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REPORT TO THE ¥RESIDENT

U.S. Tariff Commission,
December 28, 1973.

To the President:

Pursuant to your request of July 18, 1973, 1/ the U.S. Tariff Com-
mission has conducted an investigation (No. 22-34) under subsection (d)
of section 22 of the Agricultural Adjustment Act, as amended (7 U.S.C.
624). 2/ The purpose of ﬁhe investigation was to determine whether either
or both of the annual import quotas for dried milk (hereinafter referred
to as nonfat dry milk) provided for in item 950.02 of the Appendix to
the Tariff Schedules of the United States (TSUS) and animal feeds (here-
inafter referred to as animal feeds containing milk or milk derivatives)
provided for in item 950.17 of the Appendix to the TSUS, may be increased
or suspended for 1973 and future years, without rendering or tending to
render ineffective, or materially interfering with, the price-support
program now conducted by the U.S. Department of Agriculture for milk,
or reducing substantially the amount of products progessed in the United
States from domestic milk. If the Commission finds that the quotas should
be increased, it is to make recommendationé as to the amqunt:of such
quotas and their allocation among supplying countries.

The report of the Commission on the aforementioned matter, includ-

ing its finding and recommendation, is submitted herewith. The informa-

tion contained in this report was obtained from evidence submitted at

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

2/ Public notice of the investigation was issued July 26, 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 31,
1973 (38 F.R. 20382). A public hearing was held on Aug. 28-30, 1973; all
interested parties were afforded opportunities to produce evidence and
to be heard.




the pubiic hearing, from briefs, from other Government agencies, from

questionnaires, and from the Commission's files.



FINDINGS 1/

1. Nonfat dry milk

On the basis of its investigation, the Commission (Commissioners
Leonard and Yéung dissénting) finds that the importation of 265,000,000
pounds of nonfat dry miik in the calendar year 1974, in addition
to 1,807,000 pounds under the annual import quota provided for in item
950.02 of the Appendix to the Tariff Schedules of the United States
(TSUS), will not render or tend to render ineffective, or materially
interfere with, the price-support program conducted by the Department
of Agriculture for milk, or reduce substantially the amount of any
product processed in the United States from domestic milk.

Commissioner Leonard finds that the annual import quota for nonfat
dry milk provided for in item 950.02 of the Appendix to the TSUS may
be suspended without rendering or tending to render ineffective, or
materially interfering with, the price-support program conducted by the
Department of Agricultﬁre fer milk, or reducing substantially the amount
of products processed in the United States from domestic miltk.

Commissioner Young finds that increasing .& suspensdong Ehv‘dnuuai

import quota for nonfat dry milk provided for in item 950.0% of ihe

1/ Commissioner Moore believes that the Tarirf Commission has a con-
tinuing responsibility in this proceeding (Investigation No 20 34) Lo
report to the President during 1974 whenever it has reason tu belisve
that the importation of nomnfat dry milk in the quani ities recomuended
herein will "render or tend to render ineffective, or matevially inter-
fere with," the price-support program of the Department of Agriculture
for milk, or "reduce substantially -the amount of producis processed in
the United States'" from domestic milk.




Appendix to the TSUS for the period January 1, 1974, through March 31, 1975,
will tend to render ineffective, and materially interfere with, the price-

support program conducted by the Department of Agriculture for milk.

2. Animal feeds containing milk or milk derivatives

The Commission'(Cémmissioners Leonard and Ablondi dissenting) finds
that increasiﬁg or suspending the annual import quota for animal feeds
contaihiﬁgAmilk or milk derivatives provided for in item 950.17 of the
Appendix to the TSUS will render or tend to render igeffective, or
materially inferfere with, the price-support program conducted by the
Department of Agriculture for milk, or reduce substantially the amount
of any product processed in the United States from domestic milk.

Commissioner Leonard finds that the annual import quota for animal
feeds containing milk or milk derivatives provided for in item 950.17
of the Appendix to the TSUS may be suspended without rendering or tend-
ing to render ineffective, or materially interfering with, the price-
support program conducted by the Department of Agriculture for milk, or
reducing substantially the amount of products processed in the United
States from domestic milk.

Commissioner Ablondi finds that the importation of 13,700,000 pounds of
animal feeds containing milk or milk derivatives in the calendar year
1974, in addition to 16,300,000 pounds under the annual import quota
provided for in item 950.17 of the Appendix to ﬁhe TSUS, ﬁill not render
or tend to render ineffective, or ﬁaterially interfere with, the price-

support program conducted by the Department of Agriculture for milk,



or reduce substantially the amount of any product.processed in the United
States from domestic milk.

RECOMMENDATIONS

1. Nonfat dry milk

The Commiésion (Cémmissioners Leonard and Young dissenting) recommends
that the President issue a proclamation pursuant to section 22(d) of the
Agricultutal Adjustment Act, as amended, to establish for nonfat dry
milk for the calendar year 1974 an additional quota of 265,000,000
pounds. |

Chairman Bedell, Vice Chairman Parker, and Commissioner Moore
further recommend that the proclamation allocate such quantity among

supplying countries, as follows:

Country Quota quantity
(in pounds)
Australig————————m e 66,250,000
New Zealand----- - - - - 66,250,000
Canadg~———————~————=— e 66,250,000
Member States of the European Community-- 66,250,000
Other——--- i e o et e e e None
Total- -— —————————— e~ 265,000,000

They further recommend that such quotas proposed above be regulated by

means of a licensing system admininstered by the Department of Agriculture

in such a manner as to provide an equitable distributibn of the quotas
among importers and users, taking due account of ahy special factors
which may have affected or may be affecting the trade in nonfat dry milk.
Commissioner Ablondi further recommends that the additional quota
not be allocated among supplying céuntries, but rather be on a first-

come-first-served basis, and that import licenses not be required for



entering such additional quantities; that half of the amount provided

by the additional quota be permitted to enter during the period beginning
January'l,Fl974, énd ending June 30, 1974, and the remaining half be
permitted fo enter dufiﬁg the period beginning July 1, 1974, and ending
December 31, 19743 thaf no individual, partnership, firm, corporation,
asaociation,'or othef legal'entity (including its affiliates or
subsidiariés), during each of the 6—month periods specified above, be
permitted to'éhter quantities in excess of 2,500,000 pounds; and that the
Tariff ComﬁisSion undertake periodic reviews of developments respecting
imports of all dairy products to determine whether the annual import
restrictions on dairy products should be modified from time to time as
changes occur in the domestic market.

Commissioner Leonard recommends that the President issue a procla-
mation pursuant to section 22(d) of the Agricultural Adjustment Act, as
amended, suspending the annual import quota for nonfat dry milk provided
for in item 950.02 of the Appendix to the TSUS.

Commissioner Young recommends that the President take no action
either to increase or to suspend the annual import quota for nonfat dry
milk provided for in item 950.02 of the Appendix to the TSUS for the
period January 1, 1974 through March 31, 1975, and thét the quota year
be changed so as to begin April 1 of each year and that such change be
made effective April 1, 1975.

2. Animal feeds containing milk and milk derivatives

The Commission (Cdmmissioners Leonard and Ablondi dissenting)
recommends that the President take no action either to increase or to

suspend the annual import quota for animal feeds containing milk and



milk derivatives provided for in item 950.17 of the Appendix to the
TSUS.

Commissioner Leonard recommendg that the President issue a proclama-
tion pursuant to section 22(d) of the Agricultural Adjustment Act, as
amended, susﬁending the annual import quota for animal feeds containing
milk and milk derivatives provided for in item 950.17 of the Appendix to
the TSUS.

Commissionér Ablondi recommends that the President issue a proclama-
tion pursuant to section 22(d) of the Agricultural Adjustment Act, as
amended, to establish for animal feeds containing milk and milk derivatives
for the calendar year 1974 an additional quota of 13,700,000 pounds;
that the additional quota not be allocated among supplying countries, but
rather be on a first-come-first-served basis, and that import licenses
not be required for entering such additional quantities; that half of
the amount provided by'the additional quota be permitted to enter during
the period beginning January 1, 1974, and ending June 30, 1974, and the
remaining half be permitted to enter during the period béginning July 1,
19745 and ending December 31, 1974; and that no individuai,'pértnership,
firm, corporation; association, or other legal entit? (including its
affiliates or subsidiaries), during each of the 6-month éefiods specified

above, be permitted to enter quantities in excess of 2,500,000 pounds.



Statement of Chairman Bedell, Vice Chairman Parker, and Commissioner Moore

Information obtained during this investiggtion (No. 22-34), includ-
ing evidence presented at the public hearing, leads us to conclude that
in 1974 tﬁe domestic dairy situation is unlikely to change significantly
from the éituation that existed in 1973. Thus, we determine that
for the 1974 calendar year imports of 265,000,000 pounds of nonfat
dry milk iﬂ addition to the regular annual quota (1,807,000 pounds)
with no increase in the regular annualvquota on animal feed con-
containing milk or milk derivatives (16,300,000 pounds), will not
render or tend to render ineffective, or materially interfere with,
the price-support>program conducted by the Deprtment of Agriculture
for milk, or reduce substantially the amount of any product processed
from domestic milk. 1/ The principal considerations supporting
~our findings and recommendations, which we believe are consistent with the
requirements of section 22 of the Agricultural Adjustment Act, as amended,

are outlined below.

Nonfat dry milk

Production of nonfat dry milk has been declining in reéent years.
In January-October 1973 production amounted to 849 million pounds and it
will probably total nearly 1.0 billion pounds for the year, as compared
with 1.2 billion pounds in 1972. Information developed during the in-
vestigation showed that in the last two years total commércial consump-
tion of nonfat dry milk has increased slightly,vwhile préduction has con-
tinued its long-term decline.

In late 1972, a deficit supply situation developed in the United

tates for nonfat dry milk and it has continued into 1973. For a long

1/ The Agriculture and Consumer Protection Act of 1973 (Public Law 93-86)

required substantive changes in the price-support for m11k as discussed
later in this Statement.



period prior to late 1972, production of nonfat dry milk had been far in
excess of‘that absorbed by the commercial market. The surplus production,
purchased by the Department of Agriculture undervthe price-support program
for milk, had accounted for some 1/2 to 1/3 of production. Since late
1972, purchases of nonfat dry milk under the price-support program, which
have trended downward for a number of years, have been negligible com-
pared with earlier years. At the Commission's public hearing on this
investigation, ;he Department of Agriculture testified that in the present
situation,. and in the foreseeable future, significant purchases of nonfat
dry milk by the Department of Agriculture under the price-support program
are extremely unlikely.

