Agriculture reported
that the Department does not anticipate making any purchases of non-
fat dry milk under the price-support program during the remainder

of this marketing year.

As a £esu1t of the disposition of nonfat dry milk by the Depart-
ment of Agriculture in i972 and the abnormal seasonal lag in production,
uncommitted supplies of nonfat dry milk owned by the Government were
exhausted in October 1972 for the first time in more than a decade,
and thus far in 1973 (through August 8) they have been nil. Commer-
cial (manufacturer's) stocks of the product also have been drawn down
to abnormally low levels. By the end of June 1973, commercial stocks
were about 10 percent less than on the corresponding date in 1972 and
significantly lower than they had been at the end of June during most
years of the past two decades.

In the fall of 1972, when stocks of nonfat dry milk became abnor-
mally low, the market price, which had been at or near £he-§uppor;
pfice of 31.7 cents per pound for more than a year, began to rise
rapidly. The 85,000,000 pounds of nonfat dry milk importéd under the
two special temporary quotas in early 1973 were immediately absorbed
by the commercial market, but the market price é&ntinued t; rise.
From January through early May 1973 the market price rose ffom‘39.0

cents per pound to 44.9 cents per pound, or about 15 percent. During
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that period (effective March 15) the support:price was increased from
31.7.§ents to:37.5 cents per pound, but the market price remained sub-
stantialiy above the higher support price.

On July 18, 1973, a special additional temporary quota of
80,000,000 pounds—-the subject of this investigation--was authoriged
to be imported'auring the period ending August 31, 1973. On July 27,
9 déys‘after the quota was announced, the U.S. market price--which had
remained at 44.9 cents since early May--rose to 45.5 cents per pound,
and on August 3. it increased to 46.1 cents per pound. By August 6 the
30,000,000~pound additional quota was entirel& filled. On August 10,
the next time the market price was reported, it had risen to 48.1
cents per pound, or 10.6 cents per pound above the current support
priée—-by far the largest margin on record by which the market price
has exceeded the support price.

The supply-demand situation described above ;learly demonstrates
that the deficit that has existed in the United States for nearly a
year respecting nonfat dry milk has continued to intensify-since the
Commission's last report on nonfat dry milk in June 1973. Moreover,
the additional 80,000,000 pounds of nonfat dry milk permitted to enter
under the special temporary quota authorized on July 13,‘1973, have
been readily absorbed by the commercial market. Not only did the
market price rise after the announcement of that quota, but it continued
to increase as well as exceed the support price of the Department of
Agriculture by the largest amount on record, even after all the nonfat

dry milk had been imported. Thus, it is quite clear that the additional
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imports authorized undef the temporary quota will n&t result in additional
purchases having to be made by the Department under the price-support
program,

On the basis,of the cﬁanged circumstances described above, we have
concluded that thé importation of an additional 80,000,000 pounds of non-
fat dry milk, as provided for in Presidential Proclamation 4230, will
not render or tend to render ineffective, nor will it materially inter-
fere with, the price~support program now conducted by the Department of
Agriculture for milk, nor reduce substantially the amount of products

processed in the United States from domestic milk.

11
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Statement of Commissioners Leonard and Young

‘in_our;opinion a thorough review of the legislative history of
section 22 and of the "emergency" provision of the second paragraph
of subsection (b)fl/ convinces us that Congress never considered that
the emérgency_pfovision would be used for the purpose of increasing
import quotas. Although we are mindful of the fact the Federai
District Court for the District of Columbia has recently upheld the
President's authority to issue the proclamations permitting the
importation‘of 165 million pounds of nonfat dry milk since December 30,
1972, 2/ we believe that such actions effectively foreclose the domestic

milk producers from having their day before the Tariff Commission. §/ In

addition, such investigations as the Commission has conducted on three
separate occasions this year are essentially exercises in futility Q/ be-

cause the nonfat dry milk permitted entry pursuant to the three proclama-
tions had been imported and entered into consumption channels before the

Commission's investigations were concluded,

1/ "In any case where the Secretary of Agriculture determlnes and
reports to the President with regard to any article or articles that
a condition exists requiring emergency treatment, the President may
take immediate action under this section without awaiting the
recommendations of the Tariff Commission, such action to continue in
effect pending the report and recommendations of the Tarlff Commission
and action thereon by the President.”

