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REPORT TO THE PRESIDENT

U.S. Tariff Commission,
December 28, 1973

To the President:

Pursuant to your request of October 31, 1973, 1/ the U.S. Tariff
Commission has conducted an investigation (No. 22-36) 2/ under subsection
(d) of sectiqﬁ 22 of the Agricultural Adjustment Act, as amended (7
U.S.C. 624) with respect to butter, butter substitutes containing
butterfat and butter oil. The purpose of the investigation was to
determine whether 56,000,000 pounds of the articles described in
item 950.05 and 22,600,000 pounds of the articles described in item
950.06 of Part 3 of the Appendix to the Tariff Schedules of the United
States (TSUS) may be imported into the United States during the period
beginning November 1, 1973, and ending December 31, 1973, in addition
to the quota-quantities specified for such articles under TSUS items
950.05 and 950.06, without rendering or tending to render ineffective,
or materially interfering with, the price-support program now conducted
by the Department of Aériculture for milk, or reducing substantially the

amount of products processed in the United States from domestic milk. 3/

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

2/ Public notice of the investigation (No. 22-36) was issued November
7, 1973. The notice was posted at the Commission's offices in Washing-
ton, D.C., and in New York City, and was published in the Federal
Register of November 13, 1973 (38 F.R. 31353). A public hearing was
held on November 29 and 30, 1973; all interested parties were afforded
opportunities to produce evidence and be heard.

3/ Presidential Proclamation 4253 providing for the special additional
temporary quotas of 56,000,000 pounds of butter and 22,600,000 pounds of
butter oil is contained in app. B.
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The report of the Commission on the aforementioned matter, includ-
iné'iﬁs finding and recommendation, is submitted heiewith. The infor-
mation contained in this report was obtained from evidence submitted at
the public hearing, from briefs, from questionnaires, from other Govern-

ment agéncies, and from the Commission's files.



FINDINGS 1/

On the basis of the investigation--

1. The Commission finds (Commissioner Young dissenting) that the
importation of 56,000,000 pounds of butter and 22,600,000 pounds of
butter oil inpo'the United States during the period beginning November 1,
1973, and ending December 31, 1973, in addition to the annual quota
quantities specified for such articles under items 950.05 and 950.06,
respectively, of the Appendix to the Tariff Schedules of the United States,
as provided‘for in Presidential Proclamation 4253 of October 31, 1973,
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 products
processed in the United States from domestic milk.

2. Commissioner Young finds that the importation of 56,000,000

pounds of butter and 22,600,000 pounds of butter oil into the United
States during the period'beginning November 1, 1973, and ending
December 31, 1973, in addition to the annual quotas specified

for such articles under items 950.05 and 950.06, respectively, of the
Appendix to the Tariff Schedules of the United States, as providedvfor
in Presidential Proclamation 4253 of October 31, 1973, will tehd to
render ineffective the price-support program conducted by the Department

of Agriculture for milk.

1/ Commissioner Leonard did not participate in the decision. For
Commissioner Leonard's statement of non-participation, see pagel0 .



RECOMMENDATION

‘The Commission recommends (Commissioner Young dissenting) that- no
changes be made in the enlarged quotas provided for by Presidential

Proclamation 4253.



Statement of the Commission i/‘

U.S, imports of utter have been subject to an annual quota of
707,000 pounds under section 22 of the Agricultural Adjustment Act, as
amended, since mid-1953. 2/ There had been no imports of butter oil up
to that time. In 1956, however, butterfat began to pbe imported in the
form of the arﬁicle called butter oil, a "loophole" product through which
imports were entered in ordef to avold the quotz on butter. Early in
1957, imports of butter oil were made subject to an annual section 22
quota of 1,200,000 pounds. The quotas were imposed on U.S. imports of
butter and butter oil in order to prevent imports of the respective
products from 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 prod-
ucts processed in the United States from domestic milk.

Effective November 1, 1973, the additional tempo:ary quotas sub-
ject to this investigation (No. 22-36) were established for the period
ending December 31, 1973, to permit imports of 56,000,000 pounds of butter
and 22,600,000 pounds of butter oil--in addition to imports under the
regular anmial quotas--pursuant to emergency action taken by the'Pfesi—
dent under section 22 (Proclamation No. 4253). Imports ﬁnder the tem-

porary quotas began November 2; by December 1ll, the quota for butter oil

1/ Vice Chalrman farker concurs 1n the result.