As the Government has been purchasing less nonfat dry milk under
the price-support program in recent years, the Government's uncommitted
supplies of the product have become smaller. Since October of 1972, they
have been nil, for the first time in more than a decade. Commercial
manufacturers' stocks of the product, meanwhile, also had been drawn
down to abnormally low levels, compared with most years of the past two

decades |

In the fall of 1972, when the deficit supply situation deveioped
for nonfat dry milk, the U.S. market price, which had been at or near
the support price since the quota was established in 1953, began to
rise. Despite the additional importation of nearly 265,000,000 pounds
of nonfat dry milk under the temporary quotas froﬁ January through Octo-
ber 1973, the market price not only rose from 39.0 cents to 49;5‘cents

per pound, or about 26 percent, but it also remained substantially
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above the support price which was increased from 31.7 cents to 37.5
cents in March for the 1973 marketing year in order to maintain the
minimﬁm pfice support for milk (75 percent of parity). Effective
August 10; 1973, thé‘migimum price support for milk was raised to 80
percent of parity in,éccordance with the requirement of the Agriculture
and Consumér-ProteCtion Act of 1973. As a result, the support price
for nqnfgt dry milk was raised from 37.5 cents to 41.4 cents per pound
on Augus;’lO(» The market price continued to rise after the support
price was inecreased in August, and by the end of November it had in-.
creased to 52.2 cents per pound, or 10.8 cents above the price-support
level.

The data set forth above show that imports of nonfat dry milk under
the additional quotas in 1973 totaling nearly 265 million pounds, has
not adversely affected the price-support program within the meaning of
the statute. Based on information developed during the investigation,
we have concluded that the domestic supply/demand conditions for the
product in 1974 are not likely to change significantly from_those of 1973.
Whether or not production of milk, from which all dairy products are made,
continues downward during the 1974 year, as forecast by the Department
of Agriculture at the hearing, actual commeréial consumption of nonfat
dry milk will probably rise gradually in response to popuiation growth,
development of a few new uses for the product, and increasing produc-
tion of several products such as coftage cheese, low-fat milk, and
ice cream in which nonfat dry milk is used as an ingredient. Thus,
additional imports, as recommended herein, will satisfy the demand
situation that is expected to exist for the product in. 1974, but

the imports will not be of such magnitude as to render or tend

10
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time, that would warrant any change 'in the regular annual quota, which

would continue in effect for subsequent years.

This recommendation, we believe, is also consonant with the provi-
sion of the Agriculture and Consumer Protection Act of 1973, which
authorized and dirécted the Secretary of Agriculture to carry out a
comprehénéiﬁe study to determine the effect upon domestic dairy pro-
ducers, handlers, and processors and upon consumers of increases in the
level of imports, if any, of dairy products and report his findings, to-
gether with any recommendations he may have with fespect to import
quotas or other matters, to the Congress of the United States no later

than January 1, 1975.

12
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Animal feed containing milk or milk derivatives

The existing annual import quota for animal feed containing
milk or milk derivatives (16,300,000 pounds) has been in effect only
since January 1, 1971, and according to the official statistics, it
has been less than three fourths filled in two of the three years it
has been operative. The product imported under the quota consists
mainly of nonfat dry milk, although it contains enough animal fat
(lard, tallow, etc.) so that it is classifiable as an animal feed.
After thé product is imported, it is commercially processed (mixed
with other dairy products such as whey, lactose, casein, etc.) before
being sold in the retail market as a formulated milk replacer for
feeding calves. It is quite clear that the quota for animal feed
containing milk was initially imposed to prevent imports of a prod-
uct designed to avoid the existing quota provision for nonfat dry
milk and thereby prevent imports from rendering or tending to render
ineffective, or matefially interfering with, the price-support program
of the Department of Agriculture for milk, or reducing substantially
the amount of any product processed from domestic milk..

Based on the information obtained in this investigation, ﬁe
have heretofpre concluded that an additional quota for 1974 for non-
fat dry milk should be provided. The additional import quota
recommended of 265,000,000 pounds is equivalent to nearly 1/3 of the
domestic annual production of nonfat dry milk. This:additional

quantity for 1974 would permit impérts of nonfat dry milk which could

13
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be made available for use as an ingredient in animal feed in the
Unifed'étates-as well as in other products, without adverse effects

on the ﬁrice-suppoft program. Imports of nonfat dry milk in quanti-
ties greater than that recommended, although in the form of animal
feed (a "loop-hole" product, for which the quota of 16,300,000 pounds
was_originally established) would, in our opinion, render or tend to
render'ineffective, or materially interfere with, the price support
program conducted by the Department of Agriculture for milk, or reduce
substantially the amount of any product processed in the United States
from domestic milk. Therefore, based on the facts developed in this
investigation, wé have recommended that no change be made in the regu-
lar annual quota for animal feed containing milk or milk derivatives.

Increasing versus suspending the gquotas

The President requested the Commission to determine whether the
annual import quotas may be increased or suspended without rendering
or tending to render ineffective, or materially interfering with the
price-support program conducted by the Department of Agriculture for
milk, or reducing substantially the amount of products processed in
the United States from domestic milk. At fhe hearing held in connec-
tion with this investigation, the Department of Agricultﬁre presented
testimony showing a large supply availability of nonfat dry milk in most
of the exporting countries of the world at prices significantly below
U.S. prices. In response to questioning, the Department indicated that
the logical expectation would be for the U.S. price to decline to the
lowest price in the world at which supplies weéere available if the quotas
for nonfat dry milk and animal feed were suspended. The prices at which

the foreign products would be available are far below the minimum support

14
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price required to be maintained by the Department of Agriculture for non-
fat dry milk-under thexprice-support program. In &iew of the foregoing,
we have concluded that suspension of the quotas for nonfat dry milk and
animal feed containing milk or milk derivatives (the imports of which
contain principaily nonfat dry milk) would permit imports in such gquan-
tities and under’such conditions so as to render or tend to render ineffec-
tive, or materially interfere with, the price-support program conducted

by the Department of Agriculture for milk, or reduce substantially the

amount of any product processed from domestic milk.

Allocation of quota

When the section 22 quota was initially imposed on imports of non-
fat dry milk in 1953 the Tariff Commission recommended that such imports
be regulated by means of a licensing system administered by the Depart-
ment of Agriculture. The Commission further recommended that the licens-
ing system provide an equitable distribution of the qﬁota among importers,
users, and also among supplying countries, based upon the proportions
supplied by such countfies during & previous representative period, taking
due account of any special factors which may have affected or may be af-
fecting the trade in the articles concerned, as set forth in Article XIII
of the GATT. The amount of the quota established in 1953 (1,807,000
pounds), was insignificant insofar as annual world trade in nonfat
dry milk was concerned. However, the améunt of the additional quota
. we recommend in this investigation for 197k (265,006,000: pounds) is
equivalent to some 25 percent 6f the world trade in nonfat dry ﬁilk in

recent years.

15
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During the Commission's recent investigation on nonfat dry milk
(No.'2243h) Australia, the country that received T3 percent of the
quota in 1953 as a'result of the licensing system administered by the
Department of Agric@lture, stated, in effect, that if the quota were
increased that qoﬁhtry's equitable share of any quota in excess of
100 million poﬁnds should not be less than 25 percent of the totai
amouﬁt.vﬂCanada, the country that received the remaining 27 percent of
the quota in 1953, stated that equitable allocation of any increased
quota should recognize the imports of nonfat dry milk from Canada
under the additional temporary quotas in 1973. Such imports.amounted
to about 29 percént of the total. Under the circumstances, we have
concluded that allocating 25 percent of the recommended quota to each
of the two U.S. supplying countries under the regular quota is con-
‘sistent with the principal of equitable distribution as provided for
in Article XIIT of the GATT.

New Zealand and tHe EC-(member statés of the European_Community)
were the only other countries that supplied imports of nonfat dry milk
to the United States under the additional temporary quotas in 1973;
neither of them received a share of the reéular qpbta imposed in 1953.
During this investigation, New Zealand stated that any.ihcrease in
the U.S. quota on nonfat dry milk should be allocated to countries on
the basis of their world exports of the product (exclusive of intra-
EC shipments and exports from the United States). Based on such ei-
ports in recent years, New Zealand would receive about 30 percent of

the recommended quota. With the exception of Ireland, no recommendation
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was received from the EC regarding country allocationvof any increased
gquota on nonfat dry milk. Ireland stated that if the quota were
increased, that country's share of the quota should reflect its posi-
tion as a traditional supplier of dairy products to the United States
and to other’countries. We have concluded that it would be equitable
to allocate half of the additional quota we have recommended evenly
between the‘U.S. suppliers of nonfat dry milk under the regular quota
(Australia and Canada) and the remaining half should be allocated
equally between Ne% Zealand ana the EC, tﬁe oﬁiy other counfries that
supplied nonfat dry milk under the additional emergency quotas in 1973.
Moreover, the allocation of the quota, as we recommended is reasonably
consistent with the contentions concerning allocations made by the

supplying countries that testified at the hearing.

Licenses

Our recommendation that importers and users be .issued licenses
by the Department of Agriculture i§ to assure equitable distribution
of the quota among importers and users. Under a license system,
holders of licenses will be assured of the specific amount of ﬁonfat
dry milk they may import under the quota.

Under the system of permitting imports under a quota administered
on a first-come-first-served basis, which would occur in the absence

of licenses, importers and users risk being unable to enter;the
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product once it arrives at the U.S. ports, particularly as the quota
approadhés being filled. Moreover, under a first-come-first-served
basis, imports are often concentrated in a relatively short period,
as importers are rushing to enter the product either before the quota
is filled, or before the time period for entry expires. A system of‘
licensing, on the other hand, tends to assure orderly marketing of
the pfoduct in‘the United States and results more closely in trade
patterns being as they would have been in the absence of any restric-
tions. We feel, therefore, that licensiné-'vas recommended

will carry out the "equitable" rule provided for in Article XIII of
the GATT. This Afticle provides ﬁrincipally_forithe;ﬁdministration of
quantitative restrictions in which the United States and other GATT

members have agreed.