2/ National Milk Producers Federation et al. v. The Honorable
George P. Schultz, Secretary of the Treasurylfet al., Civil No. 1465-73
(O.D.C., filed August 1, 1973).

3/ The Tariff Commission pursuant to section 22 of the Agricultural
AdJustment Act provides a public forum in which interested parties
can express their views about the effect of imported agricultural
commodities or products thereof on price-support or other programs
of the U.S. Department of Agriculture.

4/ Statements of .Commissioner Leonard in Nonfat Dry Mllk Report to
the President on Investigation No. 22-30 . . ., TC Publication 541,
1973, p. 6, and Nonfat Dry Milk: Report to the President in Investlgatlor
No. 22-32 . . ., TC Publication 587, 1973, p. 8
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Section 22 as 6riginally enacted in 1935 did not contain the
second paragraph of subsection (b) (the so-called "emergency" provision).
The fundamental purpose of section 22 was to provide a means of assuring
that imports did not interfere with domestic price-support programs.

The House Commiittee on Agriculture in its report on the bill explicitly
recognized this purpose. 1/
Efforts to restore agricultural prices in this

country will not be wholly successful if competitive

foreign imported articles are allowed to take the

domestic market away from the domestic products.

To obviate that danger and to provide the necessary

flexibility in order that whatever restriction of

imports is required may not be absolute and may be

adjusted to meet the situations as they arise the

bill . . . adds a new section to the Agricultural

Adjustment Act (sec. 22) authorizing certain

limitations on imports in connection with the agri-

cultural adjustment program.

In 1951, Congress enacted section 104 of the Defense Production Act,
which was a forerunner of the present "emergency" provision of section
22(b). The section enabled the Secretary of Agriculture to limit
imports under specified conditions; the section did not provide for
an investigation and report by the Tariff Commission. Section 104 of
the Defense Production Act expired by its terms on June 30, 1953,
and the question considered by Congress was whether to extend it or

to incorporate its provisions into section 22 of the Agricultural

Adjustment Act by amendment. With this background and legislative

1/ H.R. Rept. No. 1241, 74th Cong., lst Sess. 21 (1935).

13
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hi;tory, the second paragraph of section 22(b) of the Agricultural
A&juétment Act was enacted into law on August 7, 1953.

The 1egisla£ive history of the "emergency" provision of section
22(b) also indicates that one of the reasons for its enactment was the
delay that occurred before the Tariff Commission rendered its advice
to the President. 1/ The Commission, however, acted promptly on all
tﬁree'océasions of the proclamations in question. Even if we consider
the emergency authority to have been appropriately used for the first
increase in ‘the import quota, it is difficult to understand the necessity
for two additional emergency actions on the same commodity within
seven months. .The need for the first emergency action should have
indicated clearly the possible need for further action, in which event
the regular procedures of section 22 should and could have been used.

It is respectfully submitted that the "emergency" provision provides
an exceptional remedy, and it should not be used when the normal
proceedings through the Tariff Commission can be effectively utilized.

Both of us are concerned about the legality and appropriateness
of this investigation. Because of these concerns, Commissioner Leonard
is not participating in the finding and‘recommeﬁdation of the Commission;

and despite these concerns, Commissioner Young is participating.

1/ 99 Cong. Rec. 7902-7910 (1953).

14
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THE WHITE HOUSE

WASHINGTON

July 18, 1973

Dear Madam Chairman:

Pursuant to section 22 of the Agricultural Adjustment
Act, as amended, I have been advised by the Secretary
of Agriculture, and 1 agree with him, that there is
reason to believe that additional supplies of nonfat
dried milk may be imported during a temporary period
ending August 31, 1973, without renderinc or tending
to render ineffective, or materially interfering with,
the price support program for milk now conducted by
the Department of Agriculture, or reducing substantially
the amount of products processed in the United States
from domestic milk.

Specifically, reference is made to the following article
presently subject to section 22 quantitative limitations
under item 950.02 of the Tariff Schedules of the United
States: :

Dried milk, provided for in part 4 of schedule 1
of the Tariff Schedules of the United States An-
notated (1972), described in item 115.50 (Dried
milk, other than buttermilk, contalnlng not over

3 percent of butterfat).