?/ Commissioner Ablondi believes that the Tariff Commission hes a con-
tinuing responsibility to undertake periodic reviews of developments re-
specting imports of all dairy products, and report to the President whether
the annusl import restrictions should be increased or decreased from time
to time as changes occur in the domestic market, provided that any such
modification will not "render or tend to render ineffectiv., or materially
interfere with, the price support program of the Department of Agriculture
for milk, or reduce substantially the amount of products processed in the j;
United States from domestic milk."




was entirely filled and by December 26 the quota for butter was 98 per-
cent filled.’ The temporary quotas on butter and butter oil are equiva-
lent io sbout 84 million pounds of butter, or about 8 percent of the
U.S. pfoduction 6f butter in 1972.

During the 20-year period following the imposition of the quota on
butter,Athere were generally no abrupt changes in the domestic market
situation for the product. Production declined irregularly from about
1.L billidn to 1.1 billion pounds. Commercisl consumption, meanwhile,
declined from sbout 1.2 billion to 900 million pounds. The market prices
general ly remained at or near the support prices during the period.
Government purchases of the surplus production, under the price-support
program of the Department of Agriculture for milk, ranged from about
11 percent to 28 percent of the total anmual production, except in 1959
and 1966, when market prices were a few cents per pound higher than sup-
port prices and support purchases were small,

In the early months of 1973, however, the long-term decline in U.S.
production of butter accelerated as the dwindling available supply of mi-
for manufacturing was diverted from buttef/powder (i.ee, nonfat dry milk
to cheese, In January-October 1973, prodpction of butter was about 16
percent less than in the corresponding period of 1972.‘ Commercial con~
sumption, however, declined only 5 percent during that 10O-month period
from the level of a year earlier. As production went down at a rate
3 times as great as that of consumption, the commercial market absorbed
larger amounts of the production, and the market price began to rise sub

stantially above the support price.



Purchases of the surplus production of butﬁer under the support
program began to decline early in 1973, and, since July, no such pur-
chases have been made. Thus, for the 1973 year only 98 million pounds
of butter will be purchased under the support program, compared with
annual purchaSes ranging from about 200 million to 325 million pounds
in the past few years, As no butter has been purchased under the
price-support program since July 1973, the Government's uncommitted
supplies have become virtually nil at the end of the year. In early
1973, commercial stocks of the product were at low levels, Soon after
the support price for butter was lowered in March, and the support
prices for cheese and nonfat dry milk were raised, producers apparently
foresaw a deficit supply situation in the offing for butter and decided
to hold the product in anticipation of higher prices. Thus, commercial
stocks of butter have been large in recent months and, as discussed be-
low, market prices have remained substantially above support prices.

As the supply/demahd situation for butter as well as other forms
of butterfat (including butter oil) tightened about mid—l973, the mar-
ket price rose above the support price. By September, the'market price
had increased to 86 cents per pound, or 25 cents above}the support price
of 61 cents per pound. In early October the price began to moderate as
the demand for butterfat in products such as ice breaﬁ declined season-
ally, and production of butter increased from the abnormally low level
of September., On October 16, it was announced that a fecommeﬁdation had
been made to the President that iﬁports of butter should be expanded. On
October 19, the market price dropped 12 cents per pound, reflecting, in

.
large part, an initial overreaction to the announcement.



On October 31, the additional temporary quotas for butter and
butter~oil were announced, and by the end of November market prices had
risen to 80 cents per pound. In early December, the month that produc-
tion begihs its cyciiCal upturn, small amounts of the imports had en-
tered the market; prfces again declined somewhat, and by December 27
(the last-date for which data are available) they amounted to 69.5 cents
per pound; or about 9 cents above the support level.

On ﬁhé 5asis of the supply-demand-price situation described above,
we have concluded that the importation of an additional 56.0 million
pounds of butterband 22,6 million pounds of butter oil, as provided for
in Presidential Proclamation 4253, will not render or tend to render
ineffective, nor materially interfere with, the price-support program now
conducted by the Department of Agriculture for milk, nor reduce substan-
tially the amount of products processed in the United States from domes-
tic milk,

Data developed during the investigation showed that as of mid-
December, some 6 weeks after the additional temporary quotas on butter and
butter oil had been in effect, and virtually all the imports had been ente:
under the quotas, part of the imported butter and most of the importied but
0il had not reached end users, notwithstanding the fact that the imported
products were being offered at 5 cents to 10 cents per pound below tﬁe
price of the domestic articles. Inasmuch as the imported products are not
‘moving rapidly into the hands of end users, larger price differentials may
well be necessary to ultlmateLy move the 1mported artlcles into the mar-
ket. However, in all probability the prices of those 1mported products

will not be low enough to depress domestic commerclal ‘market prices to the



support level. Domesfic production of butter is in its cyclical up-
turn during this time of year. Increased production plus the increased
imports have added to the domestic supply. Although the market price
for butter has been erratic in the past few months, consumption of
butterfat, whefher in the form of butter or butter oil, has not been
strong enough to prevent the market price for butter from declining,
although it currently (ﬁecember 27) has remained about 9 cents above
the support price.