18
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Statement of Commissioner Leonard

The purpose of section 22 of the Agricultural Adjustment Act, as
amended, is not to prevent imports of farm products (dairy in the instant
investigation) or. to maintain them at certain levels to protect domestic
agricultural producers, but to prevent such imports from entering under
such conditions and in such quantities as to render or tend to render
ineffective, or materially inferfere with, the price-support program
now conducted by the Department of Agriculture for milk, or reduce
substantially the amount of products procéssed in the United States
from domestic milk. Examination of long-term trends in the U.S. dairy
sector and the current dairy situation, including the world situation
for nonfat dry milk, has convinced me that the statutory criteria of
section 22 no longer require that the quotas be maintained on imports
of nonfat dry milk and the animal feeds subject to this investigation.
Indeed, the evidence argues that terminatioﬁ of the qudtas would be

preferable to the indefinite suspension I am recommending, as suspen-

sion implies the potential reimposifion of the quotas, a circumstance

I do not envision. However, the terms of reference of this investiga-

1/

tion do not encompass termination of the quotas, =' although insofar
as I am concerned, an indefinite suspension of the quotas is, for all

practical purposes, tantamount to termination.

Nonfat dry milk

Data on the historical trends of U.S. production, consumption,
and stocks of manufactured dairy products clearly indicate that imports

of nonfat dry milk will not, in the foreseeable future, be of such

1/ In requesting this investigation, the President directed the Tariff
Commission to determine whether the annual import quotas '"may be increased

A evva e e d A T
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magnitude as to adversely affect the price-support program within the
meaning;of the statute or to reduceAsubstantially the amount of products
proceSséq in the quted States from domestic milk. At the hearing, infor-
mation was présented that nonfat dry milk is the residual of the domestic
milk supply and thaf declining total milk production is directly reflected
in decrease& nonfat dry milk production. The view was further advanced
that'a fecovery in total milk production will be accompanied by a similar
recoverf inSnonfat dry milk production. Over the past decade production
of nonfat dfy milk declined at an average annual rate of 6 percent.
However, the aecline in nonfat dry milk production in the latter part

of the decade occurred as total milk production in 1970, 1971, and 1972
was increasing. Moreover, the most significant increase in total milk
production during this period, which occurred in 1972, was accompanied

by the most significant drop in nonfat dry milk production in the

3-year period.

The negative trend in noﬁfat dry milk production is due to competi-
tion for the available supply of manufacturing milk and competition for
the resulting supply of fluid skim milk. Butter proauction has fallen
during the decade, reflecting a negative trend in the per capita con-
sumption of butter and a pdsitive trend in margarine consumption. In
contrast, cheese production has increased significantl& over the decade.
As a result, an increasing proportion of milk‘has gone'into cheese; in
1972 more milk was used for cheese than for butter/nonfat dry milk.

The market reflects these changing proportions as cheese producers have

20
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been paying 10 to 18 cents more per hundredweigﬁt of milk than have
butter/nonfat dry milk producers. Competition for the fluid skim milk
from butter plants has discouraged the drying of skim milk as fluid skim
milk commands‘higher pfices when used for drinking purposes, fortifica-
tion, cottage' cheese, etc. Thus, nonfat dry milk production has
declined due to increasédvproduction of cheese and other products,
whether or not milk production has increased or decreased.

The historical pattern of large surpluses of dairy products is no
longer conéistent with the situation for nonfat dry milk. The decline
in nonfat dry milk production over the past decade has more than brought
production in balance with commercial consumption of the product. Actual
commercial consumption has averaged approximately 1 billion pounds over
the past decade with a small upward trend in the past few years. 1In
the past, the relatively constant level of commercial consumption was
well below the level of production, and large surpluses were purchased
by the government. Hoﬁever, a decade of declining production and rela-
tively constant or slightly increasing commercial consumption has been
reflected in decreased purchases by the government. The ' large production
decrease in 1973 ended this long-standing surplus situation. Only about
2 percent of production has been purchased by the governﬁent, and
government stocks, which became exhausted in 1972, have remained nil.
Meanwhile, the market price for nonfat dry milk has risen above the
_support price, a prime indicator of the tight supply sitUation.- Indeed,
because of the deficit supply situation, the emergency importation of

nearly 265 million pounds of the produét, approximately 25 percent of
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historical annual consumption, did not prevent prices rising rapidly
throughbut the year.

The evidencé of a long-standing decline in production, a relatively
constant or sliéhtly increasing level of commercial consumption, and the
existence of a subStaﬁtial difference between the extremely high market
price and the support price show beyond doubt that indefinite suspen-
sion of the»qgota on nonfat dry milk is warraﬁted within the meaning of
the statute.  There is no evidence to suggest a reversal in the trends
in nonfat dry milk production and consumption and, therefore, more than
a temporary suspension to meet immediate needs 1is permitted under the
statute.

Suspension of the regular quota for nonfat dry milk (1,800,000 pounds)
to allow free access to world markets or free access to the U.S. market,.
depending on one's viewpoint, would not result in imports of such magni-
tude as to interfere with the milk support program. The U.S. market for
nonfat dry milk is lucrative in terms of price differentials, and foreign
suppliers hastened to supply the 265 milliop pounds of imports under the
emergency quotas. However, this haste was most certainly encouraged by
desires to demonstrate an ability to serve the enlarged U.S. market in
case a question arose as to fhe expansion of the existing quota and
subsequent allocation to particular countries. |

The U.S. market absorbed nearly 265,000,060 pounds‘of imported nonfat
dry milk even as the market price rose to 26 percent above the support
price. From an examination of the effect of imports in 1973, more than

this amount could easily have been absorbed without interference with
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the price-support program. However, there is some question as to how
much more prgduct could be made available to the United States if the
quota were suspended and various factors must be c§nsidered.

Exports to the United States of 265,000,000 pounds of nonfat
dry milk represented an average of 25 percent of total annual world
external trade, excluding that of the United States, in 1970-72, whereas
exports to the’United States under the regular quota on nonfat dry milk
represented an average of lgss than 1 percent of world external trade
in the product. Thus, the temporarily enlarged U.S. import quotas in
1973 resulted in a significant change in the established pétterns of
world trade in nonfat dry milk. Because of tr#de relations built up
over the years between trading countries, the leading world exporters
of nonfat dry milk would probably not abandon their traditional cus-
tomers even though the U.S. price remained attractive. Moreover,
drastically reduced U.S. exports of nonfat dry milk, although mostly
donations, have further altered the situation in the world market.
U.S. exports averaged 350,000,000 pounds per year duriﬁg 1970-1972,
and larger amounts weré exported in earlier years. The endvoflthe
U.S. surplus production of nonfat dry milk effectively,terﬁinated‘
these exports and resulted in deficit conditions in the U.S. nonfat
dry milk market. Any efforts by countries who had received U.S. nonfat
dry milk in the past to satisfy their needs will now be direc;ed to
the world market. Finally, the continuing world shortage of ﬁigh
protein foods has intensified world competition to obtain producté

such as nonfat dry milk. Traditienal importers of these high protein
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‘foods are capable of effectively competing with the United States for
a sh;re‘of world supplies, and nonfat dry milk is one of the commodi-
ties affected by this development. Because of these factors, the U.S.
market for nonfat ary milk will not be inundated by imports of the
product upon suspenéion of the quotas on nonfat dry milk, and the
price-supéort program of the Department of Agriculture will not be

affected adversely.

Sﬁsééﬁsion of the import quota on nonfat dry milk must also be
considered in terms of a substantial reduction of products processed
in the United Siates from domestic milk. Attention has been directed
to the declining production of nonfat dry milk over the past decade.
This decrease in production occur;ed even though the price of nonfat
dry milk increased from 14 cents in 1962 to 35 cents in 1972. The
positive production response associated with the increase in price was °
far less than the decrease in production of nonfat dry milk due to
market competition between cheese and butter/nonfat dry milk producers
for the available supply of manufacturing milk. Demand for cheese has
been increasing while total demand for butter has féllen due to increased
consumption of margarine. The net effect was a signifiéant decrease in
nonfat dry milk production over the period. Production. again declined
in 1973 even though the price increased 27 percent. Iﬁ summary, pro-
duction responses to changes in price have been small; and any production
response to a changg in price has been dominated by the long-term down-

ward trend in nonfat dry milk production. Under these circumstances,
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any negative effect oﬁ the price of nonfat dry milk due to suspension
of the quota on nonfat dry milk would cause only negligible reductions
in production. Any such reductions in production would be minimal in
comparison to tﬁe long-térm annual decreases in nonfat dry milk produc-
tion. Thereforé, suspension of the quota on nonfat dry milk would not
reduce substantially the amount of products processed in the United

States from dqﬁestic milk.,

Animal feeds’

The quota on animal feeds containing milk or milk derivatives,
i.e., milk replacers, was originally recommended to close a "loophole'
which had developed in response to the quota on nonfat dry milk. A
mixture of approximately 10 percent fat and 90 percent nonfat dry
milk began to enter the United States in substantial quantities in
1968, and by 1970 imports amounted to 27.5 million pounds. A section
22 quota was imposed by the President which limited imports to
16,300,000 pounds annually. An indefinite suspension of the quota
on nonfat dry milk would allow thé nonfat dry milk to enter directly
and, therefore, the pressure to use the 'loophole'" through unrestricted
milk replacer imports would be eliminated. The removal of-this pres-
sure to use the '"loophole" obviates any need to close the "loophole,"
and, therefore, I am recommending indefinite suspension of thg quota

on animal feeds containing milk or milk derivatives.
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Statement of Commissioner Young

U.S. production of milk declined significantly in 1973, primarily
because costs of production (particularly feed costs) rose much more than
the price:of‘milk. >Additionally sharp price increases in beef resulted
in increased slaughter of dairy cows. However, the increased imports of
dairy prodﬁcts in 1973 resulting from the decision of the Executive Branch
to increase the section 22 import quotas on cheese, butter, butter oil,
and nonfétbdfy milk beyond doubt contributed to the decline in milk out-
put. The pﬁfpose of the Administration's action to permit increased
imports was to'pfevent the increase in prices of milk and dairy products
that was occurring from fully rgflecting the shortage of U.S. milk
production.

It is difficult to evaluate the extent to which the increased imports
of dairy products in 1973 have affected the prices of milk and dairy
products and, as a consequence, milk production. In 1973, imports of
dairy products into the United States were valued at about $400 million,
of which imports valued at about $250 million were pursuant to temporary
additional quotas proclaimed by the President under séction 22. The
importation of dairy products in this volume necessarily ﬁad an adverse
effect on the production of milk in the United States. In addition to a
direct adverse economic effect, increased imports have é negative psycho-
logical impact on milk production.

The current situation is a reversal of the dairy supply situation
that generally prevailed in the United States during the past two decades.