The Secretary has also advised me, pursuant to section 22(b)
of the Agricultural Adjustment Act, as amcnded, that-a con-
dition exists requiring emcrgency treatnent w1Lh respect to
nonfat dried milk and has thereforc recommended that I take
immediate action under section 22(bj to authorize the im=-
portation of 80,000,000 pounds during a temporary period
ending August 31, 1973.. I have, therecfore, this day issued
a proclamation establishing a special temporary quota of
80,000,000 pounds to be effective through August 31, 1973.
This quota is in addition to the quantitics otherwise autho-
rized to be imported under section 22 quantitative limitations
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The United States Tariff Commission is, thorefore, directed

to make an investigation under section 22 of the Agricul-

turai Adjustiient Act, as amendced, and to make findings and
recommendations as to wiether 60,000,000 .ounds of the above-
described article may be importea durinsg . Lenporary period
enaing August 31, 1973, in additvion to tav uantitics other-
wise authorized to be .wworted under scoulion 22 guantitative
limitations, witnout roeaderiny or tendicg to render ineffective,
or materially interfering with, the price support program now !
conducted by the Depariment of Agriculture for milk, or reduc-
ing substantially thc waount of products processed in the
United States from domestic milk.

The Secretary-has further advised me thac a rceview of the
annual import quota for nonfat dry milk for 1973 and future
years 1s needed, and tnat also a review is nceded of the

quota for animal feeds containing milk or milk derivatives.
This latter article is presently subject .o scction 22 guanti-
tative limitations undcr item 950.17 of tnc Tariff Schedules
of the United States and is described as follows:

Animal fceds containing milk or milk derivatives,
classified under item 184.75, subpart C, part 15,
schedule 1.

The Commission is further directed to investigate and to
make findings and recommendations as to whether the annual
import gquotas for the above-described articles may be in-
creased or suspended without rendering or tending to render
ineffective, or materially interfering with, the price
suppoert program conducted by the Department of Agriculture
for milk, or reducing substantially the amount of products
processed in the United States from domestic milk; and, in
the case of a finding that such quotas should be increased,
to make recommendations as to the amount of such quotas and
their allocation among supplying countries. o

The Commission is directed to report its findings and recom-
mendations at the earliest practicable date. -

Sincerely,

iy L

The Honorable Catherine May Bedell
Chairman

United States Tariff Commission
Washington, D. C. 20436
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PROCLAMATION AMENDING PART 3 OF THE APPENDIX TO THE
TARIFF SCHEDULES OF THE UNITED STATES WITH RESPECT TO THE
o IMPORTATION OF AGRICULTURAL COMMODITIES

- as ew e W es W

'~ BY THE PRESIDENT OF THE UNITED STATES OF AMERTCA
A PROCLAMATION

WHEREAS, pursuant to secvion 22 of the Agricultural
Adjustment Act, as amended (7 U.S.C. 624), limitations have
been imposed by Presidential proclamations on the quantities
of certain dairy products which may be imported into the
United States in any quota year; and

WHEREAS the import restrictions proclaimed pursuant to
sald section 22 are set forth in part 3 of the Appendix to
the Tariff Schedules of the United States; and

WHEREAS the Secretary of Agriculture has reported to
me that he believes that additional quantities of dried milk
provided for in item 950.02 of the Tariff Schedules of the
United States (hereinafter referred to as "nonfat dry milk")
may be entered for a temporary period without rendering or
tending to render ineffective, or materially interfering with,
the price support program now conducted by the Department of
Agriculture for milk or reduclng substantially the amount of
products processed in the United States from domestic milk; and

WHEREAS, under the authority of section 22, I have
requested the United States Tariff Commission to make an
investigation with respect to this matter; and

WHEREAS the Secretary of Agriculture has determined and
reported to me that a condition exists with respect to nonfat
dry milk which requires emergency treatment and that the.
quantitative limitation imposed on nonfat dry milk should
be increased during the period ending August 31, 1973, without
awaiting the recommendations of the United States Tariff
Commission with respect to such action; and :

WHEREAS I find and declare that the entry during the
period ending August 31, 1973, of an additional quantity
of 80,000,000 pounds of nonfat dry milk will not render or
tend to render ineffective, or materially interfere with,
the price support program which is being undertaken by the
Department of Agriculture for milk and will not reduce sub-
stantlally the amount of products processed in the United
States from domestic milk; and that a condition exists which
requires emergency treatment and that the quantitative limita-
tion imposed on nonfat dry milk should be increased during
such perloed without awalting the recommendations of the
United States Tariff Commission with respect to such action;