In the‘first part of 1973, about 98 million pounds of surplus pro-
duction of butter was purchased by the Department of Agriculture under
the price-support program and used for donation purposes, rather than
being held for resale to the commercial market when the shortage developed
in late 1973. Most of those purchases were made about the time or year
(January-March) that the bulk of the imports of butter and butter oil
permitted under the additional temporary quotas will probably be enter-
ing the U.S. market in i97h. At that time of year market prices for
butter normally moderate. As indicated earlier, moreover, commercial
manufacturers': stocks of butter are currently large. Based on the fore-
going, the data indicates at this time that additional imports‘ofvbutter
and butter oil beyond those permitted under Presidential Proclamation L4253
may well result in purchases of butter by the Depdrtment of Agriculture

under the price-support program for milk.
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Statement of Commissioner Leonard

Becéuse oficoncern about the legality and appropriateness of this
investigafion, I am ﬁOt participaéing in the decision. The reasons for
my concern are similai to those set forth in my joint statement with
Commissionér Young inIOne of the Commission’s recent invéstigations under
section 22 relating to an emergency import quota proclaimed by the

. President for nonfat dry milk. 1/

1/ U.S. Tariff Commission, Nonfat Dry Milk, . . . Investigation
No. 22-33 . . ., TC Publication 603, August 1973, pp. 12-14.

10
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Statement of Commissioner Young

In the nonfat dry milk investigation, I found that a significant
increase in, or suspension of the section 22 import quota for that prod-
uct would "interfere" with the price-support program for milk. 1/ The
background underlying that determination was that--

1. Prior to 1973 milk was generally in surplus and the
" purpose of the price-support program as announced was

to remove the surplus so that the price of milk and
dairy products would not fall below the support level.

2. Under these conditions, import interference with the
price-support program was measured pursuant to section 22
by the quantity of domestic products displaced by imports,
which quantity had to be purchased by the Department of
Agriculture.

3. In 1973, the supply of milk and dairy products became
inadequate to satisfy the demand at the support price.
The 1973 amendment to the Agricultural Act of 1949 2/
explicitly reinforced my view that in a short supply
situation, the primary objective of the price-support
program is to obtain an adequate supply of milk.

4. In a short supply situation, import interference is
measured by the effect of such increased imports on the
objective of obtaining an equilibrium between domestic
production and demand at the support price level.

It is my view that any significant increase in the level of imports
of butter or butter oil will tend to lower the price of milk and dairy
products, thus discouraging production. According to the Department of

Agriculture both manufacturing milk prices and butter prices probably

would be higher without the additional imports of butter and butter oil

1/ Nonfat Dry Milk and Animal Feeds Containing Milk or Milk Derivatives:
Report to the President on Investigation No. 22-34 . . ., TC. Publication
633, 1973.

2/ Under the Agricultural Act of 1949, as amended, the Secretary of
Agriculture is required--beginning 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, ang,
(c) assure a level of farm income .adequate to maintain productive capacity
sufficient to meet anticipated future needs.
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permitted by Presidential Proclamation 4253 of October 31, After

the impqrtation of the butter and butter oil early in November, the
price of butter trended down and was 5 to 15 cents per pound lower than
the price for the period immediately prior to October 31.

Butter productibn follows a very pronounced seasonal pattern, the
low months being late summer and early fall. The seasonal upturn in
production bggins in December and continues through late spring. Although
there ié sémé seasonal variation in butter consumption, it is not nearly
as pronouncéa as in the case of production. Generally speaking, butter
consumption tends to be slightly lower as butter production increases
seasonally. Accordingly, we can expect an increase in butter production
over the next several months and probably a modest decrease in consumption.
If this normal market condition prevails, it will tend to depress butter
prices.