From the time the priée—support program for milk was authorized by the
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Agricultural Act of 1949 until late in 1972, the United States generally
produced a surplus df milk and dairy products. The price-support pro-
gram functioned to protect prices by removing surplus production from the
market. In recent months, for the first time in many years, market prices
for dairy products have been substantially above support prices as the
commercial deﬁand for milk and dairy products was greater than the supply
at support prices. Thus, under current circumstances of deficit supply
from domestié production of milk (rather than surplus supply), the
determination which the Commission is called upon to make in this investi-
gation is not the maximum quantity of dairy products which can be importgd
without causing substantial additional government purchases which would be
considered "interference'" with the program; rather, it is to what extent
additional imports will adversely affect efforts to obtain adequate milk
production.

A prime consideration in my determination is the fact that the
price-support program for the marketing year beginning April 1, 1974,
must reflect the changed objectives required by the Agriculture and Con-
sumer Protection Act of 1973. That act, which modifies the Agricultural
Act of 1949, requires the Secretary of Agriculture beginﬁing‘April 1,
1974, to support the price of milk at such levels between‘80 percent and
90 percent of parity as he determines necessary in order to;—

(a) ‘assure an adequate supply of * * * milk to meet
current needs, »

(b) reflect changes in cost of production, and
(c) assure a level of farm income adequate to maintain pro-

ductive capacity sufficient to meet anticipated future
needs.

27



28

Thus, Congress, by explicitly stating the three standards with which
the Secretary of Agriculture must complvahen he sets the price support
for milk, reaffirmed its intent that an adequate supply of milk, including
the produets.theregf, for domestic consumption should be supplied by U.S.
dairy farms rather than by foreign suppliers. If adequate supplies are
to be achieved, it is clear that an increase in the milk support. price
effective April 1, 1974 is inevitable. | |

'Regardléss of one's views, the law requires that the support price be
set at é level high enough (not in excess of 90 percent of parity) to
achieve an equilibrium between domestic production and consumption. Any
significant volume of imports wauld ineﬁitably depress or suppress milk
prices, thereby further discouraging milk pfoduction. This would be con-
trary to the stated purpose of the price-support program. Section 22 is
designed to be used to prevent imports from ''interfering' with the objec-
tive the Secretary of Agriculture is required to achieve.

According to information obtained in the investigation, there are
substantial quantities of nonfat dry milk availabie for egport to the
United States from foreign countries where the market or export price is
substantially below the current U.S. market price for nenfat dry milk.
Thus it is practically ceftain that imporfs in 1974 would £fill the 265
million pound additional quota recommen&ed by four of m& colleagues, or
exceed that amount  if the quota for nonfat dry milk were suspended as one
of my colleagues recommended.

Therefore, either the suspension of, or a significant increase in,

the import quota established under section 22 for nonfat dry milk in the

28



29

period January 1, 1974 to March 31, 1975, will tend to render ineffective
and materially interfere with the price-support program for milk which
the Secretary of Agriculture is required to establish for the marketing
year beginning April 1, 1974.

Regarding the animal feeds containing milk or milk derivatives, vir-
tually all of fhe imports under the section 22 quota have been products
consisting principally of ﬁénfat dry milk. The products have contained
just enough animal fat to be classified for tariff and quota purposes as
an animal feed rather than as nonfat dr& milk. In essence, these feeds
are "loophole'" products, that is, products which have been imported in
order that nonfat dry milk may be brought into the United States outside
of the restrictions of the nonfat dry milk quota. Regardless of the form
in which imported, any significant increase in imports of nonfat dry milk,
including imports of these animal feeds, in the period January 1, 1974 to
March 31, 1975, will, in my judgment, tend to render.ineffective and
materially interfere with the price-support program for milk.

As previously stéted, section 22 quotas on imports of dairy products
are for the purpose of 'preventing interference" with the price-support
program for milk. The specific price-support objective for milk,‘in-
cluding the announced purchase prices for dairy products, are established
annually for the marketing year April 1 to March 31. Since the section 22
quotas are established to "prevent interference" with the price-support
© program, it is my judgment that the quotas should cover the same period of
time as the annual price—supﬁort program, that is, the marketing year for
milk rather than the current calendar-year basis. The change should be

made effective April 1, 1975.
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Statement of Commissioner Ablondi

The data obtained during this investigation (No. 22-34), including
evidence presented at the public hearing, lead me to conclude that the
domestic overall dairy situation in 1974 will not change significantly
from thét‘ihbl973. Thus, I agree with the Commission in finding that
for the 197h calendar year an additional import quota for nonfat dry
milk of 265,000,000 pounds will not render or tend to render ineffec-
tive, or materially interfere with, the price-support program conducted
by the Department of Agriculture for milk, or reduce substantially the
amount of any product processed from domestic milk. Moreover, I also
find that an additional quota for animal feeds containing milk or
milk derivatives of 13,700,000 pounds for calendar year 1974 likewise will

not so interfere with the price-support program.

Nonfat dry milk

Production of nonfat dry milk had been declining in the decade or
so prior to the early 1970'3. In JanuaryQOctober’l973, production amounte
to 849 million pounds. In 1973, production will probabiy total nearly
1 billion pounds, compared with about 2 billion pounds 10 years ago.
Information developed during the investigation shows that consumption
of nonfat dry milk in the United States has increased slightly in the

past few years, as productioh has continued a decade of decline.
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In late 1972, a deficit supply situation developed in the United
States for nonfat dry milk, and it continued into 1973. For a long
period prior to late 1972, production of nonfat dry milk had been far
in excess of that absorbed by the commercial market. The surplus
production, purchased by the Department of Agriculture under the price-
support program for milk, had accounted for about a half to a third of
production. Since late 1972, purchases of nonfat dry milk under the
price—suppoft program have been negligible compared with those in
earlier years. Such purchases, moreover, ﬁave consisted of instant
nonfat dry milk bought at a differential above the support price for
the product in bulk to compensate for processing and packaging. Total
costs of the price-support program for milk likewise have generally
been declining; in the 1972-73 fiscal year they were about half those

in most earlier years as a result of the commercial market's paying

prices in excess of the support prices for dairy products. Based on all

the facts obtained in this investigation, significant purchases of

nonfat dry milk by the Department under the price-support progfam’are

unlikely in the foreseeable future. Therefore, costs of the program should

continue to decline in the coming year.
As the Government has been purchasing less nonfat dry milk under
the price-support program in recent years, the Government's uncommitted

supplies of the product have become smaller. Since Octdber 1972 they
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have Beeﬁ nil, for the first time in more than a decade. Commercial
manufacturers’ stocké of the product also were drawn down to
&bnormally low'le&elé in the fall of 1972 and continued low until
additional'supplies.became available through additional import
quotas during 1973.

In the fall of 1972, when the deficit supply situation developed
for nonfat dry milk, the U.S. market price, which had been at or near
the support price since the quota was established in 1953, began to
rise rapidly. Despite the additional imports of nearly 265 million
pounds of nonfat dry milk under the temporary quotas from January
through October 1973, the market price rose from 39.0 cents per pound
in January 1973 to 49.5 cents in October 1973, or about 26 percent.
The market price also remained substantially above the support price,
which was increased from 31.7 cents to 37.5 cents in March and then
to 41.4 cents per pound in August, or about 30 percent during the

period. In November and December 1973, the market price continued to

rise, reaching 52.4 cents per pound, or 11.0 cents above the support price.

The data set forth above reveals that imports of nonfat dry milk
under the additional quotas in 1973, totaling nearly 265 million pounds,
did not adversely affect the price-support program within the meaning
of the statute. On the basis of information developed during thé'
investigation, I have‘concluded that the domestic supply/demand conditions

for the product in 1974 will not change significantly from those of 1973.
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Whether or ﬁot production of the basic product from which all dairy
products are made, milk, continues downward duriné the 1974 year, as
forecasted by the Department of Agriculture at the hearing, actual
commercial consumption of nonfat dry milk will probably continue to rise
gradually in fesponse to population growth, development of a few new
uses for the product, and ihcreasing production of several products,
such as cottage cheese, low-fat milk, and ice cream, in which nonfat

dry milk is used as an ingredient. Thus, the additional import quota

I am recommending for nonfat dry milk should satisfy the deficit supply
situation that is anticipated for the product in 1974, and I believe the
imports will not be of such magnitude as to render or tend to render

ineffective, or materially interfere with, the price-support program

conducted by the Department of Agriculture for milk, or reduce substantially

the amount of any product processed from domestic milk.

Animal feeds containing milk or milk derivatives

I believe that my finding regarding these animal feeds is consistent
with my finding regarding nonfat dry milk. Nearly all of‘thefimported
animal feeds have éonsisted principally of nonfat dry milk mixed
with small amounts of animal fat. In the United States theSe feeds
have been reprocessed to make milk replacers for feeding calves. Pro-
ducers of milk replacersvhave altered their formulations in recent years
in an effort to hold down their ingredient costs. The ﬁilk solids part
of milk replacers was formerly almost entirely nonfat dry milk. Most milk

replacers now contain dried whey or whey fractions, dried buttermilk,
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or casein; some include soybean protein. Most manufacturers of milk
replaéeré, howé&er, generally regard nonfat dry milk as an essential
ingredient, though the proportions used vary from one producer to another.

Imports of the animal feeds have been limited by a section 22
quota sincé January 1, 1971. 1In 1970 (the year prior to the imposition
of the quota), when imports amounted to nearly 30 million pounds,
dOmesticiprbduction of these animal feeds containing milk totaled
34k million pounds; since then production has increased about 20
percent. U.S. pfoduction of nonfat dry milk in 19TL4 is expected to be
less than consumption requirements, and I agree with the Commission in
recommending thaf an additional quota of 265,000,000 pounds for nonfat
dry milk should be imposed for 1974 to satisfy the deficit supply.

There is an increasing demand in the United States for milk solids for
use in animal feeds. To assure that feed manufacturers have available to
them additional sources of ingredients, I also recommended an additional
quota for the animal feeds containing milk or milk derivatives of
13,700,000 pounds for 19T4. This quantity plus the eXisting quota
quantity totals 30,000,000 pounds, or approximately the amount imported
in the last year prior to imposition of the existing import gquota.

The additional quota quantity I recommended for animal feeds
containing milk (13,700,000 pounds), if containing the usual 90 percent
milk solids, will for practical purposes allow the importation of an
additional 12.3 millién pounds of milk solids into the United States in the

form of animal feeds. The importation in 19Tk of this additional amount
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of milk solids in the form of animal feeds, plus the recommended
additional quota for nonfat dry milk (265,000,000 pounds), will not,
in my opinion, interfere with the price-support program, within the
meaning of section 22.