A-5
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NOW, THEREFORE, I, RICIIARD NIXON, Fresident of the United
.States of America, acting under znd ty virtue of the authority
vested in me as President, and in conformity with the provisions
of section 22 of the Agricultural Adjustment Act, as amended,
.and the Tariff Classification Act of 1962, do hereby proclaim
that subdivision (vi) of headnote 3(a) of part 3 of the Appendix
to the Tariff Schedules of the United States is amended to read
as follows: _ :

(vi) Notwithstanding any other provision of this

part, 25,000,000 pounds of dried milk described in

item 115.50 may be entered during the period begin-
ning December 30, 1972, and ending February 15, 1973,
60,000,000 pounds of such milk may be entered during
the period beginning May 11, 1973, and ending June 30,
1973, and 80,000,000 pounds of such milk may be entered
during the period beginning July 19 , 1973, and
ending August 31, 13973, in addition to the annual quota
quantity specified for such article under item 950.02,
and import licenses shall not be required for entering
such additional quantities. No individual, partner-
ship, firm, corporation, association, or other legal
entity (including its affiliates or subsidiaries)

may during each such period enter pursuant to this
provision quantities of such additional dried milk
totaling in excess of 2,500,000 pounds.

The 80,000,000 pound additional quota quantity provided for
hereln shall continue in effect pending Presidential action
vpon receipt of the report and recommendations of the Tariff
Commission with respect thereto.

'IN WITNESS WHEREOF, I have hereunto set my hand this
eighteenth day of July in the year ofsour Lord nineteen

hundred seventy-three, and of the Independence of the United
States of America the one hundred ninety-eighth.

RICHARD NIXON
# # # #



Appendix C

Updated Version of Pertinent Parts of Nonfat

Dry Milk: Report to the President on
Investigation No. 22-32...,
TC Publication 587,
June 1973

A-7






A-8
‘Introduction

The Agriculturai Act of 1949, as amended, requires the Secretary
of Agriculture to support the price of milk at sﬁch levels between 75
percent and 90 percent of parity as he determines necessary in order
to assure an gdqquate supply. In order to satisfy that statutory re-
quirement, the Secretary maintains a price-support program for milk
under which the Department of Agriculture will purchase butter, Cheddar
cheese, and Aonfat dry milk at specified prices. In mid-1953, quotas
were imposed on U.S. imports of certain dairy products--including non-
fat dry milk--under section 22 of the Agricultural Adjustment Act, as
amended, in order to protect the price-support program from import in-
terference. From time to time since 1953 some of the quotas have been
modified when changed circumstances so warranted, and additional
dairy products have been made subject to quotas when it was found that
the statutory criteria were met. 1/

The quota for nonfat dry milk (1,807,000 pounds) remained unchanged
from 1953 until December 30, 1972, when a special additional temporary
quoté of 25,000,000 pounds was established for the period ending Febru-
ary 15, 1973, pursuant to emergency action taken by the Pfeéi&ent in
Proclamation No. 4177; by January 15, that quota was entirely filled.
On May 10, 1973, another special additional temporary quota.(60,000,000
pounds) was established for the period beginning May 11 and ending

June 30, 1973, pursuant to emergency action taken by the President in

1/ The current quotas under sec. 22, except the 80,000,000—p0uhd
quota quantity proclaimed on July 18, 1973, are shown in pt. 3 of the
appendix to the Tariff Schedules of the United States Annotated (TSUSA).
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Proclamation 4216; by May 25, that quota was entirely filled. On
July 18, 1973, another special additional temporary quota (80,000,000
pounds) was established for the period beginning Jul& 19, 1973, and
ending August 31, 1973, pursuant to emergency action taken by the
President in Proclamation 4230 (shown in app. B); by August 6, that

quota was entirely filled.