An important factor influencing the impact of the imported butter
and butter oil on milk production is the rapidity of movement of the
imported products into the hands of end users. Five weeks after most of
the butter and butter oil was imported, a sémple survey of importers
indicated that virtually all of the butter 0il and about ehree—fourths of
the butter was held in storage by importers or distributors rather than
having moved into the hands of end users (including retéilers). The
large stocks of the imported products which are overhanging the market
at a time when butter production increases seasonally will inevitably
have a pronounced price-depressing effect. Since domestic end users were

unwilling to acquire imported butter and butter oil during November and

12
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the first half of December when the supply-demand situation was seasonally
tight, there is every reason to believe that the users can meet their
requirements with the increase in production of the preferred domestic
product well into the period when the Secretary is required to establish
the price-support level for the mérketing vear beginning April 1.

As previously noted, present law requires that the Secretary set the
support price at a le&el which he determines necessary in order to assure
an adequate supply of milk. Section 22 is to be used to prevent imports
from interfering with that statutory mandate. Certainly the imported
butter and butter oil stocks will make the Secretary's effort to carry
out the statutory mandate much more difficult. Accordingly, I have
determined that the importation of the 56 million pounds of additional
butter and 22.6 million pounds of additional butter oil will tend to

render ineffective the price-support program for milk.

Addendum

In reviewing the butter market for 1973, one is impressed by the
fact that production of butter was greater than commerciai consumption.
During the first half of 1973, the Department of Agricultﬁré £emoved from
commercial channels 98 million pounds of butter by price-support purchases.
Since most of the imported butter had not moved into commercial consump-
tion by the end of 1973, it seems clear that the production of butter
exceeded consumption by virtually the entire 98 miilion pounds purchased

by the Department of Agriculture.

13
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.It is anomalous that none of the 98 million pounds of butter
puréhaséd by the Department of Agriculture early in 1973 (when production
was seasonally high) was made available for commercial purchases when the
seasonal shortage developed during the latter part of the year. While it
is recognized théf the Department of Agriculture has the authority to
donate‘déiry products it has purchased for nonprofit institutional use,
the ﬁepartment is given discretion with respect to whether these donations
should be made. Sales in commercial channels of the dairy products
acquired under the price-support program are in no way prohibited. 1/

In‘previous cases, I have expressed serious doubt about whether
Congress intended that the "emergency'" provision of the second paragraph
of subsection (b) of section 22 should be applicable to the condition
where import quotas are expanded. 2/ Even if such authority exists, it
is most difficult to characterize the butter situation in the fall of
1973 as one which required emergency action. When the price of butter
increased significantly, the Department of Agriculture owned more than
75 million pounds of butter. On the day the emergency was proclaimed
and the section 22 quotas were increased, the Department- owned over 40

million pounds. At either of these times the Department could have

1/ U.S.C. 1431 provides in relevant part: 'Dairy products acquired
by the Commodity Credit Corporation through price-support operations may,
insofar as they can be used in the United States in nonprofit school
lunch and other nonprofit child feeding programs, in the assistance of
needy persons, and in charitable institutions, including hospitals, to
the extent that needy persons are served, be donated for any such use
prior to any other use or disposition." (underscoring supplied)

2/ Statement of Commissioners Leonard and Young in Nonfat Dry Milk:
Report to the President on Investigation No. 22-33 . . ., TC Publication
603, 1973, pp. 12-14. Statement of Commissioner Young in Nonfat Dry
Milk; Report to the President on Investigation No., 22-35 . . ., TC Pub-
lication 616, 1973, pp. 11-12, 14
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offered its butter féf sale for unrestricted use.' Comﬁercial users
could have acquired from the Department the quantity of butter needed to
satisfy their demand. If that course had been followed, the substantial
quantities of imported butter and butter oil would not be hanging over
the market todéy.

The effect of the governmental action on butter in 1973 was to
"give away'' the seasonal surplus purchased during the first of the year
under the price-support program thereby removing it from the market. Then,
paradoxicaliy, in an attempt to control the price of butter during the
last two months of the year, a substantial increase in imports of section
22 was authorized.

This action is all the more confused by the fact that nearly one-half
of the additional import quota was allocated to countries in which the
price of butter is significantly higher than the U.S. price, apparently
resulting in a substantial export subsidy being paid by those governments
on butter shipped to thé United States. It seems incongruous to liberal-
ize the restrictions on imports of butter pursuant to section 22 from
countries which must provide substantial subsidies in order to fill the
quota without also enforcing the countervailing duty statute (éeétion