I have nbt recommended changes in the annual quotas for nonfat
dry milk and animal feeds after the 1974 calendar year, however,
inasmuch as I believe the Commission has a continuing responsibility
for reviewing existing annual import quotas to determine if changed
circumstances respecting the products under quotas exist. The Tariff
Commission should monitor the effects of the dairy import quotas on
the price-support program to determine whether the annual import re-
strictions should be modified from time to time as changes occur in
the domestic market. Fixed annual quotas should be changed when the
situation is warranted under the criteria of section 22.

Furthermore, I note that in accordance with the Agriculture and
Consumer Protection Act of 1973, the support price for manufacturing
milk for the next marketing year (beginning April 1, 1974) shall be
not less than 80 percent of parity, and additionally, not less than
that the Secretary of Agriculture determines necessary in order to
assure an adequate supply "of pure and wholesome milk to meet current
needs, reflect changes in the cost of production, gnd assure a level
of farm income adequate to maintain productive capacity’suffiqient to

meet anticipated future needs." Moreover, in accordance with the act--
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The Secretary of Agriculture is authorized and directed
‘to carry out a comprehensive study to determine the effect
upon domestic dairy producers, handlers, and processors and
upon consumers of increases in the level of imports, if any,
of dairy products and report his findings, together with any
recommendations he may have with respect to import quotas or
other matters, to the Congress of the United States no later
than. January 1, 1975.

The.levelef imports of nonfat dry milk and animal feeds containing
milk.thgﬁ might be tolerated by the price-support proéram after 1974,
within the criteria set forth in section 22, will depend upon a number
of factors, including fulfillment of the above-mentioned objectives of

the Agriculture and Consumer Protection Act of 1973.

Quotas on a first-come-first-served basis

My recommendations that the proposed quotas for nonfat dry milk
and animal feeds containing milk be on a first-come-first-served
basis with no system of licensing, rather than being allocated by
country with importers licensed to enter the products, will promote
competition among supplying countries and importers for the lucrative
U.S. market.

The home market price of nonfat dry milk in many exforting countries
is consideraly less than the U.S. price. Even after all costs of
importing are paid, significant differentials, which véry between countries
remain. My proposals are to enable ultimate U.S. consumers to benefit
from the imported supplies to the maximum extent possible. At the
sémé timé, pefmitfing only half éf thé imporfs undér thé quota to enter

during January-June and the remaining half to enter during July-December,
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as I have recommended, will largely eliminate the effect of the

rush to enter the product as soon as the gquota opens at the beginning

of the year. Hénce, the impact of large quantities of the imported
products being_ﬁlaced on the domestic market at one time is significantly
reduced, and permitting imports to enter in such a manner will not
adversely affect the price-support program for milk.

Traditiqnally, only a few importers handle imported nonfat dry
milk and animal feeds in the U.S. market, and strong ties exist between
those importers and the few countries that exported the products to
the United States. When emergency increases were made in the nonfat
dry milk qﬁoﬁag in 1973, impofté wéré limitéd to 2,500,000 pounds
per individual partnership, firm, corporation, association, or other
legal entity (including its affiliates or subsidiaries), and the
number of importers was increased to 50 to 100. For the quotas that
I am recommending for 1974, I propose tﬁat tﬁis proviéo be continued
for each of the semiannual periods imports may enter, in order that
competition between importers will be further encouraged . fThé‘benefits
from this competition between the numerous importers (sellers) will
hopefully be passed on to consumers not only through direcf sales of
nonfat dry milk but also through sales of products such as ice cream,
cottage cheese, bakery items, and other products in which nonfat dry
milk is used as an ingredient.

Under a system of licensing a U.S. import quota to importers,
control of entry is lodged with the importer. Licensing guarantees

the importer the exclusive right to enter the product. Maximum leverage
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is agsured to‘obtain the highest price the market will bear, inasmuch
as virtual immunity is granted from import competition; allocating the
quota among sﬁpplying countries further aggravates the situation. Any
competitive advahtage which would normally be obtained either from the
willingﬁess of importers to minimize their profits or from the lower
cosﬁ ﬁréducing countries supplying the prodﬁct at a lower price is

not realized in the domestic market. Indeed, should incentives to
those holding the exclusive rights to deal in thé domestic market under
a licensing allocation system prove more rewarding elsewhere, or less
rewarding then ekpected in the Upited States, it would well be that they
would not relinquish their right to competitors and would forgo the

U.S. market entirely.
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The Domestic Dairy Situation

Trends in the U.S. production of milk

During the past two decades the number of U.S. farms selling milk
and the number of cows kept for milking have declined rapidly. The
farmers remaiﬁing in dairying have expanded the size of their operations,
specialized in dairying, and increased output per cow and per farm,
however, so that there was no abrupt drop in milk production except in
1966 and 1973 (table 1). In 1966, production declined about 4 billion
pounds from the quantity a year earlier level (table 2); it now appears
that production in 1973 will likewise decline about 4 billion pounds
from the 1972 quantity, or to about 116 billion pounds.

Utilization of domestic milk

The most profitable use for milk in the United States is the
fluid market, including sales of whole, low-fat, or skim milk, as
well as perishable products such as cottage cheese. About half of
the milk produced in the United Stateé is used for the fluid market
(table 3). The dairy farmers receive a higher price for milk
eligible for that market, and such milk wused for bottliné,

brings a premium price over that going into other uses.
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Milk eligible only for manufacturing sells substantially below
that eligible for the fluid market (currently $1.34 less per hundred
pounds ) . Mdreéver, manufacturing grade milk cannot be used for the fluid
market, but flﬁid milk cén be used for manufacturing. Therefore, the
competition between the twb grades of milk is limited. Of the milk used
for manufacturiﬁg; cheese and butter/powder, (i.e., nonfat dry milk);-the
two uses that ¢onsume about TO percent of the available sﬁpply of manufacturing
milk--are madefaffér all other uses, such as ice cream and condensed
or evaporated milk; have been satisfied. In recent years, moreover,
producers of cheese haﬁe been outbidding producers of butter/powder by
10 to 18 cents per hundred pounds fo; milk; in 1972, for the first time
on record, more milk was used for cheese than for butter. Moreover,
cheese has recently been able to compete more effectively in price with
meat, fish, and poultry as a source of protein in the diet. That phenomenon
will probably continue for some time in the future. Nontheless, butter/
powder plants will continue to compete with cheese plants for the available
supply of manufacturing milk, although the milk ultimately utilized in
butter/powder will continue to consist largely of.surplus pfoduction. The
recent increases in the price of nonfat dry milk have supplemeﬁted total
returns to butter/powder producers.

After butter is made from whole milk, the product that remains is

fluid skim milk. For many years most of the fluid product was dried
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and made into the storable product called nonfat dry milk., More
recently, there has been a trend toward utilizing larger amounts of

the fluid product for drinking purposes in which case it sells at fluid
market prices, or for making cottage cheese, rather than drying it. 1In
the past five years, sales of low-fat milk and skim milk have increased
at an averagé annual rate of 14 percent; sales of cottage cheese have
increased 5 percent. The.U.S. demand for such perishable milk products
will probably remain strong. Thus, nonfat dry milk will most likely
continue to represent the surplus use made of the fluid product result-

ing from the manufacture of butter.

Federal programs for milk

Federal, State, and local governments are engaged in various
programs to support the price of milk produced in the United States.
The two major Federal programs for milk, both administered by the
Department of Agriculture, are the Federal Milk Marketing Order Pro-
gram and the price-support program. l/ Both programé are designed to
support the prices of milk; their stated purpose is to aséure the
production of an adequate supply qf milk. The Agriculturé'aﬁd Consumer
Protection Act ofkl973 (Public Law 93-86) provides that the Secretary
of Agriculture shall support the price of milk at not less than 80 per-
cent and not more than 90 percent of parity for the period August 10,
1973-March 31, 1975; for the next marketing year (beginning April 1,
1974) the support price shall be set at such a level és the‘Sécretary

~determines necessary in order to assure an adequate supply of pure

1/ There are other Federal programs relating to milk such as the
school lunch program and the special milk program.
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and wholesome milk to meet current needs, reflect changes in the cost
of producgiOn, an@ assure a level of farm income adequate to maintain
productivé capacity Sufficient to meet anticipated future needs.

Federal Milk Marketing Orders are used to regulate the marketing
of milk used for fluid consumption or for making manufactured dairy
products assbciated with fluid milk.y The price-support program is
used to.subébrt;the price of milk through the purchase of certain
manufacturéd dairy products. TInasmuch as nonfat dry milk, the subject
of this investigation, i1s made from milk used for manufacturing, the
price-support program is the only Federal prograﬁ discussed at any
length in this report.

The Agricultural Act of 1949, as amended, requires the Secretary of
Agriculture to support the price of milk at such levels between 75 and
90 percent of parity as he determines necessary in order to assure an
adequate suppl&.. In order to satisfy that statutory requirement,hthe
Secretary maintains a price-support program for milk for manufacturing
under which the Department of Agriculture will purchase_unlimited
quantities of butter, Cheddar cheese, and nonfat dry milk that meet
certain specifications at preannounced supporf prices. The support
prices and the market prices for the three products are shoWn in table k.

Since the mid-1960's, the market price for gheese hag exceeded the
support price by a larger amount (generally 4 to 8 cents per pound) than
any time since 1953, when section 22 quotas were first imposed on dairy
products. Likewise, th¢ market price for butter hag exceeded - the support
price--generally only from O.4 cent to 3.4 cents--except during a period

in the last part of 1973, when the market price rose to 26 cents per pound
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higher than ﬁhe support price before declining abruptly by 16 cents.
The market price for nonfat dry milk rose rapidly in the fall of 1972,
and for the first time since 1953 it exceeded the support price by a
significant amount (about 3 to 6 cents per pound); in 1973 the market

price has been T to 8 cents per pound above the support price.

Purchases of products containing milk by the Department of Agri-

culture under the support program or other programs.--In most years

during the past two decades,. except for 1966, 1972, and 1973, the
Department of Agriculture has purchased substantial quantities of
butter,‘Cheddar cheese, and nonfat dry milk under the price-support
program (table 5). l/ For the most part, there has been a downward
trend in purchases of the three products since the mid-1960's, and
the decline has been even more precipitous in 1972 and 1973 (table 6).
Accordingly, net Government expenditures on the price-support and
related programs have generally declined (table 7). in 1973, more-
over, the larger part of the small quantities of cheese and most of the
nonfat dry milk purchased by the Department of Agriculture were bought
at market prices (above support pr;ces) in order to meet various
Government commitments, rather than purchased under the price—éuppbrt
program.