Trends- in U.S. Produétion and Utilization of Milk

Annual U.S. production of milk increased from 116.3 billion pounds
in 1969 to 120.3 billion pounds in 1972 (table 1). The output in 1972
was valued at $7.2 billion (farm level). In January-June 1973, output
of milk was about 2 percent less than in the corresponding period of
1972. The Department of Agriculture has recently estimated that the
production of milk in 1973 will be about 117.5 billion pounds, the
first time annual milk production has declined since 1969. The Depart-
ment attributed the decline in production to higher feed,prices and
short supplies, poor quality roughage, reduced output per cow, and in-
creased culliné of herds. They indicated that dairymen's marketings in
1973 will be valued at about $7.5 billion, but net returns may_bé lower
than in 1972 because gross incomes are rising less than coSts;

Nonfat dry milk is produced only by drying the ékim'milk ;hat re-
mains after butter 1is produced from whole milk. In recent years the
proportion of the U.S. output of milk used for butter and nonfat‘dry
milk has declined while the proportion used for cheese has incréased
(table 2). Prices for cheese have risen relative to butter pricés ih—
asmuch as the demand for cheese has risen rapidly. 1In 1972, for the

first time on record, more domestic milk was used in the production of
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cheese than in butter, thereby diminishing the amount of fluid skim :
milk'available for drying., Moreover, U,S, output of low-fat and skim
milkkfor coﬁsumption as such, not included in table 2 because computa-
tions therein afé on a fat-solids basis, increased about 65 percent
during the past 5 years, also contributing to the decline of fluid skim
milk available for drying.

) . In recent years, producers of cheese have been paying higher prices
to farmers for milk than have those producing butter. In 1968, for
example, producers of butter paid 2 cents more per hundred pounds of
‘milk than producers of cheese. In 1972, however, producers of cheese
paid 18 cents more per hundred pounds of milk than producers of butter,
and in January-June 1973, they paid 20 cents more. . The Department of
Agriculture reported that the recent (increased) support price an~ -
nounced for Cheddar cheese effective March 15, 1973, will result in a
support level to producers of milk of 50 cents more per hundred pounds
for miik used for cheese than for milk used for butter. The increased
support price of milk used for cheese relative to the price of milk used
for butter, coupled with the current strong demand for cheese, indi-
cates that prices of milk used for cheese will remain'abové prices of

milk used for butter and nonfat dry milk during 1973.

Nonfat Dry Milk

Production and commercial consumption

U.S. production of nonfat dry milk has been cyclical in recent
years, reaching a high point in May or June and gradually receding to

‘a low point in November (table 3). The output of nonfat dry milk
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declined from 1.6 billion pounds in 1968 to 1.5 billion pounds in 1969,
remained at about the 1969 level in 1970 and 1971, and then declined to
1.2 billion pounds in 1972 (table 4). The Department of Agriculture
has estimated that output in 1973 will amount to 938 million pounds.

In the last quarter of 1972 and the first quarter of 1973, production
declined more ﬁhan seasonally--about 20 percent from the corresponding
period of a year earlier—-whéreas in most of the past few years it had
declined about 9 percent. Although production resumed its cyclical up=
ward trend in the spring of 1973, it was still about 20 percent less

in January-June 1973 than in the corresponding period of 1972.

During 1968-72, commercial consumption of nonfat dry milk declined
at an average annual rate of 1.9 percent; production declined at the
rate of 4.4 percent. During the last quarter of 1972 and the first
quarter of 1973, however, commercial consumption increased 5 percent,
whereas it had declined 8 percent in the corresponding‘periods of a
year earlier. Virtually all of this increase in consumption occurred
in the first quafter of 1973. During the period January-June 1973,
commercial consumption was about 27 percent larger than in the corre-
sponding period of 1972 (table 4). The increased consumption in
January-June 1973 most likely included all of the 25 miiiion pounds of
nonfat dry milk imported under the temporary quota estéblished on De-
cember 30, 1972, and a substantial part of the 60 million pounds im-
ported under the temporary quota established on May 10, 1973. .The‘data
showing the increase in consumption may also reflect a buildup of stocks

by commercial users following an apparent depletion in the fall of 1972,
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In recent years, Minnesota, Wisconsin, California, and Iowa have
accbﬁnted for about 60 percent of the U.S, output of nonfat dry milk,
Doméstic and‘imported nonfat dry milk is used primarily as an ingredient
in other dairy products such as ice cream and cottage cheese packaged for
home use, and used in bakery and prepared dry mixes, meat processing,
confectionary; soups, and pharmaceuticals. The Animal and Plant Health
Inépegiion Sefvice of the Department of Agriculture reported that im-
ported~noﬁfat dry milk from countries not designated as being free from
foot-and—méuth disease or rinderpest is not to be used for livestock
‘feed in the United States because the metho&s of producing the product
in those countries may not be dependable for inhibiting any of the
disease-transmitting virus that might be contained in the product. The
Meat Inspection Service of thg Department of Agriculture reported that
the imported product, regardless of foreign origin, is not permitted to
be used in meat processing in the United States because of possible

bacteria contamination.