303 of the Tariff Act of 1930 1/) to obtain affirmative countervailing

1/ 19 U.S.C. 1303 provides as follows: 'Whenever any country, depend-
ency, colony, province, or other political subdivision of government,
person, partnership, association, cartel, or corporation shall pay or
bestow, directly or indirectly, any bounty or grant upon the manufacture
or production or export of any article or merchandise manufactured or
produced in such country, dependency, colony, province, or other political
subdivision of government, and such article or merchandise is dutiable
under the provisions of this Act, then upon the importation of any such
article or merchandise into the United States, whether the same shall be 15

(Continued)
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action. Obviously, it would have been futile to enlafge the quotas

undef section 22 and then, in effeét, deny entry by levying a counter-
Vailing>duty.‘ While complaints have been lodged pursuant to the counter-
vailing duty statute, no reeord has been found that the Treasury Depart-
ment has taken aétionaon any commodity covered by section 22, presumably
on thg»gtounds'that the restriction provided in section 22 is sufficient.
The‘failure,to take such action has the effect of reading into section
303 of therTariff Act an exemption for imports covered by section 22

quotas which exemption is not in fact contained in section 303.

(Continued) .

imported directly from the country of production or otherwise, and
whether such article or merchandise is imported in the same condition as
when exported from the country of production or has been changed in con-
dition by remanufacture or otherwise, there shall be levied and paid, in
all such cases, in addition to the duties otherwise imposed by this Act,
an additional duty equal to the net amount of such bounty or grant,
however the same be paid or bestowed. The Secretary of the Treasury shal
from time to time ascertain and determine, or estimate, the net amount of
each such bounty or grant, and shall declare the net amount so determined
or estimated. The Secretary of the Treasury shall make all regulations
he may deem necessary for the identification of such articles and mer-
chandise and for the assessment and collection of such additional duties.

16
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Introduction

The Agriculture and Consumer Protection Act of 1973 (Public Law
93-86) requires that the Secretary of Agriculture support the price of
milk at not leés than 80 percent of parity for the period August 10,
1973-March 31,’1975, in order to assure an adequate supply. The new
law further directs the Secretary of Agriculture, beginning April 1,
1974, to suppbrt the price of milk at such level between 80 percent- and
90 percent of pafity as he determines necessary in order to assure an
adequate supply of pure and wholesome milk to meet current needs, re-
flect changes in the cost of production, and assure a level of farm
income adequate to maintain productive capacity sufficient to meet
anticipated future needs. 1/

In order to sétisfy these statutory requirements, the Secretary
maintains a price-support program for milk under which the Department
of Agriculture will purchase butter, Cheddar cheese, and nonfat dry
milk at specified prices. In mid-1953,quotas were imposed on U.S. im-
ports of certain dairy products--including bufter——under'éection 22 of
the Agricultural Adjustment Act, as amended, in order to protect the
price-support program from import interference. The quota esfaﬁlished
for butter in mid-1953, 707,000 pounds, was slightly more than 50 per-
cent of the imports during 1930-34, the represenfative period determined
by the Commission. In 1956, butter oil began to be imported for the

first time. 1In 1957, imports of butter oil were made subjectbto an

1/ Prior to August 10, 1973, the Agricultural Act of 1949, as amended,
required the Secretary of Agriculture to support the price of milk at
such levels between 75 percent and 90 percent of parity as he determined
necessary in order to assure an adequate supply.

17
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annual quota of 1,200,000 pounds. The quota established for imports
was .about two-thirds of the importé during 1956, the representative
period-determined by the Commission. The quotas for butter and butter
0oil have remained unchanged since they were established.

Effective NoVéﬁber 1, 1973, additional temporary quotas were
established for the period eﬁding December 31, 1973, to permit imports
of 56,690,000 pounds of butter and 22,600,000 pounds of butter oil,
pursuant to emergency action taken by the President in Proclamation
4253. The temporary quota for butter was allocated to New Zealand
(51 percent), to the Member States of the European Community (EC)

(44 percent), and to a group of countries consisting of Argentina,
Australia, Canada, Norway, Sweden, and Switzerland (5 percent); the
quota on butter oil was not allocated by country. Both quotas are to
be administered to importers on a first-come, first-served basis, but
no importer is permitted to enter an aggregate quantity of such addi-
tional articles in excess of 2,500,000 pounds.

Imports under the temporary quotas began November 2, and by
December:31, the quota for butter was 98 percent filled and that for

butter oil was 100 percent filled.