Disposition of the price-support purchases.--Most of the nonfat

dry milk purchased by the Department of Agriculture has been donated

abroad, whereas most of the butter and cheese purchased has been

1/ Since November 1965 the Secretary of Agriculture has also been
authorized to purchase the three products at market prices above the
support prices, if additional supplies are deemed necessary to meet
commitments under various Government programs, such as the school
lunch program (sec. 709, Public Law 89-321).
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disposed of through school lunch and welfare programs in the United
Statesfi In 1972, for the first time in recent years the Department
of Agriculture sold some nonfat dry milk (13 million pounds) to the
commercial market (table 8) at the resale price, which was about 110

percent of the support price.

Section 22 quotas on imported dairy products.--Section 22 of the

Agritulpurgl Adjustment Act, as amended, provides fér quantitative
limitationsion U.S. imports of dairy products so that such imports will
not render‘or tend to render ineffective or materially interfere with
the price-support programs conducted by the Department of Agriculture
fér milk, or reduce substantially the amount of products processed in
the United States from domestic milk. Since quotas were first imposed
on dairy products under section 22 in mid-1953, several of the original
quotas have been enlarged and additional dairy products have been made
subject to quotas when it was found that the statutory criteria were
met. Currently, imports of most dairy products made from cows' milk
are suject to section 22 quotas. The current quotas, administered on
a calendar-year basis are shown in part 3 of the appendix to the TSUS
(appendix B of this report).

Most of the quotas on dairy products (including the regular quota

for nonfat dry milk, but not the additional temporary quotas) are

administered by the Department of Agriculture through a system of import
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licenses. Imports subject to the licensing procedures may be entered only
by, or for the account of, a licensed person or firm, only from a designated
country, and only in accordance with certain other terms of the license. ;/
The quotas for tﬁe dairy products not subject to the licensing procedures
(including the quota for animai feeds containing milk or milk derivatives
and the additional temporary quotas for nonfat dry milk) are administered
by the U.S. Customs Service on a first-comeifirst—served basis.
U.S. Foreign Trade in Dairy Products

During 1953-66 the United States was generally a net exporter of dairy
products. Since 1966, it has been a net importer of such products, except
in 1971. Largely because U.S. prices for dairy products have been higher
than prices for dairy products in most other countries, U.S. exports of such
products have been small and have consisted mostly of ddnations or subsidized
sales by the Department of Agriculture.

Notwithstanding that prices for dairy products have been higher in the
United States than in most other countries, U.S. imports of such products

have for many years been small compared with domestic production, lafgely

1/ The administrative regulations established by the Department of
Agriculture are published in T CFR 6.20-6.32. The Agriculture and Consumer
Protection Act of 1973 (Public Law 93-86) provides that the Secretary of
Agriculture support the price of milk at not less than 80 percent and not more the
90 percent of parity for the period Aug. 10,1973-Mar. 31, 1975; for the next
marketing year (beginning Apr. 1, 19T4) the support price shall be set at such
level as the Secretary determines necessary in order to assure an adequate supply

of pure and wholesome milk to_meet current needs, reflect chgn%e$ in the cost of
production, and assure a level of farm income adequate to maintain productive

capacity sufficient to meet anticipated future needs.
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because imports have been limited by section 22 quotas. Imports reached

a peak in 1967, when they were equivalent to 2.4 percent of U.S. milk
production (in te;ms of milk equivalent). During January-August 1973,
however, impérts were ébout 24 percent larger than in the corresponding
period of 1972 as a result of the import quotas on cheese being temporarily
increased by,SO'percent. ;/ In addition, 265 million pounds of nonfat

dry milk were authorized to be imported (practically all of which was
entered) undéf édditional temporary quotas in 1973. The annual quota

for nonfat dry‘milk had been 1.8 million pounds for the past two decades.

Nonfat dry milk

Description and uses.--When butter is churned from whole milk the

fat solids in the milk go to the butter, and the nonfat solids--consitsting
of protein , sugar, and ash--remain in the fluid skim milk, Nonfat dry
milk is the product that results from drying the fluid skim milk. As of
November 1973, the nonfat dry milk obtained from a hundred pounds of
whole milk is valued at $1.20 more than the butter obtained therefrom,
reflecting a reversal im the price relationship of the two products in
recent years.

The uses for nonfat dry milk in the United States are sﬁown in
table 9. New foods containing nonfat dry milk that have been developed
in recent years include instant chocolate milk, puddings, and breakfast

and various diet foods. In addition, consumption of foods for which Federal

1/ These temporary quotas were only T2 percent filled; the unused
quotas consisted mostly of cheeses of the nonprocessing type.
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standards require that nonfat milk, either dry or in the liquid form,

be used (such as cottage cheese, fortified milk, and, as a practical matter,

ice cream) has increased rapidly in recent years. Consumption of foods
that may use nonfat dry milk as an optional ingredient (bakery prod-
ucts, including ordinary bread; oleomargarine; and certain process
cheese) has alsoArisen rapidly. According to the trade, however,
various blends of. dried whey, éoy flour, lactose, and imported casein
are being widely substituted for nonfat dry milk in those foods. Pro-
ducers of bakery products frequently change ingredients according to
fluctuations in price.

The imported nonfat dry milk appears to be used largely in bakery
and confectionery products and in ice cream, although it is sometimes
used in a number of other products, depending on State and
local regulations. It does not qualify as "U.S. Extra Grade" and
hence is not used in plants wishing to bid on Govermment contracts.
Also, under Department of Agficulture regulations, the imported product,
because of possible bacterial contamination, may not be used in meats pro-
cessed under Federal inspection. If it is imported from countries not
designated as being free from foot-and-mouth disease and rinderpest,
it is not to be used for livestock feed in the United Statéé,
according to the Animal and Plant Health Inspection Service of the
Department of Agriculture. The Department reported that the methods

of producing the product in those countries may not be depeﬁdable for
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inhibiting the disease-transmitting virus that might be contained in
the produc£. The Department of Agriculture is currently revising its
regulations:concerning the uses of nonfat dry milk imported into the
United States from couﬁtries not designated as being free of those
diseases.

A number of end users of nonfat dry milk reported that they had a
preference'féf‘the domestic rather than the imported product, even though
the domestic was more expensive. The characteristics of the domestic
powder, including éolubility, degree of heat treatment, and flavor,
were more reliable for their product mixes. Moreover, they were reluc-
tant to leave their predictable and dependable sources of domestic supply
and chance obtaining their raw material exclusively from imported
sources. Also, in many areas, a combination of Federal and local
health regulations prevented them from using the imported product.

U.S. customs treatment.--The rate of duty applicable to U.S. im-

ports 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

General Agreement on Tariffs and Trade. The average ad valorem equivalent
of the rate of duty, based on imporfs in January-August 1973 was L7

percent.
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The regular section 22 quota for nonfat dry milk, 1,807,000 pounds,
has remained unchanged since it was first imposed in mid-1953. About
T3 percent of the regular quota is licensed by the Department of
Agriculture to importers that are authorized to enter the article from
Australia and 27 percent is licensed to importers that are authorized
to enter the article from Canada.

There were four additional temporary quotas that permitted imports
of nonfat dry milk in 1973; each was in effect for periods ranging from
6 to 8 weeks and the aggregateramount of nonfat dry milk permitted entry
under them totaled 265 million pounds. They were 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.
In addition, the fourth and largest of the quotas--100 million pounds--
was allocated 40 percent to the member states of the European Community
(EC), 25 percent to Australia, 25 percent to New Zealand, and 10 percent
to Canada.

U.S. Production and consumption.--U.S. production of nonfat‘dry milk

has declined steadily since the early 1960's (table 9). Commercial
consumption, meanwhile, ranged between 900 million pounds and 1.0 billion
pounds annually. In 1973, however, actual consumption of nonfat dry

milk has probably increased somewhat, while production continued its
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long-term decline. Sales of the domestic product increased about 6
percént; hotwithstanding the extremely high market prices, and in-
creased imports; the output of some of the major products using non-
fat dry milk increased during the year.

From the infofmation obtained from the responses to the Commission's
questiopnaire By end users that accounted for about 42 percent of
the total commercial sales of the product in 1972, it appears that
actual consumption of nonfat dry milk for the year ending June 30,
1972, declined 4 percent from that of the pregeding year. For the
year ending June 30, 1973, however, consumption increased 8 percent
over the preceding year. On balance, therefore, according to the
information, actual consumption of nonfat dry milk from June 30,
1971, through June 30, 1973, increased at an average annual rate of
about 2 percent.

U.S. stocks.--Total yearend stocks of nonfat dry milk (commercial
and Government-owned) have been declining in recenf Years (table 9). 1In

May 1973, Government-owned stocks, which have been declining for a number
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of years as U.S. surpluses have dwindled, became nii (table 10) as a
result of the deficit supply situation that developed in the fall of 19T72.
Commercial stocks, which have accounted for the bulk of the total since
the spring of 1970, have recently been drawn down to abnormally low
levels. In August and again in September 1973, however, they increased
over year—earlier levels--for the first time since April 1971--indicating
that total U.S. supplies of nonfat dry milk are building up after their
depletion in the fall of 1972.

U.S. prices.--Over much of the past two decades U.S. market prices
of domestically produced nonfat dry milk have remained close to the
support prices (table 4); market prices have generally changed as the
support price has changed. In the fall of 1972, however, market prices
rose rapidly (table 12) as a deficit supply situation‘developed for nonfat
dry milk. The support price for nonfat dry milk was increased from 31.7
cents to 37.5 cents in March 1973, fof the 1973 marketing year in order to
maintain the minimum price support for milk (75 percent of pgrity).
Effective August 10, 1973, the minimum price support for miik was raised
to 80 percent of parity in accordance with the requirement of the
Agriculture and Consumer Protection Act of 1973. As a result, the support
pricé for nonfat dry milk was raised from 37.5 cents to L1.k cepts per
pound on August 10. The market price continued to rise in 1973, notwith-
standing increased imports under the four additional temporary éuofas

totaling 265 million pounds. During 1973 the market price was generally
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in the neighborhood of 20 percent above the support price. As of the
end of NéveMber, ﬁhe market price was 52.2 cents per pound.

Daté are not reported on the prices of imported nonfat dry milk.
Information déveléped in the investigation showed that prices of the
imports varied in the U.S. market depending upon country of origin..
Mbreover,.iﬁ was réported that prices even for the product imported .
from a éiVéﬁ cquntry varied, as do domestic prices, accdrding to the
type of processing the product has undergone.Prices of the imported
product ranged from 4 cents to 13 cents per pound lower than prices of
the domestic product, although prices reported for the imported product
of a quality most nearly comparable to that of the domestic product
were generally 4 to 6 cents per pound lower than domestic prices. These
differences obviously reflect various quality discounts as well as the
monetary advantage required to entice users of nonfat dry milk to substitute
the imported product for nonfat dry milk produced by their traditional
dom estic suppliers.