Prices

Nonfat dr§ milk is one of the three products purchésed by the
Department of Agriculture in order to support the price of milk.
U.S. market prices for nonfat dry milk have generally'increased in
response to increases in the Department's support price. However,
from the last quarter of 1972 until the present, market prices have
remained above the éupport prices, indicating that commercial demand
for the product has had a far greater effect on market pr£ces than the

Department of Agriculture's support price. Average annual market prices
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for nonfat dry milk increased from 23,00 cents pei pound in 1968 to
32,88 cents per pound in 1972; by May 4, 1973, the price had increased
to 44.90 cents per pound (table 3), where it remained until July 27 when
it rose to 45.50 cents pér pound. On August 3, the price rose to 46.1
cents per pound’and on August 10 it increased to 48.1 cents per pound.
Prior to the fall of 1972, market prices for nonfat dry milk gen-
erally had remained close to the support price, and the Department of
Agriculture had purchased about a third of the annual domestic output.
During the éeriod January 1968 through August 1972, for example, monthly
U.S. market prices for nonfat dry milk ranged from 1.25 cents per pound
above the support price to 0.20 cents per pound below the support price
(table 3). In September 1972, however, évéfégé market prices adv;néed
above the supporf price (then 31.7 cents per pound) for the first time
in more than a year; by December they averaged 38.5 cents per pound,
or 6.8 cents per pound above the support price--by far the largest
margin by which the market price had exceeded the support price #luring
the 1968-72 period. |
Notwithstanding the importation of 25,000,000 pounds of néhfat
dry milk under the temporary quota in January 1973, ma:ket prices con-
tinued to increase, averaging 39.0 cents per pound in January and
February, or 7.3 cents per pound above the support level. Market
prices rose again in March, averaging 41.9 cents per pound. Effective
March 15, the support price was increased to 37,5 cents éer pouhd,~and
the market price reported the follo&ing day was 4.8 cents per pound

above the new support price, Market prices continued to rise after
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that date and on May 4, 7 days before the first day the temporary quota
of'605000,000 pounds was in effect,~they had increased to 44.9 cents,
or 7.4 cents per pbund above the new support level. By May 25 the
temporary quota was entirely filled, and market prices through July 20--
2 days after thé temporary quota of 80,000,000 pounds was announced--
remained at 44,9 cents per pound. The next time market prices were re-
poéted;-July 27, 9 days after the expiration of the freeze imposed by
the President on June 13 on the prices of all commodities except raw
agricultural products--they had risen to 45.5 cents per pound. On
August 3 they increased to 46.1 cents per pouﬁd and on August 10, they
rose to 48.1 cents per pound.

U.S. prices of nonfat dry milk, like those of ogher dairy products,
have been above prices in most other countries. In June 1973, for example,
the price of nonfat dry milk in the United States was about 45 cents per

pound, compared with 25 cents in New Zealand and 35 cents in Canada.

Imports

The rate of duty applicable to U.S. imports of nonfat dry milk, 1.5
cents per pound, has been in effect since 1948; it reflects a concession
granted by the United States in the Generai Agreemént on Tariffs and Trade.
The average ad valorem equivalent of the rate of duty, bésed on 1972 im-
ports, was 6.7 percent.

The regular section 22 quota for nonfat dry milk, 1,807,000 pounds,
has been virtually filled in recent years. About 75 percent of the regular
quota is licensed by the Department of Agriculture to importers who are
authorized to enter the article from Australia and 25 percent is licensed

to importers who are authorized to enter the article from Canada.
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The three temporary quotas in effect in 1973 have been administered
on a first-come-first-served basis, except that no importer was permitted
to enter more than 2,500,000 pounds and import licenses were not required.
Imports under the temporary quota proclaimed on December 30, 1972--
25,000,000 poun&s to be imported during the period ending February 15,
1973--began January 4, 1973,‘and by January 15 the quota was entirely
filled. About 78 percent of the imports came from Canada, 17 percent
from Belgium, 4 percent from the Netherlands, and 1 percent from Australia.
The temporary quota proclaimed on May 10, 1973--60,000,000 pounds to be
imported during the period May 11 through June 30, 1973--was entirely
filled as of May 25, 1973; 42 percent of the imports were from Canada,

24 percent from the Netherlands, 17 percent from Ireland, 14 percent from
Belgium, 2 percent from Denmark, and 1 percent from France. The temporary
quota proclaimed on July 18, 1973--80,000,000 pounds to be imported during
the period beginning July 19 and ending August 31, 1973r—was entirely
filled as of August 6, 1973,

The regular quota for nonfat dry milk has been equivalent to about
0.1 percent of the U.S. production of nonfat dry milk in recent years.