The Price Support Program for Milk
As required by law, the price support program for milk is carried
out by the Department of Agriculture through purchases of butter, Cheddar
cheese and nonfat dry milk. In advance of each marketing year (which

begins April 1), the Secretary of Agriculture announces the price at
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which the Department will purchase unlimited quanfites of butter, Ched-
dar cheese, and nonfat dry'milk which meet éertain specifications. 1/

On March 8, 1973, the Department of Agriculture announced that effec-
tive March 15,’1973, and for the 1973 marketing year (April 1, 1973,

to March 31, 1974), milk would be supported at 75 percent of the parity
price on April 1, the minimum required by law. The price-support objec-—
tive for manufacturing grade milk thus was set at $5.29 per hundred-
weight, or 7 percent above the support objective in effect for the 2
previous ye;rs. To meet this objective, the support price for Cheddar
cheese was established at 62.0 cents per pound, 13 percent above the
price of the 2 previous years, and the price for nonfat dry milk was set
at 37.5 cents per pound, 18 percent above the price of the 2 previous
years. The support price for butter was reduced to 60.9 cents per
pound, or about 10 perceﬁt below that of the 2 previous years (table 1).
The Department of Agriculture indicated that the increase in the price
at which it would purchése cheese was made to encourage cheese produc-
tion, and the reduction in the price of butter was made td’increase the
consumption of butter.

The Agriculture and Consumer Protection Act of 1973 (Public Law
93-86) which became law on August 10, 1973, required the Secretary of
Agriculture to increase the minimum support priée:of.milk t6_80 percent
of parity for the remainder of the 1973 marketing year and for the 1974

marketing year. In response, the Department of Agriculture announced

1/ Since 1965 the Secretary of Agriculture has been authorized (sec.
709, Public Law 89-321) to purchase the three products at market prices
above support prices, if necessary, to meet commitments under various
Government programs, such as the school lunch program. There have been

such purchases of butter since 1966, when about 10 million pounds were
purchased.
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that, effective August 10, 1973, it would support the price of milk at
80 percent of the parity price in effect at the beginning of the market-
ing year. Theipricg—support objective for manufacturing milk was set at
$5.61 pef hundredwéight (6 percent above that announced in March). To
achieve the new objéctive, new support prices of 65.0 cents per pound
for Cheddér cheese and 41.4 cents per pound for nonfat dry milk took
effect on August 10, 1973. The support price for butter remained at

60.9 ceﬁts>pér pound.

Purchases and costs

During 1968-72, the Department of Agriculture purchased from 17
percent (in 1968) to 25 percent (in 1972) of the annual production of
butter under the price-support program. In 1973 price-support purchases
of butter were about 98 million pounds, or 13 percent of production
(tables 2 and 3). Since July 1973, however, the Department of Agricul-
ture has made no purchases of butter. Generally, annual net Government
expenditures on the dairy price-support and related programs have varied
inversely with the amounts by which market prices have been above support
prices. Such expenditures, which have been declining since the year be-
ginning July 1, 1970, amounted to about 153’million dollars in the year
beginning July 1, 1972, equivalent to about half of the,ekpenditures in

most recent years (table 4).

Dispositions

The butter acquired by the Government under the price-support pro-

gram is nearly all disposed of through donations to domestic welfare and

20
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institutional outlets and donations or subsidized sales abroad, with the
larger portion having been disposed of through domestic welfare channels.
In accordance with Public Law 91—233, dairy products acquired through
price-support operations may, insofar as they can be used in the United
States in nonprofit school lunch programs and certain other charitable
and welfare programs, be donated for any sﬁch use prior to any other use
or disposition. There have been no domestic commercial sales of butter
in 1973; butter was removed from the sales list by the Department of

Agriculture in mid-1973.

Butter

Description and uses

Butter is the solidified fat of milk churned from cream. By U.S.
statutory definition (21 U.S.C. 32la), butter must contain not less
than 80 percent by weight of butterfat. Butter is made exclusively from
milk or cream or both; salt and coloring matter are génerally added.
About 80 percent of the butter produced in the UnitedkStates is
graded by the Department of Agriculture upon request of, énd ét the

expense of, the producer. Such butter is eligible to bear the grade

shields (i.e., 93 score U.S. grade AAA or AA, or 92 score U.S. grade A) 1/
often seen on butter cartons in retail stores. U.S. butter that grades
below 92 score (i.e., 90 score U.S. grade B, 89 séore U.S. grade C, and

below 89 score below grade) is used by the food service industry'and,

1/ Butter is graded on the basis of flavor, body, color, salt and
package, with points being awarded for each category. The total of 21
these points is the numerical "score" which has a letter equivalent.
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by food'processors; sometimes 92 score butter is also so used. The
Departmén; of Aéricuiture reports that about 34 percent of annual
production iq sold with a U.S.D.A. grade shield. The U.S. Department
of Agriculture does-ﬁot grade foreign produced butter.