Since the additional temporary import quotas first became effective,
the prices of the imported nonfat dry milk have generally risen as domes-
tic prices have increased. As domestic pricesvbecame higher in mid-1973,
the price of the imported product rose less than the domestic price,
reflecting the fact that supplies were building up in the domestic market
and relatively lower prices were required tc move the imported product into

the market.
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Although imported nonfat dry milk sells for more in the U.S. market
than in the "ﬁomeAmarket," it was underprieing the U.S.-produced product
in the U.S. market in 1973, as reported during the investigation and
shown in the following tabulation:

Nonfat dry milk: Prices for edible spray powder in various

countries and reported selling prices in the U.S. market
at specified times in 1973

: Selling price in

: Home market ’ : tidwest,

Country : ¢ United States,

: Date in : : T ‘Fall 1973
1973 : Basis :  Price :
: :Cents per pound: Cents per pound
United : : : :

States-—-——:Aug. 24 :FOB, Wisconsin: 48,5 48,5
Canada-—-----:Aug. 21 :Montreal whlse: 37-41 4.0
Belgium----- :Aug. 8  :Domestic whlse: 38.4 1/
Germany-----:Aug. 23 :Whlse. : 34.8-35.2 : 1/
Denmark-----:Aug. 23 :Ex factory : 39.0 - 1/
Ireland-----:Aug. 23 :Ex factory : 4.6 43.5
France-—--—-: : : 1/ : h2.0
Austria-----:Aug. 22 :Ex factory : 1/ P 1/
Australia---:Aug. 21 :Min. export : :

: price : 31.1 : : 43.8
New : : : :
Zealand---:Sept. 9 :FOB export : 35.7 . k3.0

1/ Not available.

Source: Prices in the "home markets" reported by Dairy and Poultry
Division, Commodity Analysis Branch, FAS, U.S. Department of Agricul-
ture; selling prices in the United States reported to the U.S. Tariff
Commission by users and/or dealers in the U.S. market.
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U.S. exports.=-During the past two decades, U.S. exports of nonfat

dry milk generally ranged fro 25 to 50 percent of production (table 10).
Exports héve deciined in recent years as the U.S. commercial market has
absorbed an increasing share of declining U.S. production. Therefore,
over time, lgss surplué product has been available for purchase by the -
Department of Agriculture under the price-support program, in which case
most of‘ﬁhé’prpducf was ultimately donated abroad under the Department's
programs. ‘In October 1972 +the Department stopped programing exports

of nonfat drybﬁilk. The infinitesimal exports in 1973 practically all
consisted of Government supplies that had been cémmitted in 1972.

U.S. imports.--The regular section 22 quota for nonfat dry milk

(1,807,000 pounds) has been virtually filled each year since it was first

imposed in 1953; about T3 percent of the imports have come from Australia,

and 27 percent from Canada. As of November 1, 1973, the gquota was 60
percent filled for the 1973 year. The quota will most likely be filled
in 1973, however, as importers are utilizing the additional temporary
quotas before filling the regular quota which‘is available unfil yearend.
The following table shows total imports of nonfat dry milk in
January-October 1973 under the regular quota and the four additional

temporary quotas:
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Nonfat dry milk: U.S. imports for consumption
by sources, January-October 1973

: : Share of

Source . Quantity . total

] Pounds : Percent
European Community-—---—----- - - : 135,561,059 51.0
Canadg==—===m=—=— - - : 79,064,901 : 29.7
AusStraliam——— e e e : 26,410,964 9.9
New Zealand=——m—m—mmm e e e e e : 2k,961,473 : 9.0
0

Tot @l -mmmmmmmmmmmmmmmm e mmmmmmmmmem 265,099,397 100.

Each of the first three additional temporary quotas, totaling 165
million pounds, was filled within three weeké after it became effective.
The fourth quota (100 million pounds) was established on August 28, and
by October 31, the end of the period for filling the quota, it was
99.6 percent filled. The movement of the product was slower under the last
quota because it was an allocated quota, which eliminated the incen-
tive for haste involved in a first-come-first-served system.

In consideration of the potential effects of imports of nonfat dry
milk on domestic prices, the rate of movement of imports to end users
is of greater importance than the rate of entry. Informationideveloped
during the investigation indiéated that imports of nonfat dry milk under
the first two additional temporary quotas moved to endusers af-a.faster
rate than imports under the last two quotas. Moreover, imports under
the fourth quota were moving at an even slower rate than those ﬁnder
the third quota. Surveys showed that as of November 2 about 36 percent
of the imports under the third quota (80 million pounds), which had become
effective on July 19, were still in the warehouses of importers. On that

date, moreover, about 82 percent of the imports under the fourth
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quota (100 million pounds )--which had become effective on August 29--

were still in the warehouses of importers. .

Worid production, trade, and stocks.--World production of nonfat dry
milk has:amounteé to about 5 billion pounds annually in recent years. The
European Community (EC), whose output is reported to consist largely of
nonfat dry milk fof animal feed, accounted for about 60 percent of the
tota;.-_The United States accounted for about 20 percent, followed by
New Zealand -- with 7 percent, Canada--with 6 percent, and Australia
and Switierlﬁndr-with smaller amounts.

In recent years, the EC has accounted for about one-third of
world exports (exclusive of intra-Community shipments), followed by
the United States; which accounted for about one-fourth. The re-
maining principal exporting countries were Canada, New Zealand and
Australia (table 11). The principal importing countries were Japan,v
Cuba, Mexico, Spain, and the United Kingdom until 1973. In that year
the United States has most likely been the principal importing country,
taking some 25 percent of the world's exports of nonfat dry milk under
the additional temporary quotas.

The most recent data available on world stocks of nonfat dry
milk are shown in table 1kh. éeveral U.s. iﬁporters have char-
acterized the current world supplies of nonfat dry milkfés being
tight, largely reflecting the strong demand for protein and the
reported decision of the EC to keep its supplies for its domestic
feed uses following the announcement of the United States of its

decision to curtail its exports of soybeans and soybean proﬁucts.
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Animal feeds contéining milk or milk derivatives

Description and uées.—-The animal feeds with which this investi-

gation is concerned are those containing milk or milk derivatives and
classifiable under item 18L4.75 of the TSUS. ;/ The principal animal
feeds in this cléss which‘contain milk or milk derivatives are milk
replacers and baées used to make milk replacers. Milk replacers are
powders which are mixed with water and used in place of milk in feeding
young calves and orphaned pigs, sheep, and horses.

Most mi;k repiacers are fed to dairy calves which are raised as
replacements for the dairy herd or for sléughter as dairy beef or veal.
Calf milk replacers are made in many formulations. The proportions of
various ingredients used in milk replacers in the United States have
changed greatly over the years. Calf milk replacers originally consisted
principally of dry skim milk and animal fat. The use of alternative
sources of protein, such as dried whey and whey fractions, dried butter-
milk, casein, and soy flopr, in milk replacers has increased as the price
of nonfat dry milk has increased. Currently, menufacturers of milk re-
placers have reduced the dried skim milk content of their milk replacers
to the lowest level they feel will provide adequate protein"Quaﬁtity and
quality for the groﬁth of healthy calves. Some manufacturers are not
using any dry skim milk in their formulas, while others, pafticularly

those making formulations for feeding veal calves, are using substantial

1/ The qualification "classifiable under item 18L.T5 of the TSUS" removes
most animal feeds from consideration here. Mixed feeds and mixed-feed
ingredients which contain not less than 6 percent of grains or grain pro-
ducts are provided for under TSUS item 184.70.
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quantities of dry skim milk. Testimony at the hearing indicated that

the ideal calf milk replacer for veal calves should contain 60 to 80

percent of dried skim milk but that a 50-percent content was acceptable.l/

It was further .stated that feed manufacturers cannot affort to use
domestic nonfat dry milk in their calf milk replacer and sell their pro-
duct at a price that will enable veal feeders to make & profit. Feed
manufacturers have produced a simulated nonfat dry milk by using the im-
ported milkjreplacer bases (which contain 90 percent of nonfat dry milk)
to make up about 10 percent of their milk replacers of the type for veal
calves, with the remainder usually consisting of dry whey, casein, and
animal fat.

Most milk replacers, particuiarly those for feeding dairy herd re-
placement calves, have usually contained about 90 percent of nonfat milk
solids and about 10 percent of fat (lard, tallow, and so forth), with
small quantities of vitamins, minerals, antioxidants, and emulsifiers.

The proportion of fat (10 percent) to total solids in the usual milk re-

placers is less than that in whole milk (about 30 percent) but is adequate

for the growth of dairy herd replacement calves. In the manufacture of
milk replacers from dried milk products and liquid fat, .the inclusion of
more than about 11 percent of fat causes the mixture to become a gummy
mass which is difficult to mix with water for feeding.,'

In recent years increased interest in the production of veal calves
and dairy beef animals has created a demand for milk replacers which have
a fat content higher than 11 percent because of the need for faster
weight gains in the calves. To produce a high-fat content product which

is still a powder, the liquid fat is added to liquid skim milk (usually

1/ Transoript of the hearing, pp. LT71-L473.
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partially%condensed and the resulting mixture is spray dried. With
this method the fat content can be as high as 65 percent. High-fat
milk-replacer base produced in this way is mixed ﬁithjdried nonfat

milk solids by feed manufacturers to make milk replacers containing 16
to 25 percent qf fat, which are more suitable for feeding veal or dairy
beef calves.

There are several products other than'milk replacers and milk-
replacer bases which contain milk or milk derivatives and are classifiable
under TSUS item 184.75. Dog fooed "candy" composed of sugar, palm kernel
oil, cocoa powder, and 20 percent nonfat milk solids has been imported
into the United States (from the United Kingdom), as have certain fish
foods which contain nonfat dry milk (from Japan). These products are
believed to be insignificant articles in the domestic and international
trade of the United States, and, inasmuch as data on them are not avail-

able, they will not be further discussed in this report.

U.S. customs treatment.--Animal feeds containing milk or milk deriva-
tives and classifiable under TSUS item 18L.75 are dutiable at the rate of
T.5 percent ad valorem. This rate reflects a concession grqnted by the
United States in the sixth round of trade negotiations under the General
Agreement on Tariffs and Trade.

