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INTRODUCTION

This report has been prepared in response to the following resolu-
tion, which was adopted on May 10, 1967, by the Committee on Ways and Means
of the House of Representatives:

RESOLVED, That the United States Tariff Commission is
hereby directed, pursuant to section 332(g) of the Tariff
Act of 1930, to make an investigation of the conditions of
competition in the United States between dairy products
(with particular attention to nonguota products) produced
in the United States and in foreign countries, and report
the results of such investigation to the Committee on Ways
and Means at the earliest practicable date.

The report of the Commission shall inclu&e factual

- information on domestic production, foreign production,
imports, consumption, channels and methods of distribution,
prices (including pricing practices), United States exports, .
United States customs treatment since 1930, and on other
factors of competition. The report shall also include
information indicating whether dairy products are being
imported into the United States under circumstances and
'in quantities interfering with, or threatening to interfere
with, price support programs of the Department of Agriculture
for milk and butterfat. 1/

On April T, 1967, at the direction of the President, the Tariff
' Commission had undertesken an investigation under section 22 of the
Agricultural Adjustment Act, as amended, to determine whether certgin
dairy products were being, or were practically certain to be, imported

into the United States under such conditions and in such quantities as

1/ The Commission issued a public notice of the institution of the
investigation (No. 332-53) on May 11, 1967. The notice was posted at
the office of the Commission in Washington, D.C. and at its office in
New York City; it was published in the Federal Register (32 F.R. 7357)
and in the May 31, 1967, issue of Customs Bulletin. The Commission’
announced that it did not contemplate holding public hearings, but it
urged interested parties to submit promptly any written statements
they wished considered. The Commission indicated that it would in-
clude relevant data obtained in the course of the then pending sec-
tion 22 investigation with respect to certain dairy products.




to render or tend to render ineffective, or materially interfere with,
the price-support programs of the U.S.'Department of Agriculture for
milk and butterfat, and to determine related questions. }/ On June 15,
1967; the Commission reported the results of this investigation to the
President (TC Publication 211). By Proclamation No. 3790 of June 30,
1967{ the President, among other things, imposed quotas on U.S. im-
ports_of certain butterfat-sugar mixtures, designated American;type
cheeses (including Colby), and certain frozen cream; the quotas
generally limited annual imports of such products to approximately

the average annual volume that entered in 1961-65. 2/

Béginning in 1965, the dairy situation in the United States altered
materially. The annual domestic production of milk decl;ned, whéreas
it had’increased slowly in the preceding twq*&ééades. The domestic
output of milk was materially lower in 1966 than in most yéars of the
preceding decade, and was slightly lower in 1967 than in 1966. In
1966, for the first time in'many years, the U.S. supply of dairy
products was about in balance with domestic commercial demand,

and the Government acquired only small quantities of dairy products

_/ In the past decade and a half, the Commission has conducted
eight investigations on various dairy products under section 22 of
the Agricultural Adjustment Act, as amended, to determine if imports
were materially interfering, or were likely to interfere, with the
price-support programs of the Department of Agriculture for milk and
butterfat. Most of the investigations resulted in the imposition of
quotas on imports of specified dairy products or the modlflcatxon of
quotas previously imposed (see appendix B).

g/ The results of the investigation and subsequent action by the
President are described in greater detail in the later section of
this report on U.S. nontariff import restrictions on dairy products.



under its price-support programs. In the early summer of 1966, the
Department of Agriculture raised the price-support levels for dairy
products by about a fifth. This increase in support was the sharpest
in history; within a period of 3 months, suppprt objectives were
raised from the minimum legally permissible level {75 percent of parity}
to almost the maximum (90 percent). The Department also took action
under the Federal Milk Marketing Orders--in both 1966 and 1967--to
increase the prices received by farmers for milk marketed for fluid
consumption (Class I milk). Prices received by farmers for milk rose
appreciably; average prices in 1966 and 1967 were substantially higher
than in earlier years.