Butter consumption in the United States has been mainly for table
use. '15 1973, about 50 peréent of production has been sold at retail
for househéld»use, 30 percent to the food service industry (restaurants,
hospitals, efc.), 10 percent to the Government, and 10 percent, generally
unsalted butter, to food processors for use as'an ingredient in products
such as bakery goods, candy, and ice cream. Of the small quantities
imported under the quota in the past, the imports from New Zealand and

- the Netherlands have been consumed both for table use and in processed
foods, whereas that from Denmark, which has been higher in fat content,

has been consumed almost entirely for table use.

Customs treatment

U.S. imports of butter are subject to seasonal tariff quotas, in
addition to absolute quotas imposed under sgction 22. Imports of not
over 50,000,000 pounds entered from November 1 of any year to the fol-
lowing March 31 are dutiable at a rate of 7 cents per pound; imports in
excess of 50,000,000 pounds during such periods are dutiable at the
statutory rate of 14 cents per pound. Inasmuch as the additional tem-—
porary quota of 56,000,000 pounds is in effect only from November 1
through December 31, 1973, 50,000,000 pbunds, if imported, will be
dutiable at 7 cents per pound, and 6,000,000 pounds, if imported, will

i v 122
be dutiable at 14 cents per pound (plus the amount of any imports
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entered under the fégular quota in that period); Imports of designated
quantities of butter (5,000,000 pounds) entered during two other periods
of the year are likewise subject to seasonal tariff quotas and dutiable
at 7 cents pef pound while quantities above that amount are dutiable at
14 cents pe;‘pound. The average ad valorem equivalent of the rate of
duty on butter entered during the period November 1, 1972, to March 31,
1973, was 11.4 percent. The ad valorem equivalent of any imports at

14 cents per pound would have been 22.8 percent.

U.S. producers

During the past decade, the number of creameries producing butter
in the United States has déclined from about 1,500 to about 500. In
recent years most U.S. butter production has been by the large butter/
powder (i.e., nonfat dry milk) plants, some of which produce and market

butter under their own labels and also under private labels for others.

Commercial consumption

U.S. commercial consumption of butter, which generélly has been
declining over the past two decades, decreased from 976 million‘pounds
in 1968 to 885 million pounds in 1972. Consumption of butter was 682
million pounds during the first 10 months of 1973 (table 5), which is
5 percent less than for the corresponding periodbof 1972 and 8 percent
less than in the corresponding period of 1971.

Annual U.S. consumption of butter is seasonal, generaliy reaching
a peak during the month of December then falling off in January and

February (figure 1). 7
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In the United States, margarine, a vegetable o0il product, has
been substituted for butter at an increasing rate for the past two
decades. Currently, margarine consumption in the United States is double
that of butter; per capita consumption of butter was 5.0 pounds per per-
son, while per capita consumption of margarine was 11.3 pounds per per-
son in 1972. in 1950, per capita butter consumption was about double

that of margarine, 10.7 pounds vs. 6.1 pounds, respectively.

Production

Annual U.S. production of butter has declined considerably in the
past two decades. The domestic output of butter was stable at approxi-
mately 1.4 billion pounds in most of the years 1953-1964; it then de-
clined but was stable at 1.1 billion pounds in the years 1966-1972
(figure 2&3). The U.S. Department of Agriculture has estimated that U.S.
production of butter will amount to about 910 million pounds in 1973.

The long-term decline in U.S. production of butter has occurred
largely for the following reasons:

(1) Demand has not kept pace with the increase in popﬁiation, since
consumers have substituted margarine for butter; margarine:ofdinarily
costs less than half the price of butter and is often preferred for
medical or dietary reasons. The properties of margarine can also be
revised by adjusting the manufacturing process, théreby allowing marga-
rine to be tailored to the consumer's taste.

(2) Butter and nonfat dry milk——both storable prodﬁcts——are made
after all other uses for the available manufacturing milk supply have

been satisfied. Manufiacturers generally are able to obtain a greater 2



26

LAl

1LBI

*€/L-896T ‘ATyjuom ‘uorionpoad *g°p

aLel

:1931ng-~"7 2an81g

B3B!