Imports of products classified under item 184.75 and containing milk
or milk derivatives have been subject to section 22 quantitative

limitations under TSUS item 950.17 since January 1, 1971. l/ Annual

1/ Presidential Proclamation 4026.
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imports are limited to 16,300,000 pounds, of which Ireland is allo-
cated 12,060,000,pounds; the United Kingdom, 185,000 pounds, New Zealand,
3,930;000‘pounds; and Australia, 125,000 pounds.

Impofts of animél feeds made from milk powders are prohibited from
countries where it has been determined that rinderpest or foot-and-mouth
disease exists.rlj >The purpose of the restrictions is to prevent the
introduction of the foot-and-mouth virus into the United States. Milk
produced'by’infected animals contains the virus, which is not killed by
the usualbprOCedures used in drying milk. In effect, the restrictions
permit imports only from Australia, Bahama Islands, Bermuda, British
Honduras, Canada, the Channel Isldnds, Greenland, Guatemala, Haiti,
Honduras, Iceland, Ireland, Jamaica, Japan, Costs Rica, Dominican Re-
public, El Salvador, Fiji, Mexico, New Zealand, Nicaragua, Northern
Ireland, Norway, Panama, Panama Canal Zone, Sweden, and the Caribbean
Islands of Barbados, Trinidad, and Tobago.

U.S. producers.--Milk replacers are produced in the United States

by dairy processors and by feed manufacturers. Dairy processors use the
nonfat milk solids remaining from their dairy-processing operations to
produce'a finished milk replacer or a milk-:eplacer base (a blend of non-
fat milk solids and fat) which is sold to feed manufacturgrs. Feed manu-
facturers (other than those vertically integrated with dairy processors)
generally purchase these bases and mix them with additional dry milk
solids and other ingredients to produce milk replacers.

There are belie#ed to be currently about T dairy processors that
produce milk-replacer bases and/or milk replacers and approiimately 20

feed manufacturers that produce milk replacers.

1 CFR 94,
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U.S. production and congumption.--U.S. pfoduction and consumption

of milk replacers has‘increased rapidly in recent years despite the
declining number of dairy calves produced each yeaf. Data on U.S. pro-
duction of milk replacers are not generally available. Information ob-
tained by the Commission from producers of milk replacers indicates
that U.S. prodﬁction of milk replacers doubled in the period 1968-72,

as shown in the following tabulation (in millions of pounds):

1968 208.7
1969 ‘ 2L7.9
1970 - 343.6
1971 ————-—= 353.2
1972- -— 1416.3

The consumption of milk replacers has increased principally because
of the trend toward larger dairy farms on which milk replacers are more
convenient and economical to use than whole milk and because of the in-

creased feeding of dairy beef and veal calves. In the past, a large pro-

portion of the dairy calves (those not needed to be raised as replacements

for the dairy herd) often died or were sold for slaughter as vealers
within a week of birth. The increased demand for beef in the United
States has led to many of these previously unwanted dairy calves being
raised for dairy beef or heavier weight veal.

The number of dairy calves produced annually in the'United States
approximates the number of dairy cows. The dairy cow herd decreased from
17.0 million cows in 1965 to 11,8 million in 1972, or by 31 percent
(table 13). About a fourth of the dairy celves (half of the heifer
calves) are raised as herd replacements. The number of calves | |

slaughtered under Federal inspection declined from 5.1 million in 1965
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to 2.4 million in 1972 (table 16). Since federally inspected veal
accounts for about half of the total veal produced in the United States,
it is aéSﬁmed that about twice as many calves were slaughtered as were
shown as 5eing slaugﬁtered under Federal inspection. Assuming a calf
death loss of 5 to lolpercent, the number of dairy calves which were.
available for dairy beef increased from about 1.7 million in 1965 to
sbout 3.4 million in 1972.

U.S. eprrts.——Data on U.S. exports of milk replacers are not

separately féported. Trade sources indicate that only small quantities
of milk replacersiare currently exported, principally because of high
U.S. prices for milk solids relative to those in foreign dairy producing
countries.,

U.S. imports.--Milk replacers were first reported to have entered the

United States in substantial quéntities in May 1968. TImports amouﬁted to
2.4 million pounds in 1968; they increased to 9.7 million pounds iﬂ 1969
and to 27.5 million pounds in 1970. Since January 1, 1971, imports have
been limited by a section 22 quota to 16,300,000 pounds annually. Entries
under the quota are reported by the U,S. Cuétoms Service. Official
statistics reported by that agency show that the quota hés not been
filled,since imports amounted to 11.8 million pounds in 1971, 12.1 million
pounds in 1972, and 14.0 million pounds in January l-Nofember 2, 1973

(table 17). 1/ TIreland's 1973 quota share, however, has been nearly

1/ At the hearing a question was raised regarding the quantity of imports
that entered under the quota (transcript pp. 45k, 464-LET, and L69). Effor
to check the allegation that additional quantities of milk replacer (partic
larly from Ireland and Australia) actually entered the United States were n
conclusive notwithstanding correspondence from the Agricultural Counsel of
the Embassy of Ireland which states that Ireland exported the full quots
quantities to the United States in 1971, 1972, and 1973, but that 316 metri
tons of the 1972 quota amount reached the Unlted States on Jan. 5, 1973, an
was counted against the 1973 quota.
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filled as of No&ember 2, 1973. Ireland and New Zealand have been the
prinéipal'éources of imported milk replacers, with smaller quantities
entefing from Australia and fhe United Kingdom.

Information from the trade and from an analysis of entry documents
indicafes that nearly all of the imported milk replacers have consisted
of bases whicﬁ are further processed before entering the retail market.
Complete milk replacers for feeding lambs, however, have been imported
in small quaﬁtities.

Prices.—-Thé prices of milk replacers in the United States have
been increasing in recent years as the price of milk has increased. The
higher prices for milk products (particularly nonfat dry milk) have
resulted in many manufacturers of milk replacers changing their formulas
to hold down costs. Thus, there are a variety of product formulations
available at a range of prices. In August 1973, wholesale prices of
domestic milk replacers ranged from 19.6 cents per pound (for a product
containing soy protein)'to 33.8 cents per pound (for a veal formula pro-
duct containing protein only from milk). A domestic producer of milk
replacers reports his ingredient costs per unit of product 1ncreased
from October 1971 to October 1973 by 37 percent, 12 percent, and L1
percent for a veal formulation and two herd—replacement-formulations,
respectively, notwithstanding changes in ingredients used to attempt to
hold down costs. The producer further reports that in this period the
cost of nonfat dry milk increased from $420 to $8h0>per_ton; énimal fat
from $152 to $334 per ton; dried whey, from $115 to $316 per ton; and

delactosed whey from $167 to $275 per ton.
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The price of imported milk-replacer bases has also increased in
recent months (by 4.3 cents per pound in the period January-June 1973).
Milk replacers made from the imported bases sold at retail at 26 to 27
centé pér pound in August 1973, or in the same general price range as
domestic milk replacers; however, the domestic product did not contain

the same ingredients.
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Allocation of Quotas

The quota established for nonfat dry milk in 1953 was based on the
imports in 1948-50, the 3 most recent prior years that imports were not
controlled ana the 3 yéars selected by the Commission as the representa-
tive period.fﬁr imports. The quota (1,807,000 pounds annually) was only
slightly more than 30 percent of the imports during the representative
period, the ﬁinimum quota permitted to be imposed under section 22. The
Commissiop recoﬁmended that the quota be distributed among supply coun-
tries on the basis of the "equitable" rule of article XIII cf the GATT
(shown in app. C), but did not propose particular allocations. In mid-
1953 the President (in Proclamation No. 3019) delegated to the Secretarv
of Agriculture the authority to allocate the quota for nonfat dry milk
through a licensing system, as recommended by the Commission. Accordingly,
T3 percent of the quota was allocated to Australia and 27 percent to
Canada, the two countries that had supplied the imports during 1948-50.

In establishing the quota for animal feeds containing milk or milk
derivatives in 1970, the President determined that the representative
period for imports was the calendar years 1967-69. He alio¢a£ed proportion-
ate shares of the quota among the countries that supplied U.S. imports
during the 12 months July 1969-June 1970; each country's duota was equiva-
lent to 100 percent of its imports during that period. Import licenses
by the Department of Agriculture were not required; Thus, the President
allocated T4 percent of the quota»to Ireland, 24 percent to Néw‘Zealand,

1 percent to the United Kingdom, and 1 percent to Australia.
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The President has now requested that, in the event the Commission
finds~ﬁhat-the qﬁotas on nonfat dry ﬁilk and animal feed containing milk
or milk aerivativesAshould be increased for 1973 and future years, the
Commission make recommendations as to the amount of such quotas and their
allocation among supﬁlying countries. During the investigation interested
countrigsladvanCéd views on quota allocation, as discussed below, although
they preférred'suspension of the quotas. The spokesman for Australia
stated that»if suspension were for less than 2 years, however, a quota
approach would be preferable.

At the hearing, the spokesman for New Zeaiand essentially advanced
the proposal that any increased quota onAnonfat dry milk should be alloca-
ted on the basis of world exports of the product (exclusive of intra-EC
shipments and, of course, of exports from the United States). Upon being
questinoned at the hearing, the spokesman for the Department of Agriculture
reported that such a proposal would probably have been the view of the
Department had it advanced proposals on the issue of country allocation.
World exports of nonfat dry milk in recent years are shown in table 13.
Based on the proposal advanced by New Zealand and the data shown in
table 13, the EC would receive he»pe?cent of any U.S. quota, New Zealand
29 percent, Canada 19 percent, and Australia 10 percent."If the quota
was allocated as shown above, the percentage shares enjoyed by Australia
and Canada since 1953 would be substantially reduced.

Representatives of Australia submitted information during the in-

vestigation stating that if a quota of 100 million pounds or over is

1/ Transcript of hearing, p. 25.
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established it should receive not less than 25 pgrcent of the quotaj; if
one of lesé than 100 million pounds, it should receive a larger share,
depending on the quota quantity. Spokesmen for the Canadian interests
submitted information stating that if the quota on nonfat dry milk should
be increased, the United States authorities in establishing a Canadian
share would no doubt keep in mind that under the additional temporary
quotas Canada entered some TO million pounds of the product into the
United States above and beyond its normal éhare of 484,000 pounds under
the regular quota. At the hearing, the spokesman for the Irish testified
that the quota for nonfat dry milk should be abandoned. If enlargement
were deemed more appropriate than removal, he stated that Ireland's share
of any increased quota should reflect that country's portion as a tradi-
tional dairy supplier to the United S<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>