During 1966 and the early months of 1967, imports of some dairy
products not subject to quantitative limitations rose sharply; imports
of Colby cheese, butterfat-sugar mixtures, and frozen cream accounted
for about 95 percent of the increase in imports. Aggregate imports of
dairy products in 1966 were triple those in 1965; nevertheless they
vere equivalent in 1966 to only about 2 percent of the domestic produc-
tién of milk. Imports in the first 6 months of 1967 were 60 percent
larger than those of the corresponding period of 1966. At mid-year,
as previously noted, the President imposed import quotas on the afore-
mentioned products.

Meanwhile, the prices received by farmers for milk, although
remaining higher than they had been before, declined to close to sup-
port levels in the early months of 1967. U.S. consumption of dairy

products, exclusive or that by recipients of Government donations,



declined appreciably in 1967; Government acquisitions of dairy prod-
ucts uhder its price-support program were substantial, although not
appreciably larger relative to domestic output than in the late
1950's and early 1960's.

The governments of most major milk-producing countries support
the prices of dairy products in their domestic markets. Many subsi-

_ dize their exports and restrict their imports of these products. The
- conditions of competition in the United States between foreign and
domestic dairy products are éreatly affected by such governmental
programs. These manifcld and complex measures to support prices,
expand exports, and restrict imports create trade patterns quite un-
like those that would prevail in a freely competitive market. In
response to the Committee's resolution, therefore, this report deals
with U.S. and foreign governmental programs respecting dairy products,
as well as domestic and foreign trade in those products.

The investigation at hénd is concerned with virtually all dairy
products. Hence, this report deals with milk and cream for consump-
tion in fluid form, as well as in the form of a wide variety of manu-
féqtured dairy products. The first section of the report analyzes
the domestic dairy situation in overall terms; subsequent sections
provide salient data respecting the conditions of coﬁpetition’between
imported and domestic dairy products. Accordingly, information is
presented on the dairy products specified in part 4 of schedule 1 of
the Tariff Schedules of the United States (TSUS), as well as on butter

oil and certain butterfat-sugar mixtures. Certain products made from



milk (e.g., casein, lactose, and lactalbumin) and certain other prod-
ucts containing butterfat (e.g., chocolate crumb) are not discussed

herein.






THE DOMESTIC DAIRY SITUATION

Milk and other dairy products combined play a2 major role in the
farm ecoﬁomy of the United States. In 1966 dairy products sold by
U.S. farmers had a value of about $5.5 billi@n; they accounted for a
seventh of farmers' total cash receipts from the sale of farm prod-
ucts. The sales of dairy products ranked second only to sales of
livestock. The annual.valﬁe of dairy products sold by farmers in
recent years has been less than half the value of meat animals sold,
but substantiaily larger than that of either feed crops or poultry
products; it has been double to triple the value of farmers' sales of

cotton, food grains, or tobacco.
U.S. consumption

In terms of milk equivalent, the aggregate annual consumbtion of
milk and other dairy products in the United States increased gradually
between the mid-1940's and the mid-1960's, and then declined. The
consumption in 1964--123 billion pounds--was about 12 percent larger
than average annual consumption in 1947-49 (table 4). After 196k it
declined to 122 billion pounds in 1965, 119 billion pounds in 1966,
and 116 billion pounds in 1967. Per capita civilian consumption of
milk and other dairy products combined has declined almost steadily
since World War II. In 1966 it was about a fifth lower than it had
been immediately following World War II. Per capita consumption

amounted to about 600 pounds in 1966, compared with about 760 pounds



in 1945-49 (table 5). Although per capita consumption has declined
sﬁbstantially, the growth in U.S. population has resulted in a slow
increase in aggregate consumption in most years since World War II.
Tike total U.S. consumption of dairy products, the consumption
of such products exclusive of Government donations has generally
grown slowly since World War II. Such consumption in 1967, however,
was about 5 percent smaller than in 1966--a drop in consumption of 5
‘billion pounds. About half of the decline was accounted for by de—‘
creased consumption of milk in fluid form, and half by decreased con-

sumption of manufactured dairy products.