The three temporary quotas that have been in effect in 1973 afe equiva-
lent to about 18 percent of estimated production for that year.
Stocks

Total yearend stocks of nonfat dry milk (commercial and quernment—~
owned) declined from 278 million pounds in 1968 to 45 million éounas in
1972 (table 5); at the end of June 1973 they amounted to 97 million pounds,

compared with 132 million pounds at the end of June 1972. Over the years,
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the great bulk of the yearend stocks of nonfat dry milk have generally
been‘Government owned. Since the spring of 1970, however, the bulk of
the'sfécks héve been owned commercially.

Commercial stocks of nonfat dry milk were drawn down to abnormally
low levels in the fall of 1972, Although they increased from 34 million
pounds at the end of January 1973 to 97 million pounds at the end of
Juﬁe;bﬁhg_latfer figure was about 10 percent less than the June 1972
level and significantly lower than the levels at the end of that month
during moét years of the past two decades. Government stocks were also
drawn down inithe fall of 1972; at the end of June 1973 they were nil.
From October 1972 through April 1973 all the stocks owned by the Govern-

ment consisted of committed supplies.
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The'Price-Support Program for Milk

As required by law, the price-support program for milk is carried out
by the Department of Agriculture through purchases of butter, Cheddar
cheese, and nonfat dry milk. In advance of each marketing year (which
begins April 1),'the Secretary of Agriculture announces the price-
support objective for manufacturing-grade milk and the price at which
the Department of Agriculture will purchase unlimited quantities of
butter, Cheddar cheese, and nonfat dry milk which meet certain speci-
fications in.order to reflect that objective to the farmer. 1/ During
the marketing years 1968-72, the price-support objective for milk for
manufacturing was increased from $4.28 per hundredweight to $4.93 per
hundredweight (table 6). During most of the period, average market
prices were above the price-support objective.

On March 8, 1973, the Department of Agriculture announced that ef-
fective March 15, 1973, and for the 1973 marketing year the price~sup-
port objective for manufécturing—grade milk would be $5.29 per hundred-
weight, or 7 pefcent above the support objective in effect for the 2
previous years. The market price for manufacturing-grade milk in April
was 20 cents above the new support objective and by June it waé 36Acents
above the support objective; the new support objective‘was'75 percent of

the parity price on April 1, the minimum required by law. The new

1/ Since 1965 the Secretary of Agriculture has been authorized (sec.
709, Public Law 89-321) to purchase the three prcducts at market prices
above support prices, if necessary, to meet commitments under various
Government programs. There were no purchases of nonfat dry milk under
sec. 709 until July 3, 1973. During the pericd July 3 through July 24,
1973, the Department purchased 9,557,000 pounds of instantized nonfat
dry milk under sec. 709.
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support price for cheese was 62.0 cents per pound, 13 percent above

the'éfice of the 2 previous years, and the new price for nonfat dry milk
was 37.5 cents per pound, an increase of 18 percent. The support price
for butter was reduced to 60.9 cents per pound, or by about 10 percent.
The Department of Agriculture peinted out that the increase in its price
for cheése was ﬁade in order to encourage cheese production in the face
of incréasing consumer demand, and the reduction in the price of butter

was made to increase the consumption of butter.

Purchases and costs

During the period 1968-71, removals of dairy products from the com-

mercial market by the Department of Agriculture, in terms of milk equiva-

lent (fat-solids basis), ranged from 3.8 percent of the production of milk

in 1969 to 6.1 percent in 1971. 1In 1972 removals were equivalent to 4.5
percent of production, and the Department of Agriculture has estimated
that removals will amount to about 2 percent of production in 1973.
Removals were about one-fourth smaller in 1972 than in 1971. Annual
purchases of the individual products—wbuttér, Cheddar cheese, and nonfat
dry milk--for 1968-72, January-June 1972, and January—Jﬁne 1973 are
shown in table 7. During 1968~72, the Department of Agriculture pur-
chased from 39 percent (in 1968) to 24 percent (in 1972) of the annual
production of nonfat dry milk. From November 1972 through March 1973
the Department did not purchase any nonfat dry milk.