Bh

106

1801

1811

4

+BE]

26

spunod
UOTTTITH



27

*/ 9T9e] :9@2inog

"€L-€G6T ‘uoridunsuod TBTOILUmOD pue uorionpoid -g'p $1933INg——-"¢ 2In8T4 S

s

ELR! ZLR! [LR! BLR! BRI B3R! L8R 99R1 S9! RAG! ESRI £9R! 19B1 B9R! B3B!I BSGI LSBI 951 55R1 hSEI ESG!
. . ——t e ——t— L

L T T A\l T

L T L]

+4e8

Lgag

+

g |

THET

N

+HEE]

uot3ydunsuod
TeIoI2umod *g°q

THEE]

THHS!

uotjonpoad °g-°n

1A

i spunod
HALI UOTTTTN



28

return from cheese than from butter/powder. Currently, producers of
cheese ate paying 32 cents per hundredweight more than butter/powder
manufacturers.for the manufacturing milk supply they use. Cheese has
also been able to compete with meat, fish, and poultry as a source of

protein in- the diet.

Stocks

Totél‘yéarend stocks of butter (commercial and Government-owned)
averaged lOé‘million pounds during the period 1968-72 (table 6). At
the end of Octobér 1973, they amounted to 68 million pounds compared
with 155 million at the end of October 1972. Over the years, the great
bulk of the yearend stocks have been Government-owned. Since the spring
of 1973, however, the Government-owned stocks have been decreasing and
commercial stocks increased to a peak of 55 million pounds in July then
declined to 24 million pounds in October, 50 percent more than in October
1972 (figure 4). At the end of October, commercial stocks accoﬁnted for
36 percent of total stocks, a considerably higher portion than in the
past. At the hearing in this investigation; the spokesman for the De-
partment of Agriculture reported that all the Government—éwned stocks

were committed for programs through January.

ImBorts

U.S. imports of butter have been limited by the regular quota
(TSUS item 950.05) to 707,000 pounds annually. About half of the regular
quota on butter has bgen allocated to importers licensed td'import the
product from New Zealand, 30 percent to those licensed to import the

product from Denmark, and 20 percent to those licensed to import the
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product from a group of countries composed of Argentina, Canada, Norway,
the Netherlands, Sweden, and Switzerland. Butter from Denmark has been
consumed mostly for table use and has a higher unit value than most
other imported butter, brobably due to its relatively high fat content.
Most of the butter from the other regular suppliers--the Netherlands,
West Germany; Finland, Sweden, and Argentina (table 7)--is believed to
be consuﬁed-for'ﬁable use or in processed foods (particularly any
unsalted butter imports).

Imports under the 707,000 pound regular quota for butter have been
equivalent to less than one-tenth of 1 percent of U.S. butter production
in the past. The temporary quota amount of 56,000,000 pounds would be
equivalent to about 5 percent of U.S.'butter production in 1972. Con-

verting butter oil to butter equivalent, the temporary quota allocations

for both butter and butter oil amount to abhout 84 million pounds, or
about 7.6 percent of U.S. butter production in 1972,

Based on a survey made during December 1973 of 10 importers selec-
ted at random from the 47 importers of butter and butter oil under the
temporary quota, it was indicated that about 30 percent of the butter
imported was still in the importer's warehouses, about 44 percent had
been sold to jobbers and wholesalers, about 9 percent had béen sold to
printers and retailers, nearly 5 percent was sold to food service
institutions, and about 12 percent had been sold to food processors.

All the butter oil imported was still in the importera® warehouses.

30
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Exports

Annual U.S. exports of butter have been erratic since 1965 (table
8). For instance, exports in 1965 totaled nearly 46 million pounds).
In 1967, they amounted to less than 400 thousand pounds. In 1971,
they totaled nearly 88 million pounds, and in 1972, less than 43 mil-

lion pounds.

World production, trade, and stocks

During the period 1968-72, world production of butter averaged
6.5 billion pounds (tables 14 and 15) with no significant trend. The
European Community (EC), the world's largest producer, accounted for
about 45 percent of the total output. The United States, the next
largest producer, accounted for 17 pércent of the total, New Zealand,
about 8 percent, and Australia, about 7 percent.

During 1970—72, world trade in ﬁutter decreased in each year ex-
cept 1970 (table 11). The largest exporter, New Zealand, accounted for
about 43 percent of the world éxports during the period; The European
Community was the second 1argeét supplier, accounting for 22‘percent of
the exports; Australia accounted for about 15 percent (tablé 195. -The
United States accounted for about 8 percent.

World stocks of butter increased from 746 million pounds in 1971
to 1,222 million pounds in 1972. At the end of October 1973 they

amounted to 996 million pounds (tables 9 and 12).

Prices

Except for recent months, market prices of U.S. butter have

31
remained close to the support price in recent years (figure 5).
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