Trends, by major products

In the two decades since World War II, the civilian consumptiocn
of milk in the United States has consisted about eqﬁally of that con-
sumed in fluid form (hereinafter referred to as fluid milk) and that
consumed in the form of manufactured dairy products (fig. 1). 1In thié
feriod, the annual domestic consumption of both fluid milk and manu-
factured dairy products rose by about 12 perceht. Nevertheless, the
per capita consumption of both fluid milk and manufactured dairy prod-
ucﬁs declined materially in that period--by nearly 20 percent in each
instance. ’The long-run trend of per capits consumption of some dairy
products, however, differs materially from that of others (table 6).
The per capita consumption of butter and evaporated milk, on the one
hand, has declined for & number of years; that of cheeses and frozen

dairy products, on the other hand, has jncreased. Developments in the



Figure 1.--U.5. production of milk and milk equiva-
lent of U.S. imports of dairy products, 1958-66
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consumption of individual dairy products are discussed in subéequent

sections of this report.

Distribution channels

The great bulk of aggregate U.S. consumption of milk and other
dairy products--more than nine-tenths--has been accounted for by prod-
ucts_that have moved into consumption through commercial channels.
Milk consumed én farms where it was produced and dairy products do-:
nated or subsidized by Federal programs have accounted for the remain-
der. The annual quantity of milk consumed on farms has declined
sharply since World War II; such consumption dropped from an average
of more than 15 billion pounds in 1947-L49 (14 percent of aggregate
consumption) to 3 billion pounds in 1966 (3 percent).

In the last decade from 4 billion to 8 billion pounds of milk and
other dairy prdducts,(milk equivalent) have reached the consuﬁer annu-
ally through two groups of Federal programs: (1) donations to welfare
programs and (2) school lunch and special milk programs. The average
annual quanfity so distributed has been equivalent to about 5 percent
of average annual consumption of milk in the United States. The
-school lunch and special milk programs have grown. In 1966, 3.4 bil-
lion pounds of milk and other dairy products were distributed through
those programs,'compared with an annual average of less than a half
billion pounds in 1947-49 (when only the school lunch program was in
effect). Federal donations to welfare programs have varied widely

from year to year, depending largely on the quantities of dairy
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products held by the Federal Government as a result of acquisitions
under the price-support program. In recent years, Federal donations
to welfare programs have declined sharply; whereas théy were close to
5 billion pounds (milk equivalent) in each of the yeafs 1962-64, they
totaled only 3.6 billion pounds in 1965 and 1.1 billion pounds in
1966. The quantities of dairy products owned by the Federal Govern-
ment at the close of 1966 were extremely small. In 1967, however, the
Government purchased substantial quantities of dairy produéts;Aabout
3.0 billion poundé of dairy products werendonated to welfare programs

during the year.

Factors affecting consumption

The long-run decline in aggregate per capita consumption of dairy
. products occurred despite a'marked rise in disposable real personal
income in the United States. ;/ Changing food consumption patferns
arising from a variety of economic, cultural, and technological develop-
ments have, on balance, adversely affected the per capita consgmption
of both fluid milk and manufactured dairy products. In recent years,
many cdnsumers have adhered to low-fat diets because of concern with
their weight and intake of cholesterol. Shifts in food habits result-
ing from such diets have contributed to the decline in per capita

consumption of butter, cream, and other high-fat dairy products; on

l/ Aggregate disposable personal incomes in the United States, in
terms of constant dollars, increased by 71 percent from 1950 to 1965;
such incomes on a per capita basis rose by 33 percent in the same
period.



the other hand, such shifts have stimulated the consumption of skimmed
milk and nonfat dry milk, as well as low-fat nondairy products. In-
creasingly in recent years, substitute products that are lower in cost

: and/or more convenient to use than the competitive dairy products have
become available to the consumer. Among such articles currently on

the market are oleomargarine, nondairy creamers, whipped toppings, and
imitation dairy products (including milk) made from vegetable fat.
Oleomargarine, wﬂich has long competed with butter, has had the greét-
est impact on the decline in the domestic consumption of dairy products.
In March 1966, the military services, with the exception of the Navy,
began to use oleomargarine rather than butter. The increasing popu-
larity of beverages other than milk, particularly soft drinks, icéd
tea, and iced coffee, has also contributed to the decreasing per capita
consﬁmption of fluid milk.