On April 4, 19?3, the Depariment of Agriculture purchased about
10.5 million pounds of instantized nonfat dry milk; the Department

paid a differential of 12.77 cents per pound above the announced
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support price for bulk nonfat dry milk for instantizing and packaging. 1/
As of July 1, no more nonfat dry milk had been purchased by the Depart-
ment of Agriculture, although it had been offered instantized nonfat dry
milk nearly each)week sinée April 4, The Department did not accept
those offers bec;use of the high prices. During the period July 3
through July 24, however, the Department purchased 9,557,000 pounds of
instantized nonfat dry milk under the authority of section 709 at prices
ranging from 51.9 ﬁo 56.2 cents per pound. At the Commission's public
hearing on the investigation the spokesman for the Department of
Agriculture reported that the Department does not anticipate making any
purchases of nonfat dry milk under the price-support program during the
remainder of this marketing year.

The annual net Government expenditures on the dairy price-support
and related programs, as reported by the Department of Agriculture,
amounted to $364 million in the year ending June 30, 1968, $327 million
in 1969, $291 million in 1970, $422 million in 1971, $338 million in
1972, and an estimated $240 million in 1973 and $228 million in 1974.
Generally, the expenditures have varied inversely with the aﬁéuﬁfs by

which market prices have been above the support prices.

Dispositions

The dairy products acquired by the Government under the price-
support program are nearly all disposed of quite promptly through dona-
tions to domestic welfare and institutional outlets and donations or

subsidized sales abroad. Most of the Department of Agriculture's

1/ In 1971 and 1972 about 20 percent of the nonfat dry milk purchased

by the Department of Agriculture was instantized.
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purchases of nonfat dry milk have been donated abroad, whereas most of

the pufchase8~of butter and cheese have been disposed of through school

lunch and welfare‘ﬁrograms in the United States. Virtually all of the
U.S exports of nonfat dry milk in recent years have consisted of
donations. In_October 1972 the Department of Agriculture stopped pro-
graming,exports'of nonfat dry milk. Since then the Department has not
had any'unébmmitted supplies of nonfat dry milk, for the first time

since 1959.
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Appendix D

Statistical Tables
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Table 4.--Nonfat dry milk: U.S. production, imports for consumption, exports,
yearend stocks, and commercial consumption, 1968-72, Januarv—June 1972, and
January-June 1973 .

: ‘ : : : ‘ :  Commer- : Ratio or
Pro- : Im- : ¢ Yearend : cial ! exports
Year duction : ports 1/ : Exports :  stocks : con-- toppro_
: : : : : ’ : sumption : duction
1,000 : 1,000 : 1,000 : 1,000 ¢ 1,000
pounds : pounds : pounds : pounds : pounds : Percent
1968~~————- : 1,594,363 : 1,654 : 396,755 : 278,000 ; 1,031,000 ; 25
1969-————— : 1,452,278 : 1,733 ¢ 329,372 222,000 : 1,040,000 : 23
1970-===—==: 1,444,360 : 1,807 : 416,000 : 138,000 : 960,000 : 29
1971-—————- ¢ 1,417,649 : 1,805 : 347,627 : 90,000 : 958,000 : 25
1972--~~---~: 1,269,308 : 1,807 : 282,461 : 45,000 899,000 : 22
Jan.-June: : : : :
1972~-~—- ¢ 747,899 : 427 3/ 77,819 4/ 132,000 : 476,900 : 3/ 10
1973-=-—- : 597,982 2/ 83,260 3/ 12,572 4/ 97,000 : 606 500 : —3/ 2

l/ Those entered under absolute quota pursuant to sec. 22 of the Agrlcultural
Adjustment ‘Act, as amended. »

2/ Preliminary.

3/ January-April.

4/ June 30 stocks.

Source: Production, imports (except January-June 1972 and January-June 1973),
and stocks compiled from official statistics of the U. S. Department of Agricul-
ture; exports and imports for January-June 1972 and January-June 1973 compiled
from official statistics of the U.S. Department of Commerce. .
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