The U.S. consumption of milk in fluid form, as well as the con-
sumption of manufactured daify products, are moderately responsive to
changes in consumer prices or incomes. Thus, substantial changes in
lthe consumer prices of dairy products (or in the real incomes of con-
.sumers) ggnerally result in significant changes in the consumption of
the respective dairy products. The Department of Agriculture reports,
for example, thgt & 1l0-pércent increase in the retail'price of fluid
milk will result in a decline of about 3 percent in the consumption of

that product; }/ other studies suggest that comparable increases in

1/ Dairy Situation, DS-316, July 7, 1967, p. 12.
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the prices of manufactured dairy products will generally result in
considerably greater declines in the consumption of those products
(especially butter). 1/ The sharp decline in the consumption of dairy
- products in l967_appears to have resulted largely froﬁ the marked in-
crease in retail prices of dairy products that occurred in 1966 and
then held into 1967. The retail price index of dairy products
(1957-59=100) averaged 117 in 1967, compared with 112 in 1966 and 105
in 1965. As noted earlier, the domestic consumption of dairy products

in 1967 was about 5 percent lower than in 1966.

g/ See, for example, Robert R. Wilson and Russell G. Thompson,
Demand, Supply, and Price Relationships for the Dairy Sector, Post-
World War II Period, Journal of Farm Economics, May 1967. The most
recent comprehensive study of price and income elasticities of dairy
products made by an agency of the Federal Government was The Demand
and Price Structure for Dairy Products, Agricultural Marketing Service,
U.S. Department of Agriculture, May 1957.




1h
U.8. Production

In the two decades following World War II, the annual production
of milk in the United States increased slowly, but declined after
196L. The annual output in 1960-6L4 averaged 125 billion pounds, com-
pared with 118 billion pounds in 1945-49. Production varied little
from year to year during that period; fluctuations in annual output
rarely exceeded 2 percent. In 1965 and 1966, however, the U.S. pro-
duction of milk declined significantly. The.output of milk in the
latter year--120 billion pounds--was more than 5 percent lower than
in 1964 and materially lower than in most years of the preceding
decade. In 1967 the U.S. output of milk was sligﬁtly lower than in
1966. The recent decline in milk production has been associated with
high prices for livestock, which has encouraged dairy farmers either
to cull their herds more than usual or to discontinue dairy farming;
the number of'milk cows on farms, as noted in an earlier section,
declined at a higher rate than usual during 1965 and 1966. More
favorable returns in alternative farm enterprises and increasing
opportunities of attractive off-farm employment also contributed to

the decreased output of milk.

Trends, by major producﬁs and geographic areas

In recent years Grade A milk has accounted for an increasing

~share of the U.S. output of milk, and manufacturing grade milk, for
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a decreasing share. 1/ In 1966, 70 percent of the milk sold by
farmers to plants and dealers was Grade A, compared with about 60
percent in 1950 (table 7). Dairy economists predict that eventually
virtually all U:S. production of milk will be Grade AL g/ It appears
that the bulk of the farms that have ceased production of milk in
recent years have been those that produced manufacturing grade milk.
Farms now producing Grade A milk are, on the average, materially
larger than those prodﬁcing manufacturing grade milk. Although the
costs of producing Grade A milk generally exceed slightly those of
“the ﬁanufacturing grade, the net incomes on farms producing Grade A
milk in recent years have probably exceeded those on farms producing
manufacturing grade milk. ;/

The production of Grade A milk in the United States for a number
of years has exceeded materially the quantity sold for fluid éonsump-
tion at the prevailing prices. Since fluid milk is highly perishable,
the output of Grade A milk not sold for fluid consumption. is channeled
into the production of manufactured dairy products. In 1966 nearly a
third of the Grade A milk sold by U.S. farmers was used to produce
manufactured dairy products; that milk accounted for about two-fifths

of the total amount of milk used to produce such products. Although

;/ Grade A milk, which is produced under specified sanitary condi-
tions, may be either sold for fluid consumption or used<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>